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THE  FUTURE  OF  THE  MEDICARE  PROGRAM 


WEDNESDAY,  JUNE  28,  1995 

House  of  Representatives, 

Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  10:05  a.m.,  in  room 
2123,  Rayburn  House  Office  Building,  Hon.  Michael  Bilirakis 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Hastert,  Barton, 
Greenwood,  Burr,  Bilbray,  Whitfield,  Ganske,  Coburn,  Brown,  Lin- 
coln, Deutsch,  Stupak,  and  Wyden. 

Staff  present:  Mary  M.  McGrane,  majority  counsel;  Howard 
Cohen,  majority  counsel;  Melody  Harned,  majority  counsel;  Eric 
Berger,  majority  professional  staff  member;  Bridgette  Taylor,  mi- 
nority professional  staff  member;  Chris  Knauer,  minority  investiga- 
tor. 

Mr.  Bilirakis.  This  hearing  will  come  to  order. 

I  am  pleased  to  convene  today's  hearing  on  the  growth  in  Medi- 
care spending.  This  will  be  the  first  in  a  series  of  hearings  examin- 
ing the  current  state  of  the  Medicare  program.  Today,  we  will  hear 
the  perspectives  of  Medicare  policy  experts,  the  General  Accounting 
Office,  the  Physician  Payment  Review  Commission,  and  medical 
specialty  organizations. 

As  we  all  know,  the  Medicare  Trustee's  report  to  Congress 
warned  that  Medicare  Part  A  will  be  broke  by  the  year  2002  unless 
major  changes  are  made  to  the  program.  The  trustees  of  the  Part 
B  trust  fund  warned  that  the  cost  of  the  program  is  unsustainable. 
In  order  to  protect  and  preserve  Medicare  for  current  and  future 
generations,  our  spending  on  the  Medicare  program  must  be  re- 
viewed and  evaluated  in  great  detail  by  the  Congress. 

Today,  GAO  will  testify  that  in  the  last  fiscal  year  Federal 
spending  for  the  Medicare  program  totaled  $162  billion,  over  $440 
million  a  day.  In  March  1995,  the  Congressional  Budget  Office  esti- 
mated that  these  expenditures  would  approach  $350  billion  by  the 
year  2002.  In  2005,  10  years  from  now,  they  could  exceed  $460  bil- 
lion unless  changes  are  made. 

As  we  are  all  aware,  the  President  entered  the  balanced  budget 
debate  2  weeks  ago  by  introducing  his  proposal  to  balance  the 
budget  by  the  year  2005.  He  has  also  recognized  that  Medicare  will 
shortly  be  insolvent.  I  am  glad  to  say  now  that  there  is  a  very  good 
chance  that  the  American  people  will  see  a  balanced  budget  plan 
by  the  end  of  the  year.  However,  the  administration  is  still  being 
disingenuous  in  calculating  their  Medicare  numbers. 

(1) 
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The  conference  agreement  on  the  budget  resolution  will  produce 
a  Medicare  target  of  $270  billion  over  7  years.  The  administration 
claims  that  the  President's  proposal  seeks  $127  billion  in  Medicare 
savings  over  7  years.  The  administration's  savings  number,  how- 
ever, is  based  on  a  comparison  with  the  Office  of  Management  and 
Budget's  baseline.  There  is  approximately,  as  I  understand  it,  a 
$70  billion  difference  between  the  CBO  and  OMB  baselines.  In 
other  words,  just  by  using  the  OMB  baseline,  the  administration 
has  magically  created  $70  billion  of  savings  out  of  thin  air. 

As  I  pointed  out  at  last  week's  hearing  on  Medicaid,  by  using  the 
smaller  baseline,  the  administration  has  cooked  their  numbers.  If 
we  use  the  CBO  baseline,  which  is  the  official  baseline  for  Con- 
gress, the  administration's  proposal  is  actually  in  the  range  of  $199 
billion  and  the  administration  has  been  specific  that  these  cuts 
would  come  exclusively  from  providers. 

As  we  enter  this  historic  negotiation  on  Medicare,  we  must  start 
this  dialog  with  a  common  budget  language:  The  scoring  rules  of 
the  CBO;  the  same  rules  that  the  President  made  such  a  public 
point  of  following  in  his  health  reform  bill  last  year. 

I  look  forward  to  hearing  from  our  witnesses  today.  In  my  opin- 
ion, the  restructuring  of  the  Medicare  program  is  the  most  impor- 
tant issue  before  this  Congress.  In  order  to  do  the  best  job  possible, 
we  need  to  hear  from  all  interested  parties:  Medicare  providers, 
Medicare  beneficiaries,  and  organizations  representing  these  indi- 
viduals. 

I  am  hopeful  that  today's  hearing  will  provide  valuable  insight 
to  the  subcommittee,  and  at  this  point  I  yield  to  Mr.  Wyden,  who 
is  sitting  in  for  Mr.  Waxman  as  ranking  member  of  this  hearing. 

Mr.  Wyden.  Thank  you  very  much,  Mr.  Chairman,  and  I  appre- 
ciate you  holding  this  hearing,  and  also  you  and  I  have  worked  to- 
gether often  on  senior  citizens  issues  and  I  look  forward  to  working 
with  you  and  Congressman  Hastert  and  our  colleagues  on  the  other 
side  in  pursuing  these  questions. 

I  come  to  this  Medicare  debate  with  a  somewhat  different  per- 
spective. I  share  the  view  of  several  of  my  Republican  colleagues 
that  Medicare  does  need  to  be  improved.  In  much  of  this  country, 
Medicare  is  an  inefficient,  volume  driven,  antiquated  system.  Most 
illustrative  is  how  Medicare  treats  preventive  health  care.  Under 
Part  A  of  Medicare,  vast  sums  are  spent  for  hospital  services. 
Under  Medicare  Part  B,  virtually  nothing  is  spent  for  preventive 
health  care  that  would  keep  people  well  and  keep  them  from  land- 
ing in  the  hospital  under  Part  A. 

So  there  is  much  work  to  be  done  in  terms  of  improving  Medi- 
care. My  community  in  Portland,  I  think,  shows  how  it  can  be 
done.  We  have  largely  reinvented  Medicare  and  now  have  the  high- 
est concentration  of  seniors  in  managed  care  in  the  United  States. 
About  50  percent  of  the  older  people  in  Portland  are  in  managed 
care  programs  and  many  of  them  get  more  benefits  at  less  cost. 

Given  the  changes  that  are  being  debated  in  Congress,  I  have 
gone  to  many  who  have  worked  to  reinvent  Medicare  in  Portland, 
and  to  a  person  they  have  told  me  that  they  could  not  have  gotten 
those  21st  century  Medicare  programs  off  the  ground  in  the  context 
of  the  Republican  budget  plan  which  would  reduce  Medicare  spend- 
ing about  15  percent. 
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The  Republican  budget  plan  reduces  Medicare  spending  at  a 
level  that  is  three  times  greater  than  anything  the  U.S.  Congress 
has  ever  enacted.  And,  in  Portland,  where  we  have  reinvented  the 
program,  those  that  have  been  involved  in  it  have  said,  A,  they 
could  not  have  gotten  these  programs  off  the  ground;  and,  B,  they 
are  very  troubled  because  as  an  area  that  has  driven  down  costs, 
they  will  be  further  penalized  because  the  Republican  plan  offers 
cuts  that  are  across  the  board. 

Let  me  wrap  up  by  way  of  saying  that  what  I  think  is  going  to 
happen  under  the  Republican  plan  is  we  will  not  see  the  develop- 
ment of  models  like  you  have  in  my  community.  We  will  see  seniors 
shoved  into  managed  care.  We  will  see,  in  my  view,  more  waste, 
fraud,  and  abuse  along  the  lines  of  what  we  have  seen  in  south 
Florida,  where  people  rush  to  try  to  set  these  programs  up  over- 
night. Some  of  the  seniors  that  the  Republican  plan  has  at  least 
discussed  may  face  higher  deductibles  and  more  copayments  and 
basically  will  pay  those  higher  deductibles  and  copayments  for  inef- 
ficient Medicare.  They  will  be  paying  it  for  old  style  Medicare. 

And,  I  think,  finally,  we  will  see  considerable  cost  shifting,  par- 
ticularly in  urban  and  rural  areas  where  we  have  many  providers 
trying  to  offer  good  care  to  vulnerable  people,  and  when  they  face 
these  cuts,  these  cuts  will  be  passed  on  to  the  private  sector.  So 
I  think  we  have  to  do  better. 

Mr.  Chairman,  we  have  worked  together  often  in  this  regard  and 
look  forward  to  pursuing  this  with  you  in  the  days  ahead. 

Mr.  Bilirakis.  And  I  do,  too,  Mr.  Wyden.  The  gentleman's  time 
has  expired. 

Mr.  Hastert. 

Mr.  Hastert.  Well,  thank  you.  Mr.  Chairman. 

I  would  like  to  start  by  commending  you  for  calling  this  hearing 
today.  As  we  all  know,  the  future  of  the  Medicare  program  is  an 
important  serious  issue  right  now.  The  American  people  are  well- 
served  by  forums  like  this,  where  we  can  explore  the  avenues  of 
preserving  and  strengthening  this  program. 

As  you  know,  the  President's  own  trust  board  has  said  that  we 
are  in  serious  problems  in  Medicare  in  the  future.  In  fiscal  year 
1995,  the  program  will  cover  approximately  37  million  people  with 
an  outlay  of  about  $181.5  billion.  And  that  growth,  as  has  been  es- 
timated between  1980  and  1994,  has  increased  at  an  annual  rate 
of  11.4  percent,  which  is  a  tremendous  amount,  above  and  beyond 
what  average  inflation  has  been.  CBO  estimates  that  the  Medicare 
outlays  will  increase  at  an  average  annual  rate  of  10.6  percent,  be- 
tween 1994  and  the  year  2004.  It  is  a  problem  that  we  have  to  get 
our  arms  around,  our  minds  around,  and  in  control  of. 

And,  Mr.  Chairman,  you  have  already  outlined  the  reasons  we 
need  to  address  this  program  right  now.  I  just  want  to  reiterate  the 
point  that  the  Part  A  trust  fund  is  going  broke,  starting  next  year, 
that  is  a  fact.  If  we  are  going  to  continue  to  be  able  to  provide  qual- 
ity health  care  for  our  elderly,  we  really  have  to  look  for  good  ways 
to  sustain  this  problem  well  into  the  next  century,  and  we  have  a 
responsibility  to  preserve,  protect,  and  strengthen  this  program  for 
the  sake  of  the  38  million  people  already  in  the  program  and  for 
the  sake  of  our  children  and  our  grandchildren. 
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I  am  proud  of  this  Congress  and  this  committee's  commitment  to 
addressing  this  very  urgent  problem.  I  look  forward  to  the  testi- 
mony of  our  witnesses  today  and,  again,  Mr.  Chairman,  thank  you 
for  holding  this  hearing,  and  I  yield  back  the  balance  of  my  time. 

Mr.  BlLlRAKlS.  And  I  thank  the  gentleman. 

For  an  opening  statement,  Mr.  Brown  of  Ohio  is  recognized. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

I  echo  the  comments  of  Mr.  Hastert  and  Mr.  Wyden  in  thanking 
you  for  holding  these  hearings  and  applauding  you  for  the  hearings 
that  were^ietd-on^^fedkaid  some  few  days  ago. 

I  hope  that  these  hearings  can  elicit  and  can  begin  to  flesh  out, 
if  you  will,  how  Republicans  plan  to  reduce  the  costs  of  Medicaid 
and  the  costs  of  Medicare  to  the  tune,  in  the  case  of  Medicare,  by 
some  $270  billion.  Is  that  reduction  going  to  come  through  lower- 
through  higher  copayments  or  higher  deductibles  or  higher  pre- 
miums to  people  that  are  on  Medicare?  Is  it  going  to  come  from 
cutting  payments  to  doctors,  hospitals,  and  other  health  care  pro- 
viders? Is  it  going  to  come  from  cutting  services  to  those  senior  citi- 
zens that  have  become  used  to  this  government  program  that  we 
call  Medicare? 

In  the  last  3  or  4  weeks  I  have  held  a  series  of  town  meetings 
in  my  district  about  Medicare,  and  the  question  that  is  asked  over 
and  over  and  over  again  is  how  can  this  Congress  consider  cutting 
Medicare  and  Medicaid  at  the  same  time  that  this  Congress  is  in- 
creasing military  spending  and  that  this  Congress  is  giving  tax 
breaks  to  the  wealthiest  citizens? 

And  I  think  so  often  we  hear  from  the  Republican  side  talk  of 
the  increased  costs  of  Medicare,  which  certainly  are  a  legitimate 
problem,  but  not  much  about  the  success  of  Medicare.  And  much 
of  the  increased  cost  in  Medicare  has  been  due  to  the  success  of 
this  program,  where  we  have  seen  in  the  last  30  years,  when  this 
country  made  a  solemn  promise  to  our  senior  citizens  that  we 
would  provide  them  with  comprehensive  health  care  coverage  that 
would  ensure  they  could  live  the  last  years  of  their  lives  in  reason- 
ably good  health  and  with  dignity,  and  the  increased  costs  have 
been  because  of  the  success  of  Medicare  helping  people  live  longer 
and  helping  people  live  more  healthy  in  their  last  years. 

I  think  that  is  something  that  we  should  not  lose  sight  of  as  this 
committee  examines  Medicare  and  Medicaid,  and  as  this  sub- 
committee discusses  the  cuts  and  how  we  are  filling  in  those 
blanks.  What  are  we  going  to  do  to  achieve  those  savings?  That 
concerns  me. 

And  I  think,  as  I  said  a  moment  ago,  that  one  of  government's 
great  success  stories  has  been  this  program  in  the  last  30  years  to 
help  our  parents  and  grandparents  live  longer  and  live  better.  We 
should  not  lose  sight  of  that  as  the  budget  axe  begins  to  fall  on  this 
program. 

I  yield  back  the  balance  of  my  time.  Thank  you,  Mr.  Chairman. 
[The  prepared  statement  of  Hon.  Sherrod  Brown  follows:] 

Prepared  Statement  of  Hon.  Sherrod  Brown,  a  Representative  in  Congress 
from  the  State  of  Ohio 

Thank  you  Mr.  Chairman.  This  morning,  the  Subcommittee  begins  its  examina- 
tion of  Medicare — the  health  care  safety  net  for  our  nation's  disabled  and  senior  citi- 
zens. 
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Over  the  last  several  weeks,  we  have  held  similar  hearings  on  Medicaid.  It  is  es- 
sential that  we  continue  this  process  so  we  can  clearly  understand  the  vital  lifeline 
these  two  programs  provide  to  millions  of  Americans.  And  while  it  is  fine  for  us  to 
discuss  the  historical  growth  of  Medicare  and  Medicaid,  we  also  must  look  forward. 
But  to  do  this  requires  knowledge  of  the  specifics  of  how  Republicans  will  change 
these  two  programs.  Just  exactly  how  do  they  plan  to  reduce  these  programs — by 
$452  billion?  Through  increasing  costs  to  our  senior  citizens,  through  cutting  pay- 
ments to  doctors,  hospitals,  and  other  health  care  providers,  or  by  reducing  or  elimi- 
nating health  care  benefits? 

On  several  occasions,  in  our  hearings  on  Medicaid,  the  issue  of  distribution  of 
funding  among  the  States  has  been  discussed.  The  formula  for  providing  States  with 
funds  seems  to  be  a  key  issue  in  the  debate.  Today,  I  would  submit  that  Medicaid 
is  not  the  only  place  where  we  will  have  a  formula  problem.  The  Medicare  program 
has  a  formula  problem  too,  for  the  enormous  cuts  proposed  by  the  Republicans  wili 
be  a  ''formula  for  disaster." 

I  want  to  remind  everyone  that  the  Medicare  program  has  achieved  great  success 
in  making  it  possible  for  our  nation's  disabled  and  senior  citizens  to  receive  univer- 
sal access  to  high-quality,  mainstream  health  care.  It  is  a  program  that  our  senior 
citizens  have  come  to  depend  on  so  that  as  they  reach  their  golden  years,  they  don't 
have  to  worry  about  their  health  care.  Thirty  years  ago,  this  country  made  a  solemn 
promise  to  senior  citizens.  We  promised  them  that  we  would  provide  them  with  com- 
prehensive health  care  coverage,  and  that  we  would  ensure  that  they  could  live  the 
final  years  of  their  lives  in  health  and  with  dignity.  We  promised  them  that  we 
would  listen  to  the  words  of  Robert  Browning,  who  said:  "Grow  old  along  with  me, 
the  best  is  yet  to  be:  the  last  of  life,  for  which  the  first  was  made."  We  have  kept 
this  promise  for  these  30  years.  We  cannot  and  must  not  break  it  now. 

We  have  also  made  a  commitment  to  our  American's  health  care  providers.  We 
asked  them  to  care  for  our  senior  citizens  with  cost-effective,  high-quality  care.  And 
we  pledged  to  them  that  they  would  be  treated  fairly. 

I,  for  one,  will  not  simply  stand  by  and  watch  our  longstanding  commitment  to 
our  nation's  disabled  people  and  senior  citizens,  and  to  health  care  providers,  tram- 
pled by  Republican  budget  crusaders  who  give  short  shrift  to  the  consequences  of 
their  budget-cutting  furor.  / 

I  intend  to  do  everything  within  my  power,  and  to  work  with  my  colleagues  on 
both  sides  of  the  aisle,  as  we  strive  to  balance  the  federal  budget,  to  ensure  that 
we  maintain  our  commitment  to  Medicare  and  to  the  vast  improvement  that  it  has 
brought  to  the  lives  and  well-being  of  our  nation's  disabled  and  senior  citizens. 

Mr.  BlLlRAKlS.  And  I  say  to  the  gentleman  your  concern  is 
shared  by  all  of  us,  believe  me. 
Mr.  Brown.  Thank  you. 

Mr.  BlLlRAKlS.  Mr.  Whitfield  of  Kentucky  is  recognized  for  an 
opening  statement. 

Mr.  Whitfield.  Mr.  Chairman,  I  also  want  to  commend  you  for 
holding  these  hearings.  It  goes  without  saying  that  Medicare  and 
the  entire  health  policy  in  this  country  is  a  very  complex  and  com- 
plicated problem.  I  don't  think  that  the  Republican  Party  is  quite 
as  draconian  as  some  other  members  would  say  we  are.  I  think  ev- 
eryone recognizes  that  there  are  financial  difficulties  with  Medicare 
and  with  our  entire  health  care  system. 

It  is  my  personal  belief  that  you  cannot  really  dramatically 
change  Medicare  unless  you  do  it  prospectively.  I  do  believe  that 
with  a  system  that  allows  third  party  payers,  it  is  not  surprising 
that  costs  continue  to  escalate  because  there  is  little  incentive  for 
users  to  be  more  judicious  in  their  medical  decisions. 

We  do  have  a  responsibility,  and  we  do  have  the  best  health  care 
system  in  the  world.  I  think  that  these  hearings  and  others  that 
this  committee  is  having  will  help  us  develop  a  fair  medical  system 
that  will  benefit  all  of  our  society,  and  I  am  convinced  that  we  can 
do  that. 
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I  commend  the  Chairman  for  the  hearings,  and  I  look  forward  to 
the  testimony  of  these  experts  as  we  work  very  diligently  and 
committedly  to  solve  this  problem. 

I  yield  back  the  balance  of  my  time. 

Mr.  Bilirakis.  And  I  thank  the  gentleman. 

Dr.  Ganske  is  recognized  for  an  opening  statement. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

I  am  pleased  that  this  subcommittee  will  continue  its  examina- 
tion of  the  Medicare  program.  Created  in  1965,  the  Medicare  pro- 
gram currently  serves  more  than  36  million  Americans.  The  pro- 
gram, however,  is  growing  far  faster  than  the  rate  of  inflation.  Ac- 
cording to  Guy  King,  former  chief  actuary  of  the  program,  between 
1978  and  1994  expenditures  from  the  HI  trust  fund  increased  an 
average  of  12  percent  per  year. 

It  is  no  wonder  that  the  most  recent  report  of  the  trustees  indi- 
cated that  the  account  would  be  bankrupt  within  7  years.  The  slide 
toward  insolvency  begins  next  year,  when  the  trust  fund  will  spend 
more  than  it  takes  in. 

To  protect  the  Medicare  program,  both  for  my  parents,  my  chil- 
dren, my  former  patients,  and  those  of  my  wife,  who  is  a  family 
doctor,  we  must  take  bold  steps  to  reform  and  strengthen  this  pro- 
gram. If  we  do  nothing  to  control  program  growth,  the  trust  fund 
will  stop  paying  benefits  early  in  the  next  century.  In  fact,  the 
Kerry-Danforth  Commission  on  Entitlement  Reform  predicted  if  we 
continue  our  current  spending,  by  the  year  2012  entitlement  spend- 
ing and  interest  would  consume  all  government  revenues. 

Now,  over  the  coming  months  this  committee  and  this  Congress 
will  have  to  make  some  difficult  choices  to  slow  the  growth  of  Medi- 
care and  Medicaid.  It  would  be  politically  expedient  to  bury  our 
heads  in  the  sand  and  hope  that  this  issue  will  go  away,  but  I 
think  that  would  be  the  most  foolish  choice  we  could  make. 

Mr.  Chairman,  this  hearing  will  give  us  an  opportunity  to  begin 
to  better  understand  the  crisis  that  Medicare  is  in  and  to  explore 
some  potential  solutions.  I  look  forward  to  hearing  from  the  wit- 
nesses today,  and  I  want  to  extend  a  special  welcome  to  Mr.  Ed 
Howell,  who  is  testifying  on  behalf  of  the  American  Association  of 
Medical  Colleges. 

Mr.  Howell  is  the  Director  of  the  University  of  Iowa  Hospitals 
and  Clinics,  which  also  happens  to  be  my  alma  mater.  He  has  held 
that  position  since  August  of  last  year  and  serves  on  the  executive 
committee  of  the  Association  of  American  Medical  Colleges  and  is 
chair  of  the  association's  Council  of  Teaching  Hospitals. 

It  is  always  good  to  have  a  fellow  Hawkeye  in  the  room,  and  I 
look  forward  to  his  testimony  today. 

Mr.  Chairman,  thank  you  for  your  leadership,  and  I  yield  back 
my  time. 

Mr.  Hastert  [presiding].  I  have  always  been  pretty  cautious 
about  Hawkeyes  but  I  will  take  this  into  consideration. 
At  this  time  Mr.  Burr  from  North  Carolina. 

Mr.  Burr.  Thank  you,  Mr.  Chairman,  and  colleagues,  and  let  me 
say  before  I  start  my  opening  statement  that  this  is  not  a  debate 
about  proposed  cuts.  This  is  a  debate  about  is  Congress  finally  will- 
ing to  tackle  a  broken  system  and  fix  it  for  the  future  of  not  only 
the  current  people  who  participate  in  it,  but  for  future  generations. 
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If  we  are  not  willing  to  do  that,  then  we  are  not  willing  to  do 
very  much  up  here,  because  I  think  this  is  one  of  the  most  vital 
decisions  that  we  will  make.  And  I  hope  that  we  will  change  the 
hearing  process  from  one  of  pitting  one  budget  against  another  and 
start  talking  about  how  fundamentally  we  can  change  the  system. 

While  growth  rates  have  increased  significantly  over  the  past 
several  years,  we  have  seen  nothing  compared  to  the  projected 
growth  over  the  next  seven.  In  fact,  according  to  the  Medicare 
trustees,  as  we  have  all  heard,  including  three  of  the  President's 
own  cabinet  Secretaries,  the  Medicare  system  will  render  itself  in- 
solvent before  the  baby  boomers  even  become  eligible  for  Medicare 
benefits. 

I  am  confident  that  no  member  of  this  committee  believes  that 
overhauling  the  Medicare  system  is  going  to  be  an  easy  job.  By  vir- 
tue of  the  sheer  complexity  of  the  program,  we  face  a  very,  very 
difficult  task.  When  political  posturing  is  added  to  the  picture,  we 
have  a  very  hot  potato  on  our  hands. 

I  am  proud  of  the  House  Republicans  and  Democrats  alike,  who 
have  been  courageous  enough  to  support  reductions  in  Medicare 
growth  over  the  next  several  years.  We  owe  it  to  our  seniors  who 
have  worked  in  good  faith  to  earn  Medicare  benefits  to  preserve  a 
system  which  will  provide  health  care  for  them  in  the  years  to 
come. 

I  am  personally  pleased  to  support  the  House  Republican  budget 
proposal,  which  increases  Medicare  spending  for  each  beneficiary 
from  $4,800  this  year  to  $6,400  in  the  year  2002. 

I  hope  that,  like  the  Bipartisan  Entitlement  Commission,  which 
released  its  report  late  last  year,  we  will  be  able  to  craft  several 
proposals  to  save  Medicare.  I  don't  expect  any  of  them  to  look  re- 
motely like  the  current  system  nor  do  I  expect  everyone  to  be  com- 
pletely satisfied  with  the  results.  I  do,  however,  believe  that  if  we 
place  preconceived  notions  and  political  posturing  aside,  we  will  lay 
enough  workable  ideas  on  the  table  to  create  a  solution  that  will 
work  for  the  people  who  have  counted  on  Medicare. 

Mr.  Chairman,  I  look  forward  to  working  with  my  colleagues  to 
begin  an  informative  dialog  with  the  witnesses  today  as  we  attempt 
to  find  an  answer  to  the  Medicare  question.  Hopefully,  with  a  sin- 
cere effort  from  both  sides  of  the  aisle,  we  can  work  to  reach  an 
end  goal  that  I  hope  we  all  share,  and  to  do  what  we  can  to  fix 
the  current  Medicare  problem  so  that  American  seniors  can  main- 
tain access  to  a  medical  system  that  provides  the  highest  quality 
of  care  anywhere  into  the  next  century. 

Thank  you,  Mr.  Chairman. 

Mr.  Hastert.  Thank  the  gentleman. 

The  gentleman  from  Pennsylvania,  Mr.  Greenwood,  is  recognized 
for  an  opening  statement. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman.  I  don't  have  an 
opening  statement,  per  se.  I  want  to  congratulate  the  chairman  of 
the  committee  for  beginning  these  hearings,  because  I  think  this 
does  commence  some  of  the  most  important  work  this  Congress  is 
going  to  undertake. 

I  simply  wanted  to  comment  to  my  friends  on  the  other  side  that 
we  appreciate  their  kind  offers  of  bipartisanship  on  this  program. 
And  I  hope  that  extends  not  only  to  their  usually  thoughtful  cri- 
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tique  of  our  proposals  but  also  perhaps  the  offering  of  proposals  of 
their  own  for  our  thoughtful  critique. 
Mr.  Hastert.  I  thank  the  gentleman. 

The  gentleman  from  California,  Mr.  Bilbray,  is  recognized  for  an 
opening  statement. 

Mr.  Bilbray.  Mr.  Chairman,  I  am  not  going  to  present  my  open- 
ing statement.  I  would  ask  it  be  put  in  the  record.  But  let  me  just 
say,  I  have  said  this  before  and  I  will  say  it  again,  I  grew  up  on 
the  Mexican  border  and  I  thought  I  knew  what  bilingualism  was. 
But  when  I  sit  in  these  hearings  and  go  on  the  House  floor  and  I 
hear  people  talk  about  major  cuts,  I  just  wonder,  are  we  speaking 
English  here?  I  sure  hope  we  are  speaking  English. 

There  is  not  one  proposal  on  that  chart  that  is  proposing  major 
cuts.  In  fact,  we  are  talking  about  going  from  $400,  around  $401 
a  month  per  senior  in  1995  to  $561  a  month  per  senior  in  2002. 
This  is  a  5.5  percent  growth  over  7  years.  Now,  anyone  speaking 
in  plain  English  anywhere  else  in  this  country,  this  is  a  major  in- 
crease, it  is  not  a  major  cut. 

And  in  reference  to  the  military  spending,  I  voted  against  the  B- 
2,  but  not  more  than  a  2.9  percent  increase  is  being  proposed  there. 
Why  is  this  a  major  increase  when  twice  the  rate  of  inflation  is  a 
major  cut. 

So  I  would  ask  we  start  speaking  English  here.  Maybe  it  is 
Washingtonese.  Maybe  we  can  manipulate  the  reality  by  changing 
terminologies.  But  I  would  just  want  to  say  that  if  the  consumer 
was  out  in  the  private  sector  and  an  insurance  company  told  them 
that  their  rates  were  going  to  go  from  $401  a  month  to  $561,  I 
don't  think  any  consumer  with  a  brain  in  their  head  would  say, 
wow,  that  is  a  major  cut  in  my  rate.  Now,  that  is  what  we  are  talk- 
ing about  here. 

So  let  us  be  frank  and  up  front.  What  we  are  doing  is  talking 
about  getting  the  increases  under  control,  and  any  consumer  would 
demand  this  much.  So  we  are  not  talking  about  major  cuts;  we  are 
talking  about  doing  what  any  rational  person  would  do  under  the 
consumer  point  of  view. 

I  guess  the  issue  is,  we  have  finally  reached  a  point  where  we 
are  just  throwing  money  at  this  problem  and  it  does  not  solve  the 
problem.  It  just  creates  more  inflationary  spiral,  less  quality  at  a 
higher  price,  and  we  are  saying  now  we  need  to  do  what  every  indi- 
vidual in  this  society  would  do  individually,  if  they  could,  and  that 
is  try  to  bring  the  price  tag  of  providing  health  care  under  a  rea- 
sonable level  of  control  and  management. 

So  I  would  ask  my  colleagues  on  both  sides  of  the  aisle,  let  us 
use  English,  let  us  talk  about  the  rate  of  increase,  let  us  not  try 
to  use  Washingtonese  and  using  the  terms  like  "major  cuts."  Be- 
cause that  is  not  what  the  rest  of  America  is  speaking  out  there. 
And  let  us  try  to  concentrate  on  the  language  of  reasonableness 
rather  than  Washingtonese. 

And,  Mr.  Chairman,  I  yield  back  the  remainder  of  my  time. 

Mr.  Hastert.  I  thank  the  gentleman. 

[The  prepared  statements  of  Hon.  Brian  P.  Bilbray,  Hon.  Thomas 
J.  Bliley,  Jr.,  Hon.  Scott  Klug  and  Hon.  Cliff  Stearns  follow:] 
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Prepared  Statement  of  Hon.  Brian  P.  Bilbray,  a  Representative  in  Congress 
From  the  State  of  California 

Mr.  Chairman,  I  want  to  commend  you  for  holding  this  hearing  on  the  rapid 
growth  of  Medicare  spending.  As  we  are  all  aware,  the  actions  taken  by  the  Con- 
gress on  this  issue  are  of  great  importance  to  the  senior  population  of  America. 

According  to  the  testimony  of  the  General  Accounting  Office,  during  the  last  fiscal 
year,  Federal  spending  for  the  Medicare  program  totaled  $162  bilMon,  over  $440  mil- 
lion per  day.  The  Congressional  Budget  Office  has  estimated  Federal  expenditures 
will  approach  $350  billion  by  the  year  2002  if  no  action  is  taken. 

In  light  of  these  facts,  it  is  imperative  that  this  Congress  closely  examine  how  we 
got  in  this  predicament  and  how  we  should  proceed  to  get  out  of  it.  For  one,  I  think 
we  can  all  agree  that  the  Medicare  system  needs  to  be  placed  more  in  line  with  pri- 
vate sector  health  care.  As  GAO  states  in  its  written  testimony,  they  "believe  that 
a  viable  strategy  for  restraining  the  unmanaged  components  of  the  Medicare  pro- 
gram involves  adapting  the  health  care  management  approach  of  private  payers  to 
Medicare's  public  payer  role". 

I  look  forward  to  hearing  more  from  the  GAO  and  the  other  witnesses  on  their 
view  of  the  Medicare  system  and  how  we  can  work  toward  the  common  goal  of  a 
secure  health  care  system  for  our  Nation's  seniors.  Again,  Mr.  Chairman,  I  com- 
mend you  for  holding  this  important  hearing  and  I  yield  back  the  balance  of  my 
time. 


Prepared  Statement  of  Hon.  Thomas  J.  Bliley,  Jr.,  Chairman,  Committee  on 

Commerce 

I  am  pleased  that  the  subcommittee  has  started  its  hearings  on  the  current  and 
future  state  of  the  Medicare  Program.  I  am  hopeful  that  today's  hearing  will  be  edu- 
cational for  all  our  members  as  we  begin  to  grapple  with  the  task  of  ensuring  the 
future  of  the  Medicare  Program. 

As  we  all  know,  the  Trustees  of  both  the  Part  A  and  Part  B  Trust  Funds  have 
issued  reports  sounding  alarm  bells  about  the  future  of  the  program.  In  terms  of 
the  hospital  side  of  Medicare,  the  Trustees — four  of  whom  were  appointed  by  Presi- 
dent Clinton — have  stated  that  the  Hospital  Trust  Fund  will  be  unable  to  pay  its 
bills  by  the  year  2002  because  of  exploding  Part  A  expenditures.  Part  A  is  described 
as  a  program  "severely  out  of  financial  balance." 

Not  only  is  the  HI  Trust  Fund  financially  out  of  balance,  but  spending  growth  by 
the  Part  A  Trust  Fund  is  also  a  concern  because  its  rate  of  growth  is  simply 
unsustainable.  Over  the  next  decade  average  annual  growth  rates  will  exceed  12 
percent.  As  noted  by  the  Board  of  Trustees  in  the  1995  report:  "Although  the  SMI 
Program  is  currently  actuarially  sound,  the  Trustees  note  with  great  concern  the 
past  and  projected  rapid  growth  in  the  cost  of  the  program.  In  spite  of  the  evidence 
of  somewhat  slower  rates  in  the  recent  past,  overall,  the  past  growth  rates  have 
been  rapid,  and  the  future  growth  rates  are  projected  to  increase  above  those  of  the 
recent  past.  Growth  rates  have  been  so  rapid  that  outlays  of  the  program  have  in- 
creased 53  percent  in  the  aggregate  and  40  percent  per  enrollee  in  the  last  5  years. 
For  the  same  time  period,  the  program  grew  19  percent  faster  than  the  economy 
despite  recent  efforts  to  control  tne  cost  of  the  program." 

If  we  take  no  action,  the  total  cost  of  Medicare  between  now  and  2002  will  be 
$1.87  trillion.  If  the  Congress  takes  action  consistent  with  the  budget  resolution  as 
indicated  in  this  chart,  over  the  next  seven  years,  total  spending  for  Medicare  will 
slow  to  $1.6  trillion,  which  amounts  to  total  spending  growth  for  those  years  of  56.2 
percent. 

I  look  forward  to  the  testimony  of  our  witnesses  about  some  of  the  reasons  the 
Medicare  Program  is  in  its  current  state  so  we  can  begin  to  explore  ways  to  fix  it. 


Prepared  Statement  of  Hon.  Scott  Klug,  a  Representative  in  Congress  From 

the  State  of  Wisconsin 

As  the  House  begins  to  consider  alternatives  on  how  to  reduce  the  rising  cost  of 
the  Medicare  program,  you  may  find  it  helpful  to  hear  Wisconsin's  perspective  on 
the  impact  and  value  that  managed  care  from  health  maintenance  organizations 
(HMO's)  can  have  on  the  delivery  and  finance  of  health  care  services. 

I  appreciate  the  opportunity  to  testify  today  to  give  you  the  unique  perspective 
on  HMO's  that  Wisconsin  has  to  offer.  Our  extensive  experience  with  and  regulation 
of  HMO's  has  become  an  important  part  of  Wisconsin's  health  care  delivery  and  fi- 
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nance  system,  and  I  would  like  to  share  with  you  what  we  have  learned  from  our 
experience. 

While  nearly  every  state  in  the  country  now  has  HMO's  organized  under  their 
state  statutes,  we  have  had  domestic  HMO's  operating  in  Wisconsin  since  1972.  Ac- 
cording to  the  Wisconsin  Office  of  the  Commissioner  of  Insurance,  "the  primary  rea- 
son for  this  growth  of  HMO's  in  Wisconsin  since  1983  is  the  commitment  made  by 
the  Governor,  the  legislature,  several  state  agencies,  and  private  employers  to  hold 
down  the  costs  of  health  care  provided  to  private  and  state  employees  and  to  medi- 
cal assistance  recipients  " 

Our  state  legislature  recognized  the  potential  for  cost  savings  with  HMO's  distinct 
methods  of  operation  and  enacted  a  separate  chapter  of  statutes  to  govern  them. 
While  HMO's  may  reduce  costs,  they  have  not  reduced  quality  of  care.  In  fact,  stud- 
ies of  managed  care  plans,  and  HMO's  in  particular,  have  indicated  that  the  quality 
of  care  is  equal,  if  not  superior  to  care  delivered  with  traditional  insurance.  Group 
Health  Association  of  America  has  published  results  of  studies  finding  that  HMO's 
produced  more  positive  or  at  least  no  difference  in  outcomes  from  tee-for-service 
even  though  the  HMO's  had  shorter  hospital  stays  and  less  surgery.  HMO's  also 
produced  better  results  on  prevention  of  disease,  another  quality  care  indicator. 

The  population  choosing  HMO  coverage  is  growing  dramatically.  In  Wisconsin,  25 
percent  of  the  insured  population  is  enrolled  in  HMO's,  an  increase  of  31  percent 
since  1985.  This  rate  of  increase  parallels  the  national  scene.  More  than  20  percent 
of  the  population  nationally  is  enrolled  in  HMO's,  an  increase  of  150%  since  1985. 
These  increasing  numbers  indicate  that  those  who  choose  HMO  coverage  tend  not 
to  switch  back  to  traditional  insurance. 

In  Wisconsin,  HMO's  have  become  an  important  part  of  Wisconsin's  health  care 
delivery  and  finance  system.  For  example.  Wisconsin  relies  heavily  on  HMO's  for 
its  Medicaid  program.  Half  of  Wisconsin's  AFDC  and  Healthy  Start  recipients  are 
enrolled  in  HMO's.  The  State  Bureau  of  Health  Care  Finance  reports  Wisconsin 
saved  more  than  $100  million  through  the  Medicaid  HMO  program  since  its  incep- 
tion in  1984.  Meanwhile  they  report  that  HMO's  are  at  least  as,  if  not  more,  effec- 
tive than  fee-for-service  in  avoiding  adverse  health  outcomes.  The  State  also  utilizes 
HMO  coverage  for  its  employees  Last  year,  statewide,  more  than  80  percent  of  state 
employees  enrolled  in  HMO  health  care  plans. 

In  contrast  to  these  successes  in  controlling  costs  and  maintaining  quality  with 
managed  care,  where  there  is  not  a  competitive  HMO  system,  prices  are  higher  and 
access  is  limited.  In  northern  Wisconsin,  there  is  virtually  one  HMO,  and  their  rates 
have  been  documented  as  being  well  in  excess  of  the  state  average.  This  area  also 
has  the  highest  uninsured  rate  in  the  state. 

Wisconsin  has  had  extensive  experience  with  HMO's  spanning  several  decades. 
We  have  recognized  the  great  potential  for  cost  savings  and  quality  of  care  that 
HMO's  can  provide  because  of  their  unique  characteristics  compared  to  traditional 
insurance.  Wisconsin  chose  to  take  advantage  of  these  savings  and  benefits  with 
mandated  HMO  enrollment  policies.  Our  state  provides  a  fine  example  of  how  gov- 
ernment can  utilize  and  incorporate  HMO's  in  its  health  care  programs  for  the  bene- 
fit of  the  insured,  the  government  and  all  taxpayers. 

Thank  you  for  this  opportunity  to  present  Wisconsin's  perspective  on  HMO's  as 
you  consider  alternatives  for  significant  reform  of  the  Medicare  and  Medicaid  health 
care  delivery  and  finance  systems. 


Prepared  Statement  of  Hon.  Cliff  Stearns,  a  Representative  in  Congress 
From  the  State  of  Florida 

Thank  you,  Chairman  Bilirakis,  for  continuing  the  subcommittee's  hearing  process 
on  the  future  of  the  Medicare  program.  Today's  hearing  will  focus  on  the  growth 
in  spending  and  the  need  for  reforming  the  program  to  ensure  that  it  will  be  avail- 
able for  future  generations  well  into  the  twenty  first  century. 

Before  I  continue,  I  want  to  commend  you,  Mr.  Bilirakis,  for  the  outstanding  job 
you  have  done  as  subcommittee  chairman  these  past  few  months  working  under  a 
very  hectic  and  heavy  schedule. 

I  look  forward  to  hearing  from  our  panel  of  distinguished  witnesses  and  I  will  be 
interested  in  receiving  their  perspective  on  changes  they  feel  need  to  be  made  to 
the  system  in  order  to  preserve  the  program  without  diminishing  the  services  it  pro- 
vides to  our  Nation's  elderly. 

In  April  of  this  year  we  were  forced  to  face  a  rather  grim  reality  when  the  Medi- 
care Board  of  Trustees  reported  that  Medicare  will  run  out  of  money  by  2002.  The 
President  is  no  longer  sidestepping  this  issue  because  he,  too,  acknowledges  in  his 
most  recent  budget  proposal  that  we  must  slow  down  the  rate  of  growth  in  this  pro- 
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gram,  which  is  so  vital  in  providing  health  care  coverage  to  our  Nation's  37  million 
seniors. 

Medicare  costs  have  continued  to  escalate  far  beyond  initial  predictions.  At  its  in- 
ception, the  Ways  and  Means  Committee  predicted  that  the  hospital  insurance  (HI) 
portion  would  cost  $9  billion  in  1990 — an  astonishing  $58  billion  underestimate.  It 
is  important  to  note,  that  HI  outlays  exceeded  $9  billion  in  1974  and  have  continued 
to  grow  through  the  ensuing  years. 

According  to  the  Office  of  Management  and  Budget  (OMB I  this  year  Medicare  is 
expected  to  spend  $157.3  billion.  That  is  an  incredible  58  times  the  initial  full-year 
outlay  of  $2.7  billion.  OMB  also  projects  that  Medicare  will  cost  $178  billion  next 
year — that  is  more  than  twice  the  outlays  of  6  years  ago. 

Mr.  Chairman,  I  think  these  statistics  speak  for  themselves  and  that  is  precisely 
why  we  are  conducting  this  hearing  today.  If  we  do  nothing  to  reduce  the  rate  of 
growth  within  the  program — CBO  has  projected  that  American  taxpayers  will  be 
asked  to  dole  out  $180  billion  in  fiscal  year  1996 — that  cost  is  expected  to  continue 
its  fast  paced  growth  reaching  $263.5  billion  in  fiscal  year  2000. 

I  am  particularly  sensitive  to  this  issue  because  whatever  we  decide  will  have  a 
direct  impact  on  my  constituency — a  vast  majority  of  whom  are  over  the  age  of  65. 

Let  me  conclude  by  saying  that  I  want  to  preserve  the  rights  and  benefits  of  our 
senior  citizens.  But  I  also  know  the  urgency  we  face  in  bringing  down  the  costs  asso- 
ciated with  this  program.  We  must  succeed,  not  only  in  order  to  preserve  the  pro- 
gram itself,  but  to  stop  the  drain  on  our  Nation's  economy. 

Again,  thank  you  Mr.  Chairman. 

Mr.  Hastert.  At  this  time,  then,  we  will  ask  our  first  panel  to 
come  forward,  and  we  would  like  to  welcome  Mr.  Jonathan  Ratner, 
the  Associate  Director  of  the  Health  Financing  Issues  of  the  GAO; 
Mr.  William  Curreri,  Commissioner  of  the  Physician  Payment  Re- 
view Commission;  Ms.  Deborah  Steelman,  Esquire,  former  Program 
Associate  Director  for  Health,  Office  of  Management  and  Budget; 
and  Ms.  Marilyn  Moon,  Senior  Fellow  of  the  Urban  Institute. 

We  will  go  in  order  of  seating  here,  and  Ms.  Moon,  we  will  start 
with  you  and  we  will  ask  you  to  summarize  your  statement,  you 
will  have  5  minutes,  and  your  entire  written  statement  will  be  put 
into  the  record. 

We  welcome  you  and  thank  you  for  participating. 

STATEMENTS  OF  MARILYN  MOON,  SENIOR  FELLOW,  URBAN 
INSTITUTE;  DEBORAH  STEELMAN,  FORMER  PROGRAM  ASSO- 
CIATE DIRECTOR  FOR  HEALTH,  OFFICE  OF  MANAGEMENT 
AND  BUDGET;  JONATHAN  RATNER,  ASSOCIATE  DIRECTOR 
FOR  HEALTH  FINANCING  ISSUES,  GENERAL  ACCOUNTING 
OFFICE;  AND  P.  WILLIAM  CURRERI,  COMMISSIONER,  PHYSI- 
CIAN PAYMENT  REVIEW  COMMISSION 

Ms.  Moon.  Thank  you,  Mr.  Chairman.  It  is  my  pleasure  to  be 
here  this  morning  to  talk  about  the  growth  of  Medicare. 

Medicare  has  contributed  substantially  to  the  well-being  of 
America's  oldest  and  most  disabled  citizens,  and  I  think  that  is 
something  we  should  keep  closely  in  mind  in  talking  about  these 
issues.  It  is  the  largest  public  health  care  program  in  the  United 
States,  providing  the  major  source  of  insurance  for  acute  care  for 
the  elderly  and  disabled.  It  is  also  an  extremely  important  program 
in  terms  of  our  health  care  system  as  a  whole. 

Medicare's  share  of  total  spending  by  the  elderly  has  remained 
fairly  constant  over  time  as  well.  Thus,  a  typical  older  person  will 
still  spend  21  percent  of  his  or  her  income  on  acute  health  care 
needs.  So  the  health  care  increases  in  costs  over  time  have  cer- 
tainly affected  both  the  Medicare  program  but  also  beneficiaries,  as 
well. 
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A  number  of  critical  factors  boost  the  cost  of  health  care  spending 
for  disabled  and  older  persons,  including  the  higher  acute  and 
chronic  care  needs  of  frail  populations,  demands  on  services  at  the 
end  of  life,  the  changing  composition  of  the  Medicare  population, 
and  the  role  of  technology .  Old  and  young  Americans  alike  have 
been  subject  to  the  same  pressures  driving  up  health  care  spend- 
ing, and  that  is  largely  the  introduction  of  new  technology  and  high 
demands  of  the  use  of  health  care  services. 

The  rise  in  the  costs  of  health  care  have  been  high  and  rapid,  but 
we  have  also  gotten  some  important  things  for  our  money.  The 
quality  of  health  care  I  think  has  improved  and  the  numbers  of 
things  that  can  be  done  to  improve  the  lives  of  Americans  has  sub- 
stantially expanded  over  time.  These  changes  particularly  affect 
Part  B  services  as  well. 

Tests  and  new  procedures  are  some  of  the  areas  where  much  of 
the  new  technology  has  come  on  line,  as  well  as  shifts  to  outpatient 
surgery,  which  has  moved  some  the  cost  from  Part  A  to  Part  B  in 
this  program.  And,  again,  much  of  this  growth  represents  success. 

We  should  consider  some  of  the  numbers  in  terms  of  trying  to 
think  about  what  will  happen  for  the  future,  I  believe. 

I  totally  agree  with  the  members  of  your  committee  who  have 
stressed  that  there  has  to  be  changes  in  the  Medicare  program.  My 
major  concern  today  and  the  major  focus  of  my  testimony  is  to  be 
realistic  about  what  we  can  get  over  time  in  terms  of  some  of  the 
structural  changes  that  I  think  are  important  to  occur  in  Medicare. 

There  has  been  some  overoptimism,  I  think,  about  what  can  be 
done  in  the  Medicare  program  from  looking  at  just  a  couple  year's 
experience  in  the  private  sector  and  I  have  some  concerns  about 
being  too  optimistic  in  those  regards.  If  we  look  over  a  longer  pe- 
riod of  time,  for  example  look  back  for  7  years,  the  private  health 
insurance  sector  in  the  United  States  has  grown  per  capita,  and 
that  is  the  number  I  think  people  should  use  not  on  aggregate, 
since  private  insurance  is  declining  in  the  United  States  while 
Medicare  is  increasing. 

In  terms  of  the  numbers  of  persons  covered,  private  health  insur- 
ance grew  at  approximately  8.7  percent  on  an  annualized  basis  for 
the  last  7  years,  if  you  include  the  tentative  number  for  1994,  that 
has  not  been  formalized  as  yet,  versus  9.2  percent  for  Medicare  per 
capita. 

But  before  we  assume  that  the  private  sector  has  done  better 
than  Medicare  in  the  last  7  years,  if  you  take  the  Medicare  cata- 
strophic year  out,  where  there  was  a  major  expansion  of  benefits, 
Medicare  would  have  grown  only  8.4  percent  per  capita  over  the 
last  7  years.  If  you  did  a  10-year  period,  Medicare  would  have  done 
substantially  better  than  the  private  insurance  sector  in  terms  of 
average  rates  of  growth.  If  we  look  at  physician  services  only  for 
the  last  7  years,  Medicare  grew  at  7.1  percent  per  capita;  private 
insurance  at  10.2  percent  per  capita. 

Now,  I  am  not  going  to  argue  today  that  we  should  put  every- 
body into  Medicare  and  use  the  old  traditional  fee-for-service  sys- 
tem. Indeed,  I  am  trying  to  simply  make  the  point  we  have  to  be 
very  careful  about  how  easy  it  is  to  adopt  principles  from  the  pri- 
vate insurance  sector  and  assume  that  they  will  instantly  translate 
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into  lower  rates  of  growth  for  Medicare,  substantially  below  what 
Medicare  is  growing  or  projected  to  grow  in  the  future. 

Medicare  does  stack  up  quite  well  over  time  with  private  insur- 
ance. But  I  do  think  there  is  some  important  innovations  going  on 
out  in  the  private  world  that  Medicare  should  take  very  seriously 
and  try  to  adopt,  as  long  as  it  can  protect  the  beneficiaries  that  it 
tries  to  serve.  We  need  to  be  careful  and  avoid  assuming  that  com- 
petition in  managed  care  is  necessarily  a  magic  bullet,  in  other 
words. 

When  you  think  about  how  managed  care  and  competition  save 
costs  out  there,  they  do  so  by  getting  discounts  from  providers  of 
services.  Medicare  has  already  largely  done  that.  It  has  low  admin- 
istrative costs.  Medicare  has  largely  done  that.  The  other  way  in 
which  it  happens  is  by  managing  care  itself.  And  here  is  where 
Medicare  could  learn  a  lot  and  be  helped  but  there  are  important 
risks. 

I  agree  also  with  Congressman  Wyden.  We  have  to  be  very  care- 
ful about  how  quickly  you  bring  these  things  on  line  in  terms  of 
how  fast  things  will  grow. 

Thank  you. 

[The  prepared  statement  of  Marilyn  Moon  follows:] 

Prepared  Statement  of  Marilyn  Moon 

Medicare  has  contributed  substantially  to  the  well-being  of  America's  oldest  and 
most  disabled  citizens.  It  is  the  largest  public  health  care  program  in  the  United 
States,  providing  the  major  source  of  insurance  for  acute  care  for  the  elderly  and 
disabled.  However,  it  has  also  garnered  substantial  attention  because  of  high  rates 
of  growth  over  time.  Nonetheless,  Nonetheless,  relative  to  total  health  care  costs, 
Medicare  has  done  rather  well  in  the  1980s  and  early  1990s.  My  testimony  today 
will  focus  on  these  issues  about  rates  of  growth  in  Medicare  and  how  this  growth 
compares  to  private  insurance.  I  then  consider  issues  related  to  Part  B  specifically. 

PUTTING  MEDICARE  IN  CONTEXT 

Total  spending  on  behalf  of  elderly  and  disabled  beneficiaries  under  Medicare  will 
total  about  $4850  per  capita  in  1995.  How  should  we  interpret  this  high  level  of 
health  care  spending  by  elderly  persons?  Is  spending  on  health  care  out  of  line  for 
these  beneficiaries  as  compared  with  the  rest  of  the  population?  For  example,  aver- 
age acute  care  spending  for  persons  over  age  65  is  about  3.8  times  as  high  as  that 
for  those  under  age  65,  and  not  all  of  this  spending  is  from  the  public  sector.  In 
fact,  Medicare's  share  of  total  spending  by  the  elderly  has  remained  fairly  constant 
over  time.  Thus,  a  typical  older  person  will  still  spend  21  percent  of  his  or  her  in- 
come on  health  care  needs,  for  instance,  indicating  that  spending  is  not  just  a  con- 
cern for  Medicare  but  also  for  beneficiaries  as  well. 

A  number  of  critical  factors  boost  the  costs  of  acute  health  care  spending  for  dis- 
abled and  older  persons  including  the  higher  acute  and  chronic  care  needs  of  frail 
populations,  demands  on  services  at  the  end  of  life,  the  changing  composition  of  the 
Medicare  population,  and  the  role  of  technology.  Some  of  these  are  relatively  unique 
to  the  Medicare  population  and  create  the  need  for  specific  protections. 

Acute  and  Chronic  Care  Needs 

Older  persons  are  more  likely  to  suffer  chronic  and  acute  care  illnesses  than  are 
younger  persons.  The  incidence  of  problems  such  as  heart  disease,  cancer,  arthritis, 
and  diabetes  rise  with  age.  Rates  of  disability  and  the  share  of  the  population  re- 
porting poor  or  fair  health  status  are  also  positively  correlated  with  aging.  Inter- 
national comparisons  also  show  increasing  health  problems  by  age  and  that  despite 
lengthening  life  expectancies,  morbidity  at  older  ages  is  still  high.  And  for  those 
with  multiple  health  limitations,  treatment  of  any  particular  problem  is  more  com- 
plicated when  other  health  conditions  need  to  be  taken  into  account.  All  of  these 
factors  contribute  to  higher  rates  of  health  care  spending  by  age  group,  with  par- 
ticularly sharp  rises  after  age  65.  And,  by  definition,  disabled  persons  have  impor- 
tant health  care  needs. 
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The  End  of  Life 

Many  casual  observers  of  our  health  care  system  suggest  that  controlling  use  of 
services  in  the  last  year  of  life  may  be  the  magic  bullet  for  reining  in  the  growth 
of  health  care  spending.  And  since  most  of  those  who  die  each  year  are  over  the 
age  of  65,  this  is  particularly  a  problem  for  the  Medicare  program.  Certainly,  few 
statistics  sound  as  compelling  as  the  widely  quoted  statistic  of  28  percent  of  Medi- 
care spending  concentrated  on  the  5  percent  of  enrollees  in  their  last  year  of  life. 

But  like  most  "magic  bullets"  for  solving  problems  with  the  health  care  system, 
there  is  more  to  the  story  than  just  excessive  spending  on  hopeless  cases.  First,  if 
technology  is  being  used  extensively  in  futile  cases  involving  the  very  old,  the  share 
of  resources  devoted  to  health  care  in  the  last  year  of  life  should  be  rising  as  tech- 
nology has  expanded.  But  high  expenditures  are  not  a  new  phenomenon,  they  even 
preceded  the  introduction  of  Medicare  in  1965.  Between  1976  and  1985,  a  period  of 
enormous  cost  growth  in  health  care,  there  was  no  increase  in  the  share  of  Medicare 
resources  going  to  those  in  the  last  year  of  life.  The  proportion  of  decedents  in- 
creased slightly  but  the  proportion  of  Medicare  dollars  fell  slightly. 

Further  disaggregation  of  Medicare  data  also  reinforce  this  analysis.  While  the 
fact  that  Medicare  spending  increases  steadily  by  age  seems  to  support  claims  about 
disproportionate  spending  on  the  very  old,  the  data  show  exactly  the  opposite  pat- 
tern for  persons  in  their  last  year  of  life.  Considerably  more  is  spent  on  the  65  to 
69  year  olds  who  die  in  a  given  year  than  on  decedents  over  age  85.  That  is,  more 
is  spent  on  younger  Medicare  beneficiaries  who  are  more  likely  to  recover — a  result 
consistent  with  reasonable  health  care  policy.  Since  life  expectancy  at  age  65  is  now 
about  17  years,  spending  on  the  younger  old  is  not  necessarily  just  cheating  death 
for  a  few  months,  but  rather  treating  patients  with  many  useful  years  left. 

These  findings  suggest  several  things.  First,  physicians  do  not  always  know  that 
death  is  imminent  when  making  health  care  spending  decisions.  And  since  people 
often  die  after  being  ill  or  requiring  medical  treatment,  it  is  only  natural  to  see  ex- 
traordinary spending  in  the  last  year  of  life  (as  well  as  for  those  who  survive  major 
illnesses).  The  problem  of  excessive  use  of  medical  care  by  the  elderly  thus  is  likely 
overstated.  It  does  mean,  however,  that  Medicare  faces  some  unique  challenges  in 
addressing  the  problems  of  assessing  inappropriate  care  and  in  needing  to  find  ways 
to  manage  a  disproportionate  number  of  high  cost  cases. 

The  Changing  Composition  of  the  Population 

It  is  not  just  spending  on  the  end  of  life  or  higher  average  costs  compared  to  the 
young  that  lead  to  higher  costs  for  Medicare  than  for  the  rest  of  the  population. 
Medicare  is  a  program  in  which  the  number  of  enrollees  is  growing  more  rapidly 
than  the  size  of  the  rest  of  the  population.  Each  year  the  number  of  enrollees  is 
growing  by  about  1.9  percent.  And  much  of  that  growth  is  occurring  among  the  very 
old  and  the  disabled  who  have  higher  than  average  levels  of  expenditure.  As  a  re- 
sult we  should  expect  not  only  that  Medicare  spending  overall  should  grow  more 
rapidly  than  health  care  spending  for  the  population  as  a  whole  because  of  increases 
in  the  number  of  Medicare  beneficiaries,  but  that  growth  should  be  higher  on  a  per 
capita  basis  as  well  since  the  composition  of  the  Medicare  population  is  also  chang- 
ing. The  share  of  beneficiaries  with  higher  expenditure  needs  is  rising  as  compared 
to  those  with  lower  average  expenditures. 

The  aging  of  the  population  and  increased  share  of  disability  beneficiaries  seems 
to  add  only  about  0.2  percentage  point  to  the  growth  of  Medicare  spending  each  year 
relative  to  the  rest  ot  the  population.  This  is  not  a  very  great  amount  in  any  one 
year,  but  it  means  that  just  to  keep  Medicare  on  an  even  footing  with  the  rest  of 
the  health  care  system,  spending  growth  per  capita  likely  should  be  higher  for  Medi- 
care. 

The  Role  of  Technology 

One  of  the  important  pressures  on  health  care  spending  arises  from  use  of  new 
technology,  but  these  pressures  may  be  disproportionately  large  for  the  Medicare 
population.  Technology  has  given  us  new  tools  such  as  CT  scans  and  magnetic  reso- 
nance imagers  (MRIs)  and  new  procedures  such  as  endoscopies  and  arthroscopies. 
These  new  testing  technologies  are  often  less  invasive  and  hence  less  risky  than  ear- 
lier means  for  detecting  illness.  For  example,  subjecting  older  or  disabled  patients 
to  exploratory  surgery  might  not  be  feasible,  but  giving  them  MRIs  does  not  carry 
the  same  risks.  Thus,  it  is  not  surprising  that  these  new  tests  are  particularly  im- 
portant for  high  risk  Medicare  patients.  These  tests  constitute  the  fastest  rising  cat- 
egories of  services  under  Medicare. 

Surgery  and  other  technical  procedures  also  continue  to  grow,  while  becoming  in- 
creasingly more  complex  and  expensive  over  time.  For  example,  cardiac  bypass  sur- 
gery rates  for  men  over  the  age  of  65  rose  from  2.6  per  1000  in  1980  to  10.4  per 
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1000  in  1989.  The  improved  success  of  procedures  such  as  hip  replacements  and  cat- 
aract surgery  mean  that  outcomes  have  improved  relative  to  their  risks.  Thus,  high- 
er rates  of  use  would  certainly  be  expected  and  appropriate,  with  the  increases  dis- 
proportionately benefitting  older  and  disabled  patients. 

While  these  issues  are  pervasive  in  the  overall  U.S.  health  care  system,  the  role 
of  technology  may  thus  have  an  even  greater  impact  on  spending  for  the  Medicare 
population,  helping  to  explain  high  rates  of  growth  of  service  use  within  this  age 
group.  The  combination  oi  an  aging  population  and  the  special  benefits  of  new  tech- 
nology for  frail  populations  underscores  that  Medicare  will  have  difficulty  in  holding 
down  its  rate  of  growth  both  absolutely  and  relative  to  the  rest  of  the  population 
in  the  foreseeable  future. 

Is  Medicare  Itself  a  Source  of  the  Problem? 

A  number  of  critics  of  the  Medicare  program  blame  it  not  only  for  the  high  costs 
of  health  care  for  the  elderly,  but  for  aggravating  health  care  inflation  in  general. 
The  rapid  growth  in  the  program  in  its  early  years — expanding  well  beyond  pre- 
dicted spending  levels— is  often  cited  as  an  example  of  why  any  government  pro- 
gram could  not  be  trusted.  But  the  original  goal  of  the  legislation  creating  Medicare 
was  to  offer  mainstream  medical  care  to  older  persons  and  the  early  fears  for  the 
program  were  that  it  would  not  be  accepted  by  doctors  and  hospitals.  Thus,  there 
was  a  conscious  decision  not  to  undertake  cost  containment  efforts  initially.  Medi- 
care likely  did  contribute  to  some  inflation  as  it  expanded  demand  for  additional 
services,  but  no  efforts  to  counteract  this  impact  were  undertaken. 

And  when  cost  containment  efforts  were  undertaken  in  the  1980s.  Medicare  s 
track  record  improved  substantially.  Moreover,  Medicare  offers  a  number  of  advan- 
tages as  well.  Its  administrative  costs  are  low,  especially  as  compared  to  many  pri- 
vate plans  At  present.  Medicare's  payment  levels  are  below  the  amount  allowed  by 
most  private  insurers. 

RATES  OF  GROWTH  AND  THE  PRIVATE  SECTOR 

The  above  factors  explain  why  spending  is  high  and  to  some  extent  why  Medicare 
has  grown  rapidly  over  time.  But  when  looking  at  spending  growth  rates,  ft  is  also 
important  to  recognize  that  old  and  young  Americans  alike  have  been  subject  to  the 
same  pressures  driving  up  health  care  spending — the  introduction  of  new  technology 
and  high  demands  on  use  of  health  services.  And  depending  upon  just  which  years 
are  used  to  make  comparisons,  Medicare  has  often  done  better  than  private  insur- 
ance in  holding  down  rates  of  growth  (as  shown  in  Chart  1).  This  chart  compares 
national  health  expenditure  data  over  time  on  private  insurance  and  Medicare, 
using  a  consistent  data  base  for  comparing  these  two.  Only  one  simple  adjustment 
is  used  here  compared  to  what  many  people  report,  and  that  is  to  translate  these  - 
numbers  into  per  capita  figures.  While  the  numbers  of  Medicare  beneficiaries  have 
been  growing  at  about  1.9  percent  per  year,  there  has  been  little  growth  in  the  num- 
bers of  persons  covered  by  private  insurance  and,  in  fact,  the  absolute  numbers  have 
been  declining  since  1990.  Thus,  it  is  simply  not  fair  to  use  aggregate  numbers  for 
these  types  of  comparisons.  Without  such  an  adjustment,  aggregate  Medicare  spend- 
ing would  grow  more  rapidly  than  aggregate  private  insurance  spending  even  if  both 
payers  experienced  the  same  growth  in  costs  per  enrollee. 

By  this  measure,  Medicare  stacks  up  quite  well  with  private  insurance.  In  fact 
it  is  only  in  the  last  two  years  that  private  insurance  looks  better.  The  most  recent 
figure  often  cited  of  private  insurance  growth  of  4.6  percent  is  not  yet  a  final  num- 
ber. And  since  these  figures  do  tend  to  move  around  over  time,  it  is  useful  to  com- 

f>are  a  multi-year  trend.  Looking  backward  for  seven  years  (and  including  the  pre- 
iminary  1994  numbers),  private  insurance  grew  an  average  of  8.7  percent  per  year 
as  compared  to  Medicare's  9.2  percent.  Much  of  the  differential  reflects  Medicare's 
growth  in  home  health  and  skilled  nursing  benefits — which  are  largely  not  covered 
by  private  insurance  for  younger  families. 

Thus,  even  if  private  insurance  has  several  good  years,  we  do  not  know  whether 
it  will  be  possible  to  sustain  a  low  growth  rate  over  time.  Claims  about  the  high 
rates  of  growth  of  Medicare  as  compared  to  private  insurance  are  promising  but  pre- 
mature. 

WHAT  THESE  NUMBERS  MEAN  FOR  THE  FUTURE 

These  numbers  do  not  simply  represent  interesting  historical  artifacts.  Rather, 
they  have  fed  into  the  debate  over  whether  it  will  be  "easy"  or  "difficult"  to  rein 
in  Medicare's  rates  of  growth  over  time.  And  when  these  historical  numbers  are 
viewed  in  that  context,  they  become  highly  charged  tools  subject  to  considerably  dif- 
ferent interpretations.  Consider  some  of  these  numbers 
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Since  it  is  not  yet  clear  exactly  how  spending  reductions  will  be  shared  or  what 
specifics  will  be  applied,  some  assumptions  are  needed  to  be  able  to  discuss  these 
numbers.  If  we  begin  with  a  $270  billion  savings  target,  assess  that  against  pro- 
jected spending,  and  translate  these  numbers  into  per  capita  growth  rates,  Medicare 
will  be  allowed  to  grow  at  an  average  annual  rate  of  only  4.9  percent  per  year — 
as  compared  to  8.4  percent  under  the  baseline  assumptions.  In  other  words,  it  will 
have  to  do  almost  as  well  in  each  of  seven  years  as  the  one  best  year  that  private 
insurance  has  had  in  the  last  20  years.  That  is  quite  a  challenge  indeed. 

What  about  Part  B  itself?  Part  B  will  represent  about  40  percent  of  all  Medicare 
spending  between  1996  and  2002.  If  Part  B  is  scheduled  to  absorb  a  proportionate 
share  of  the  spending  reductions  under  Medicare,  a  total  of  about  $108  billion  in 
savings  would  have  to  be  found  over  a  seven  year  period.  But  even  more  challenging 
is  the  fact  that  as  a  share  of  Medicare  spending  these  savings  are  scheduled  to  be 
front  loaded  — that  is,  they  would  need  to  be  higher  as  a  share  of  total  spending 
in  the  first  three  years.  Reductions  in  1996  through  1998  would  be  $3.2  billion,  $7.2 
billion  and  $10.8  billion  respectively.  The  per  capita  rates  implied  by  these  numbers 
would  be  a  growth  of  7.4  percent  per  year  on  average  as  compared  to  10.8  percent 
under  the  projected  baseline  numbers.  This  constitutes  a  32  percent  reduction  in  the 
allowed  rate  of  growth — an  ambitious  undertaking.  In  the  first  three  years,  the 
rates  would  be  7.2,  5.5  and  6.7  percent — or  reductions  of  40,  47  and  35  percent  (see 
Chart  2).  And  if  it  becomes  difficult  to  achieve  nearly  $180  billion  in  savings  from 
Part  A,  these  reductions  could  be  even  more  substantial. 

How  likely  is  it  that  these  kinds  of  reductions  can  be  achieved  through  competi- 
tion and  managed  care?  The  Congressional  Budget  Office  has  found  that  managed 
-care  could  reduce  spending  by  7  percent — and  there  is  strong  reason  to  believe  that 
such  managed  care  would  only  apply  to  a  minority  of  Medicare  spending.  If  partici- 

Eation  in  managed  care  plans  grows  only  very  slowly  and  if,  as  expected,  the  first 
eneficiaries  to  enroll  are  the  healthier  ones,  they  will  account  for  less  than  a  pro- 
portional share  of  all  spending.  Last  year  the  CBO  assumed  that  the  Cooper  plan 
with  its  strict  incentives  for  managed  care — considerably  stricter  than  what  would 
likely  occur  under  Medicare — would  be  able  to  reduce  the  rate  of  growth  by  approxi- 
mately one  percentage  point  per  year  as  compared  to  baseline  projections.  Since 
Medicare  starts  with  payment  rates  well  below  those  in  the  private  sector,  one 
source  of  savings  from  managed  care  will  likely  not  be  available.  Thus,  all  reduc- 
tions in  savings  would  have  to  come  through  actually  restructuring  use  of  services. 

Thus,  a  one  percentage  point  reduction  is  probably  a  considerable  overstatement 
of  what  could  be  saved  under  Medicare  by  adopting  private  sector  innovations.  At 
a  minimum,  a  considerable  period  of  transition  would  likely  be  needed  before  such 
savings  could  be  realized.  Nonetheless,  if  managed  care  could  lower  spending  imme- 
diately by  one  percentage  point,  this  approach  would  generate  less  than  one  third 
of  the  targeted  $108  billion  reduction  for  Part  B  (see  Chart  3). 

It  is  thus  likely  that  substantial  increases  in  beneficiary  premiums  or  copayments 
would  be  needed  to  fill  the  remaining  gaps.  For  many  elderly  and  disabled  persons 
who  believe  they  have  been  promised  "painless"  changes,  these  increased  burdens 
may  come  as  a  major  surprise.  Further,  the  most  vulnerable  beneficiaries  who  now 
rely  on  the  Medicaid  program  either  as  traditional  beneficiaries  or  as  Qualified  Med- 
icare Beneficiaries  may  be  particularly  at  risk  if  states  choose  to  reduce  support  for 
such  protections  under  block  grants. 

CONCLUSION 

Contrary  to  some  of  the  popular  claims  that  all  Medicare  needs  to  do  is  emulate 
the  private  insurance  market  in  order  to  achieve  the  scheduled  $270  billion  in  sav- 
ings, there  is  little  evidence  to  suggest  that  the  private  sector  has  yet  achieved  such 
success  nor  that  managed  care  and  competition  would  offer  savings  of  such  a  mag- 
nitude in  the  future.  While  it  is  possible  to  reach  the  $270  billion  goal  under  Medi- 
care, this  will  likely  require  considerable  additional  burdens  on  elderly  and  disabled 
beneficiaries  who  already  bear  substantial  costs  out  of  pocket. 
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Mr.  Hastert.  Thank  you. 

Our  next  witness  is  Ms.  Deborah  Steelman. 

STATEMENT  OF  DEBORAH  STEELMAN 

Ms.  Steelman.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
be  here  today.  I  would  like  my  full  statement  to  be  entered  into  the 
record,  please. 

Medicare  is  the  fastest  growing  Federal  program.  Part  A  has  got- 
ten quite  a  bit  of  attention  due  to  the  way  it  is  accounted.  Part  B 
actually  is  growing  even  faster  than  Part  A  and  deserves  even 
more  focus. 

Everything  is  going  up  in  Part  B.  Everything.  The  Federal  Gov- 
ernment contribution,  the  contributions  from  general  taxpayers,  ex- 
ceeds $40  billion  toward  the  program  today.  The  rest  is  being  made 
up  by  beneficiary  premiums.  In  just  7  years  that  number  will  be 
over  $100  billion. 

If  you  think  about  it  in  terms  of  payroll  tax  equivalents,  which 
is  why  we  talk  about  Part  A,  it  becomes  very  dramatic.  Today,  we 
pay  1.7  percent  of  our  payroll  for  Part  B.  In  2002  that  will  go  to 
2.9  percent  of  payroll.  We  are  spending  4.6  percent  of  our  payroll 
on  the  entire  program  now.  And  in  7  years  we  will  pay  7.1  percent 
of  our  payroll. 

That  is  not  the  only  way  the  costs  are  going  up.  Beneficiary  pre- 
miums are  going  up  also.  Beneficiary  premiums  are  tied  to  the 
costs  of  the  program  for  another  few  years.  After  that,  they  will  be 
capped  at  the  level  of  CPI.  Now  beneficiary  premiums  are  $46.10. 
In  7  years  that  will  be  over  $60. 

If  it  were  tied  to  the  growth  rate  in  program  costs  as  opposed  to 
being  capped  at  CPI,  by  the  year  2030  beneficiary  premiums  would 
be  $310  per  month.  Now,  obviously,  that  is  not  going  to  happen  be- 
cause it  is  capped  at  CPI.  So  where  does  the  difference  come  from? 
The  difference  comes  from  general  taxpayers,  unless  we  are  still 
borrowing  money,  in  which  case  the  difference  will  come  from  the 
general  taxpayer  and  debt. 

The  proportion  of  the  program  that  is  currently  paid  for  by  taxes 
and  debt  is  also  going  up.  Right  now  it  is  about  70  percent  paid 
for  by  the  general  taxpayer  and  debt.  Just  by  the  year  2002  that 
portion  will  be  82  percent.  Unless  we  change  the  law  as  to  how 
beneficiary  premiums  are  set,  that  will  continue  to  go  up. 

Beneficiary  out-of-pocket  costs  are  also  going  up.  Beneficiaries 
today  pay  a  little  bit  over  $1,300  per  year  on  average  out-of-pocket 
costs.  In  7  years,  that  will  probably  go  to  about  $2,000.  Medigap, 
because  it  covers  the  things  that  Medicare  does  not  cover,  is  also 
going  up.  This,  clearly,  is  a  program  out  of  control. 

If  you  have  taxes  going  up,  if  you  have  the  proportion  of  the  pro- 
gram being  paid  for  by  taxes  going  up,  if  you  have  beneficiary  pre- 
miums going  up,  and  if  you  have  beneficiary  out-of-pockets  going 
up,  you  clearly  have  to  do  something  and  that  something  has  to  be 
restructuring. 

I  do  believe  there  are  lessons  we  can  take  from  the  private  sec- 
tor. Clearly,  we  are  talking  about  different  populations  and  a  dif- 
ferent baseline  of  spending.  We  will  pay  more  per  beneficiary  in  the 
senior  population  than  we  will  pay  for  in  the  general  working  age 
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population,  but  there  are  no  significant  reasons  why  the  growth 
trends  cannot  be  somewhat  similar. 

Today,  Medicare  grows  at  over  twice  what  the  growth  rate  is  in 
the  private  sector.  If  over  the  next  7  years,  we  reduced  the  growth 
rate  to  something  closely  mirroring  the  private  sector,  we  would  get 
all  of  the  savings  that  the  budget  requires  and  then  some  simply 
by  trying  to  reduce  the  growth  rate  to  the  level  of  the  private  sec- 
tor. 

If  you  look  at  how  the  private  sector  is  currently  structured,  it 
is  clearly  a  better  deal  for  beneficiaries,  too.  Medicare  is  organized 
as  a  total  anachronism.  Where  in  the  private  sector  do  you  find  a 
policy  being  sold  in  at  least  three  or  four  different  parts,  Part  A, 
Part  B,  medigap,  maybe  an  employer  wraparound,  plus  out-of-pock- 
ets?  Private  sector  policies  simply  are  not  sold  this  way.  They  are 
sold  as  an  integrated  policy.  Nowhere  in  the  private  sector  does  a 
beneficiary  contend  with  the  confusion  that  currently  exists  in 
Medicare. 

If  you  take  a  look  at  my  charts  5,  6,  and  7  that  is  laid  out  fairly 
well.  More  importantly,  what  is  laid  out  is  that  the  growth  trend 
in  the  private  sector  last  year  in  premiums  went  down  1.1  percent. 
Medicare,  of  course,  was  up  7  plus  percent.  Clearly,  there  are  some 
lessons  we  need  to  adapt. 

Can  they  be  automatically  transferred?  Can  they  be  transferred 
willy  nilly?  Can  they  transfer  next  year,  tout  de  suite,  everything 
is  done?  Of  course  not.  And  I  don't  think  that  is  what  the  Repub- 
licans are  suggesting. 

Guy  King  testified  several  weeks  ago  that  there  are  twin  engines 
driving  Medicare's  inflation.  And  as  long  as  those  twin  engines  are 
operating  we  will  not  be  able  to  do  anything  about  the  program. 
Those  twin  engines  are  fee-for-service  medicine  and  third  party 
payment 

If  you  remove  fee-for-service  medicine  and  put  a  little  more  indi- 
vidual responsibility  in,  you  can  keep  fee-for-service  medicine  and 
one  of  the  engines  will  stop.  If  you  put  in  managed  care,  you  can 
keep  third  party  payment.  But  you  cannot  keep  both  of  them.  And 
that  is  what  the  whole  structure,  I  believe,  of  what  the  Republican 
proposals  suggest. 

We  need  to  bring  the  consumer  into  this,  we  need  to  make  poli- 
cies make  more  sense  to  the  consumer,  and  we  need  to  put  more 
power  into  the  hands  of  the  consumers  to  drive  costs  down.  No- 
where from  Washington  can  we  do  that  as  effectively  as  we  can  in 
the  hands  of  32  million  beneficiaries. 

Thank  you. 

[The  prepared  statement  of  Deborah  Steelman  follows:] 

Prepared  Statement  of  Deborah  Steelman,  Chair,  1991  Advisory  Council  on 
Social  Security  and  Medicare  and  Former  Associate  Director  for  Human 
Resources,  Office  of  Management  and  Budget 

Medicare  Part  B,  Supplemental  Medical  Insurance,  has  averaged  a  15  percent 
growth  rate  over  the  last  twenty  years.  Spending  has  increased  53  percent  in  the 
last  five  years,  from  $38.3  billion  in  1989  to  $58.6  billion  last  year.  At  this  rate  of 
growth,  the  program  will  double  in  size  roughly  every  seven  years.  The  SMI  program 
now  spends  40  percent  more  on  the  average  beneficiary  than  it  did  just  five  years 
ago.  Part  B  costs  per  beneficiary  were  $1,669  in  1994.  In  the  year  2002,  the  year 
in  which  the  Trustees  predict  bankruptcy  for  the  Part  A  program,  costs  per  bene- 
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ficiary  are  estimated  to  be  $3,685,  almost  82  percent  of  which  will  be  funded  by  the 
general  taxpayer. 

The  growth  rate  for  Medicare  Part  B  over  the  last  20  years  has  averaged  15  per- 
cent annually-  Funding  for  Part  B  is  currently  shared  between  the  general  taxpayer 
(including  beneficiaries)  and  the  beneficiary.  When  the  program  was  enacted,  the 
taxpayer  and  the  beneficiary  split  this  responsibility  evenly.  Now,  the  general  tax- 
payer shoulders  70  percent  of  the  program  costs,  and  by  2004,  the  taxpayer  will  pay 
for  83  percent  of  the  program. 

The  Part  B  Trust  Fund  is  annually  appropriated,  and  the  amount  of  general  tax- 
payer funds  needed  to  finance  Part  B's  growth  rate  doubles  every  seven  years.  Every 
year,  Medicare  Part  B  requires  that  taxpayers  provide  12  percent  more  than  the  pre- 
vious year.  The  beneficiary  increases  beginning  in  1999  are  capped  at  the  cost-of- 
living  adjustment  to  Social  Security  Benefits. 

Combining  the  general  taxpayer  responsibilities  for  Parts  A  and  B  provides  the 
most  accurate  assessment  of  the  depth  of  the  Medicare  crisis.  In  1996,  total  MCR 
spending  in  excess  of  Part  A  revenues  and  Part  B  premiums  will  account  for  $59 
billion;  in  2002  $162  billion.  Over  the  next  seven  years,  Medicare  will  consume  $730 
billion  more  than  the  program  collects  in  Part  A  taxes  and  Part  B  beneficiary  pre- 
miums. 

While  Part  A  and  Part  B  have  different  accounting  mechanisms  by  which  their 
fiscal  health  is  measured,  the  Trustees  reached  the  same  recommendation  regarding 
both  parts  of  the  program;  the  Trustees  believe  that  "prompt,  effective  and  decisive 
action  is  necessary"  (1995  Board  of  Trustees  Report,  Supplemental  Medical  Insur- 
ance Report.)  The  same  sentiment  was  expressed  in  the  1995  Hospital  Insurance 
Report:  ". .  .the  HI  program  is  severely  out  of  financial  balance  and  the  Trustees  be- 
lieve that  the  Congress  must  take  timely  action  to  establish  long-term  financial  sta- 
bility for  the  program." 

In  order  to  preserve  the  program,  the  growth  rates  of  both  Parts  A  and  B  must 
be  substantially  moderated. 

Left  unmoderated,  the  growth  rate  of  the  two  programs  produces  anomalies  that 
simply  cannot  be  sustained.  The  statistically  average  one-earner  couple  in  which  the 
earner  retires  this  year  at  age  65  will  use  approximately  $126,700  in  Medicare  bene- 
fits more  than  they  paid  in  taxes  and  premiums,  including  earned  interest.  The  two- 
earner  couple  will  use  $117,200  more.  The  single  female  will  use  $65,100  more  and 
the  single  male  will  get  back  $40,300  l differences  are  due  primarily  to  lifespan). 

Beneficiaries  know  this  is  neither  sustainable  or  appropriate,  yet  unlike  Social  Se- 
curity, which  since  1983  has  been  on  track  to  reduce  the  windfall  to  beneficiaries, 
current  law  actually  increases  the  Medicare  payments  on  behalf  of  future  bene- 
ficiaries. There  has  to  be  a  more  economically  rational  system. 

Clearly,  the  Trustees  message  on  Part  B  is  identical  to  Part  A:  it  is  unsustainable. 
Only  due  to  differences  in  the  Trust  Fund  Reports'  accounting  techniques  do  the 
Trustees  say  one  Trust  Fund  will  be  "depleted"  and  the  other  "sound."  Clearly  the 
same  tests  should  be  applied  to  both  programs:  Is  it  sustainable?  Can  beneficiaries 
ten  years  and  25  years  from  now  rely  on  this  program?  Can  taxpayers  ten  years 
and  25  years  from  now  afford  it?  Has  Medicare  adapted  to  the  future? 

AN  ECONOMICALLY  IRRATIONAL  STRUCTURE:  BENEFICIARY  OBLIGATIONS 

Medicare's  benefit  structure  is  as  worrisome  as  its  fiscal  health.  It  was  designed 
for  the  way  medicine  was  practiced  in  1965,  not  1995.  The  benefit  package  easily 
ranks  in  the  bottom  half  of  private  sector  plans  offered  by  most  large  employers. 
Medicare  has  a  hospital  deduction  of  over  $700  and  climbing,  and  no  stop  loss  pro- 
tection. This  is  lunacy  that  no  private  sector  policy  or  beneficiary  contends  with. 

No  private  sector  policy  is  sold  in  the  economically  irrational  fashion  of  dividing 
what  should  be  one  policy  into  three  or  four  separate  pieces:  Part  A,  Part  B, 
Medigap  and  employer-wrap  around  policies  with  multiple  and  varied  deductibles 
and  co-pays  for  half  a  dozen  different  services.  And  how  can  you  say  you've  got  a 
20th  Century  policy,  let  alone  a  21st  Century  policy,  without  pharmaceutical  cov- 
erage? 

Without  reform,  Medicare  beneficiaries  face  a  future  of  rising  costs,  and  no  ability 
to  reduce  their  Part  B  premium  or  other  costs. 

•  Today,  the  Part  B  premium  costs  $552  per  year;  by  2000,  beneficiaries  will  have 
to  pay  over  $700  per  year  for  Part  B  coverage.  Current  premium  costs  equal  a  little 
over  6%  of  an  average  beneficiaries'  Social  Security  check.  According  to  technical 
work  done  by  the  1991  ACSS,  the  Part  B  premium  would  rise  to  $310.50  per  month 
by  the  year  2020.  or  over  13%  of  the  average  beneficiaries  Social  Security  check.  See 
Chart  8. 
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•  The  Part  A  deductible  will  rise  from  $716  this  year  to  $872  by  the  year  2000. 
See  Chart  8. 

•  The  typical  beneficiary  will  also  incur  coinsurance  liabilities  for  physician  serv- 
ices as  well,  raising  the  potential  out-of-pocket  liability  to  well  over  $2,000. 

•  Add  these  amounts  to  other  out-oi-pocket  expenses  typically  paid  by  a  bene- 
ficiary— expenses  for  non-covered  services,  Medigap  protection,  and  other  routine 
costs — and  beneficiaries  pay  mightily  for  the  crazy  quilt  system  built  on  and  around 
the  inflexible  and  outdated  Medicare  program. 

Without  reform,  Medicare  beneficiaries  will  have  only  limited  or  no  opportunity 
to  improve  their  coverage. 

•  The  ability  of  a  beneficiary  to  choose  a  health  care  plan  is  severely  limited  by 
the  rigidity  of  Medicare's  statutory  and  regulatory  structure  and  by  HuFA's  failure 
to  make  information  about  choices  available.  Allowing  Medicare  to  continue  as  cur- 
rently designed  does  a  disservice  to  both  current  and  iuture  senior  citizens. 

•  Some  beneficiaries  seek  to  lower  their  out-of-pocket  burdens  through  managed 
care  arrangements,  but  HCFA  does  little  to  provide  them  with  a  choice  of  health 
plans  or  information  about  their  options. 

•  The  only  way  most  beneficiaries  can  improve  their  coverage  is  to  purchase 
Medigap  coverage  that  is  rigid  and  rarely  as  cost-effective  as  a  more  integrated  pol- 
icy would  be. 

Unless  Congress  acts,  beneficiaries  have  little  ability  to  change  this  pattern  of  es- 
calating expenses  and  inadequate  coverage.  The  ability  of  beneficiaries  to  lower 
their  out-of-pocket  burdens  through  managed  care — an  option  afforded  millions  of 
people  in  the  private  sector — will  continue  to  be  limited. 

Absent  reform,  beneficiaries  will  have  to  contend  with  an  increasingly  anachro- 
nistic, fractured  Medicare  program  falling  further  and  further  behind  the  private 
sector  with  each  passing  year.  Eventually,  the  discrepancy  between  private  care  and 
Medicare  will  produce  a  two-tier  system,  the  high-quality, t cost-effective  private  tier, 
and  the  low-quality,  high-cost  Medicare  tier. 

It  is  time  to  provide  Medicare  beneficiaries  with  some  options.  At  a  field  hearing 
held  by  the  1991  Advisory  Council  on  Social  Security,  one  person  suggested  the  need 
for  a  different  future:  "I  think  that  it  is  time  that  we  started  looking  at  choices  in 
Medicare.  Medicare  has  gone  on  a  single  program  and  although  there  have  been 
many  reforms  that  have  looked  at  reforming  the  payment  methods  to  providers, 
there  have  not  been  reforms  that  have  looked  at  making  choices  available  and  also 
traditional  Medicare  that  is  available  today.  We  might  well  find  that  the  business 
of  managing  the  delivery  of  health  care  to  the  elderly  is  as  susceptible  to  some  cost- 
savings  as  we  think  the  management  of  that  care  in  the  employment  setting  is. 
That  has  not  been  explored  sufficiently  in  our  opinion,  and  we  believe  that  a  choice 
product  in  the  Medicare  arena  is  something  that  we  should  look  into  as  well." 

MEDICARE  PART  B:  THE  SUPPLEMENTARY  MEDICAL  INSURANCE  TRUST  FUND 

The  crisis  presented  by  Part  A  is  significant  enough  on  its  own.  But  Part  A  is 
only  63  percent  of  the  Medicare  program.  The  part  of  the  program  that  pays  for  phy- 
sicians and  other  out-patient  services,  fully  37  percent  of  the  program,  is  known  as 
Part  B.  In  1995,  70  percent  of  Part  B  is  funded  by  the  general  taxpayer  (including 
beneficiaries)  and  30  percent  by  beneficiary  premiums. 

Because  of  the  structure  of  current  law,  in  nine  years  the  taxpayer  will  fund  83 
percent  of  Part  B  and  the  beneficiary  17  percent.  The  increasing  drain  on  general 
revenues  caused  by  the  rapid  growth  in  the  Supplementary  Medical  Insurance  (SMI) 
program  is  a  problem  just  as  serious,  contentious,  and  real  as  the  impending  bank- 
ruptcy of  the  Part  A  Trust  Fund. 

Since  the  SMI  program  is  funded  with  a  combination  of  general  taxes  and  pre- 
miums, it  is  somewhat  more  difficult  to  describe  the  long-range  status  of  that  trust 
fund.  However,  the  nature  of  the  current  obligations  can  be  shown  by  pointing  out 
that  if  the  SMI  program  were  funded  solely  through  the  payroll  tax,  then  the  cost 
of  SMI  would  be  about  1.7  percent  of  HI  taxable  payroll  in  1995  and  about  3.3  per- 
cent in  2004. 

The  SMI  program  is  actually  growing  faster  than  the  HI  program,  and  its  solvency 
is  at  best  illusory.  Because  the  Part  B  Trust  Fund  is  annually  appropriated,  Trust- 
ees have  no  choice  but  to  conclude  that  "the  SMI  program  is  currently  actuarially 
sound,"  but  they  clearly  state  their  concerns: 

[t]he  Trustees  note  with  great  concern  the  past  and  projected  rapid 
growth  in  the  cost  of  the  program . . .  Growth  rates  have  been  so  rapid  that 
outlays  of  the  program  have  increased  53  percent  in  aggregate  and  40  per- 
cent per  enrollee  in  the  last  five  years  The  Trustees  believe  that  prompt. 

effective  and  decisive  action  is  necessary. 
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As  long  as  the  government's  total  income  tax  receipts  exceed  SMI's  costs,  the  SMI 
Trust  Fund  will  be — on  paper — solvent.  This  is  of  little  comfort,  for  the  con- 
sequences are  that  less  money  is  available  for  other  priorities. 

A  cursory  look  at  the  experience  over  just  the  last  five  years  gives  a  good  indica- 
tion of  how  out  of  control  Medicare's  costs  have  become: 

•  Spending  has  increased  53  percent  in  the  last  five  years,  from  $38.3  billion  in 
1989  to  $58.6  billion  last  year.  At  this  rate  of  growth,  the  program  will  double  in 
size  roughly  every  seven  years. 

•  The  SMI  program  now  spends  40  percent  more  on  the  average  beneficiary  than 
it  did  just  five  years  ago. 

•  Part  B  costs  per  beneficiary  were  $1,669  in  1994.  In  the  year  2002,  the  year 
in  which  the  Trustees  predict  bankruptcy  for  the  Part  A  program,  costs  per  bene- 
ficiary are  estimated  to  be  $3,686. 

The  ramifications  of  such  growth  are  ominous.  Projections  indicate  that  either 
massive  tax  increases  or  deep  spending  cuts  will  be  necessary  to  keep  up  with  the 
program's  growth.  Since  SMI  is  funded  primarily  through  income  taxes,  increases 
in  SMI  spending  require  the  Federal  Government  to  reduce  spending  in  other  Fed- 
eral programs,  or  raise  income  taxes,  or  continue  to  borrow  more  every  year. 

•  By  2030,  for  example,  increases  in  SMI  spending  alone  will  require  income  tax 
increases  of  40  percent. 

Clearly,  the  message  for  Part  B  is  identical  to  Part  A:  it  is  unsustainable.  Only 
due  to  differences  in  the  Trust  Fund  Reports'  accounting  techniques  do  the  Trustees 
say  one  Trust  Fund  will  be  "depleted" 1  and  the  other  "sound."  clearly  the  same  test 
should  be  applied  to  both  programs:  sustainability. 

Medicare  Demands  Reform 

The  primary  method  of  delivering  care  to  Medicare  enrollees  has  not  changed  sub- 
stantially since  1967,  the  year  of  Medicare's  implementation.  Care  is  largely  unco- 
ordinated fee-for-service,  free  from  appropriate  utilization  and  quality  reviews.  Had 
the  President's  cuts  been  enacted,  they  probably  would  have  suffered  the  fate  of  its 
predecessors:  evaporation  as  volume  increases  overwhelmed  any  reduction  in  prices. 

•  As  shown  in  Chart  14,  increases  in  utilization  and  intensity  accounts  for  most 
of  Medicare's  spending  growth.  Price  reductions  only  increase  the  incentive  for  over- 
utilization. 

•  Roughly  64%  of  the  increase  in  Medicare  spending  between  1995-1999  seems 
from  greater  and  greater  intensity  and  service  utilization. 

So,  after  over  a  decade  of  "slash  prices"  proposals,  the  lesson  should  be  clear:  such 
methods  can  achieve  very  short-term  reductions  in  cost,  at  best,  and  if  no  reform 
that  includes  beneficiary  choice  and  utilization  is  enacted,  Medicare  costs  will  return 
to  levels  much  higher  than  those  incurred  by  the  private  sector  where  such  tools 
have  become  routine. 

Mammoth  price  cuts  to  Medicare  payment  rates  such  as  those  President  Clinton 
proposed  last  year  are  not  "reforms."  True  Medicare  reform  addresses  beneficiary 
choice,  price,  and  volume. 

HCFA's  sole  exception  in  the  "only  slash  prices"  method  of  reducing  Medicare 
costs  was  a  proposal  in  the  Bush  Administration  to  create  a  volume  performance 
standard  (VPS)  for  physicians. 

•  However,  even  the  VPS,  while  successful  in  restraining  the  growth  in  physician 
fees,  has  allowed  spending  to  rise  at  rates  beyond  inflation.  Chart  15  shows  that 
spending  on  physician  services  is  projected  to  rise  at  10%  per  year  between  now  and 
2000 — and  it  is  the  slowest  growing  component  of  Part  B. 

HCFA  has  made  little  real  effort  to  incorporate  modern  cost-reducing  technology 
into  the  Medicare  program.  (Chart  13).  The  agency  has  made  no  effort  to  adapt  the 
success  stories  of  the  private  sector.  We  must. 

We  know  what  works  in  the  private  sector  to  contain  costs  and  ensure  quality.  We 
are  not  reinventing  the  wheel.  The  private  sector  has  turned  toward  managed  care 
to  contain  costs  because  managed  care  arrangements  do  a  better  job  of  giving  the 
beneficiary  something  in  return  for  organizational  structure:  a  lower  premium. 

•  Over  50%  of  private  sector,  insured  employees  were  enrolled  in  managed  care 
arrangements  in  1993  (see  Chart  13);  preliminary  1994  figures  indicate  that  private 
sector  managed  care  enrollment  will  exceed  60%. 


1ln  reality  the  Medicare  Part  A  Trust  Fund,  just  like  the  Social  Security  Trust  Fund,  is  an 
accounting  artifice.  As  long  as  the  Federal  Government  is  in  debt,  no  subset  of  the  Federal  Gov- 
ernment can  save.  Trust  Funds  would  be  truly  real  only  when  the  Federal  Government's  budget 
is  in  balance  and  its  debt  repaid.  As  Trust  Funds  are  used  today,  they  merely  represent  the 
amount  of  taxpayer  obligations  these  programs  impose  upon  today's  and  tomorrow's  taxpayers 
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•  The  consulting  firm  Foster  Higgins  reports  that  for  the  first  time  in  a  decade, 
private  employers  have  actually  lowered  the  costs  of  employee  insurance.  The  appar- 
ent relationship  between  increased  managed  care  enrollment  and  lower  health  infla- 
tion is  striking  (see  Chart  16). 

•  Chart  22  displays  per  capita  rates  of  growth  in  Federal  health  care  spending; 
per  capita  Medicare  spending  is  rising  31%  faster  than  private  sector  costs. 

The  road  to  a  better  Medicare  program  is  clear  and  there  is  nothing  very  dramatic 
about  it  except  the  results  and  satisfaction  real  reform  will  produce  over  time. 

•  Bring  Medicare  per  capita  inflation  in  line  with  that  recently  experienced  in  the 
private  sector  (Chart  17). 

•  Reduce  prices  to  mirror  private  sector  prices. 

•  Increase  managed  care  enrollments  by  changing  antiquated  Medicare  law  and 
regulations  to  increase  the  availability  of  managed  care  to  all  beneficiaries  who 
would  prefer  it. 

•  Increase  beneficiary  participation  and  lower  utilization  by  opening  the  Medicare 
program  to  the  variety  of  private  sector  innovations  in  health  care  financing  and 
delivery,  giving  beneficiaries  the  ability  to  customize  their  benefit  package  and  de- 
cide how  best  to  improve  their  coverage. 

Fundamentally  restructuring  the  Medicare  program  to  provide  more  choice  is  the 
only  way  to  effectively  slow  the  rate  of  growth  of  Medicare  and  to  preserve  this  im- 
portant program  for  today's  seniors  and  for  future  generations.  Medicare  bene- 
ficiaries should  be  able  to  exercise  the  same  range  of  choices  that  the  private  sector 
currently  has.  Beneficiaries  should  have  the  same  options  available  to  them  such 
as  traditional  fee-for-service,  all  types  of  managed  care,  including  POS  and  PPOs, 
and  Medical  Savings  Accounts. 

This  cannot  be  accomplished  overnight,  and  will  in  fact  will  probably  require  the 
entire  seven  years  now  suggested  by  the  Medicare  Trust  Fund's  impending  bank- 
ruptcy. Most  importantly,  all  reforms  must  be  put  before  the  American  people,  to- 
day's and  tomorrow's  beneficiaries.  The  American  people  know  Medicare  is 
unsustainable,  just  like  they  knew  Social  Security  was  unsustainable  ten  years  ago. 
They  want  the  truth  and  they  want  to  know  the  options  for  reform.  Let's  get  start- 
ed. 
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Medicare  Part  3  Cos&  Consume  More  and  More  Tax  Funding 
Every  Year 
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HI  tlx:         2.9  percent  of  payroll  2,9  percent  (2002) 

fflfolvency:   1.33  percent  of  payroll  (1995)        1.33  percent  (2002) 
(pet.  of  payroll 
to  Achieve  25  year 
solvency) 

SMI  "tax":     1 .7  percent  of  payroll  (1995)  2.9  percent  (2002) 

general: 

fund  contribution 
as  pet.  of  payroll 


5.93  percent  of  payroll  (1995)        7.13  percent  of  payroll  (2002) 

1995:  5.93  percent  of  $50,000  -  $2,965 
2002:  7.13  percent  of  $50,000  -  $3,565 


An  Economically  Irrational  Structure: 
Beneficiary  Obligations 

•  $550  per  year  in  Part  B  premiums. 

•  $830  in  copayments  every  year  (Part  A  and  Part  B). 

•  In  2000:  $700  in  Part  B  premiums  and  $  1 ,300  for  repayments 

•  Beneficiaries  must  pay  for  all  benefits  not  covered  by  Medicare: 

Prescription  drugs  Stop-loss  coverage 

Eye  exams  Immunizations 

Eyeglasses  Home  infusion  therapy 

Routine  physical  exams  Podiatry  care 
Ear  care  and  hearing  aids 


23-755  0-96-2 
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Monthly  Part  B  Premium 
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CHART  11 


Medicare  Part  B  Per  Capita  Benefits  Increase  10 
Percent  per  Year 
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CHART  21 


Table  1 :  Annual  and  Lifetime  Medicare  Benefits 

(In  Thousands  of  Constant  1993  Dollars) 


Vaar 

Tear 
Cohort 
turns 

65 

AVy.  Annual 

Medicare 
benefit  per 
enroliee 

Artnariai  n recant 

value  at  age  65  of 
ftetime  Medicare 
benefits  for  a  couple 

1970 

1.4 

66.3 

1980 

2.3 

114.8 

1990 

3.7 

186.1 

1995 

4.8 

231.6 

2000 

6.4 

278.6 

2010 

9.9 

355.7 

2020 

11.5 

428 

2030 

13.2 

497.1 
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CHART  22 

Figure  4.  Average  Annual  Growth.  Rate  of 
Real  Per  Capita  Medicare  and  Personal 
Health  Care  Spending,  1970-1993 


Percent  

[□PcrsomU  Health  Care  B  Medicare! 


1970-1975     1976-1980     1981-1985     1986-1990  199M993 


Source:  Figure  prepared  by  CRS,  based  on  National  Health  Expenditure  data,  Office  of  the 
Actuary,  Health  Care  Financing  Administration 

NOTE-  All  real  expenditures  calculated  using  implicit  price  deflator  for  GDP 


47 


Mr.  Hastert.  Thank  the  gentlelady. 

The  next  witness  is  Mr.  Jonathan  Ratner,  the  Associate  Director 
for  Health  Financing  Issues. 

STATEMENT  OF  JONATHAN  RATNER 

Mr.  Ratner.  Mr  Chairman,  members  of  the  subcommittee,  we 
are  pleased  to  be  here  today  to  discuss  aspects  of  Medicare  spend- 
ing. As  you  know,  and  as  you  have  heard.  Medicare  is  an  expensive 
program  growing  at  unsustainable  rates.  As  we  examine  the  pro- 
gram's areas  of  rapid  spending  growths,  we  will  also  look  at  ways 
Medicare  can  save  billions  of  dollars  just  by  being  essentially  a  bet- 
ter shopper. 

Let  me  hit  the  high  notes  on  the  numbers. 

Since  1990,  overall  Medicare  spending  on  all  services  has  grown 
at  an  average  11  percent  per  year.  I  am  going  to  focus  on  skilled 
nursing,  home  health,  and  outpatient  services  for  which  Medicare 
spending  has  grown  at  double-digit  rates,  as  you  have  heard.  These 
3  categories  taken  together  have  been  growing  at  24  percent  a  year 
since  1990.  Why?  First  of  all,  because  containment  of  Medicare's  in- 
patient hospital  costs  has  worked.  As  a  result,  inpatient  hospital 
stays  are  shorter,  while  shifts  of  care  to  outpatient  settings  in 
home  health  have  been  occurring 

Second,  home  health  and  nursing  home  spending,  the  program's 
fasting  growing  components,  have  expanded  because  Medicare  has 
had  to  enrich  its  covered  benefit  for  these  services.  The  trigger  for 
this  took  the  form  of  successful  legal  actions  against  the  program 
following  Medicare's  attempts  a  decade  ago  to  scrutinize  home 
health  and  skilled  nursing  home  claims  and  their  appropriateness. 

Finally,  these  fast  growing  components  are  Medicare's  last  bas- 
tions of  cost-base  reimbursement.  Cost-base  reimbursement  is  fer- 
tile ground  for  rapid  increases  in  volume  and  intensity  of  services. 

Now.  what  about  the  experience  of  other  health  care  payers?  Pri- 
vate insurers  and  other  purchasers  of  health  care  have  been  faced 
with  similar  spending  pressures  in  the  past  decade.  Unlike  Medi- 
care, however,  they  have  sharply  shifted  their  role  from  passive 
payers  to  more  prudent  and  more  active  managers  of  health  care 
costs.  In  so  doing,  the  preponderance  of  health  plans,  from  indem- 
nity to  health  maintenance  organizations,  actively  manage  care 
and  costs  regardless  of  whether  they  reimburse  through  fee-for- 
service  or  prepay  through  capitation. 

Here  are  some  specifics:  Employers  purchase  health  care  by  as- 
sessing the  market  options.  For  example,  Walt  Disney  World  in  Or- 
lando and  Proctor  and  Gamble  in  Cincinnati  have  organized  health 
care  coalitions  to  help  them  make  better  purchasing  decisions;  in- 
surers use  state-of-the-art  computer  software  to  detect  coding  ma- 
nipulation of  billing  codes;  almost  200  private  insurers  use  com- 
mercial systems  now;  health  plans  use  preferred  provider  networks 
and  other  contractual  arrangements;  plans  select  providers  that 
perform  favorably  in  terms  of  quality  and  use  of  services.  Even 
such  managed  indemnity  plans  as  Blue  Cross/Blue  Shield  use  pro- 
vider networks. 

By  contrast,  Medicare's  pricing  methods  and  utilization  controls 
are  not  well-aligned  in  general  with  the  revolutionary  changes  in 
today's  health  care  market.  Instead,  Medicare's  operations  have 
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been  shaped  by  three  principles  on  which  the  program  was  founded 
in  1965:  First,  the  government  must  not  interfere  in  medical  prac- 
tice; second,  patients  should  be  free  to  choose  their  own  health  care 
providers;  and,  third,  attempts  to  alter  public  programs  require 
public  comment  and  discussion,  making  changes  difficult  to  obtain 
without  consensus. 

These  are  sensible  principles,  with  wide  appeal,  but  they  have 
not  been  adapted  to  the  new  health  care  marketplace  or  to  today's 
demands  for  fiscal  discipline  in  public  programs.  As  a  result,  HCFA 
is  generally  unable  to  negotiate  with  providers  for  discounts, 
promptly  changing  prices  to  match  those  available  in  the  market, 
or  competitively  bid  prices  for  widely  used  items  such  as  pace- 
makers, intraocular  lenses,  and  wheelchairs. 

HCFA  also  cannot  provide  incentives  to  encourage  beneficiaries 
to  use  provider  networks.  In  essence,  then,  HCFA  cannot  give  ap- 
propriate recognition  to  providers  who  meet  utilization,  price,  and 
quality  standards. 

And,  last,  HCFA  does  not  use  preadmission  review  or  other  utili- 
zation control  practices  to  curb  excessive  or  unnecessary  and  ex- 
pensive procedures.  This  has  limited  Medicare's  ability  to  empha- 
size cost  efficiency  in  its  dealings  with  providers  and  suppliers  that 
habitually  provide  excessive  services. 

What  is  the  consequence  of  these  constraints  on  HCFA?  It  is  that 
Medicare  in  several  regards  is  not  a  prudent  purchaser.  Unlike  the 
most  successful  private  payers,  Medicare  pays  higher  than  market 
rates  for  some,  not  all,  services.  It  lacks  state-of-the-art  technology 
for  collecting  payments,  and  has  not  introduced  effective  ap- 
proaches to  screen  providers  for  their  business  or  professional  cred- 
itability. 

Let  me  conclude  by  outlining  our  strategy  for  making  Medicare 
a  more  prudent  purchaser.  First,  Medicare  should  be  allowed  to 
price  services  and  procedures  more  competitively.  Second,  Medi- 
care's use  of  technology  should  be  enhanced.  And,  third,  providers 
should  be  required  to  demonstrate  their  suitability  as  a  Medicare 
vendor  before  being  given  billing  rights  that  are  unrestricted. 

Mr.  Chairman,  that  concludes  my  statement. 

[The  prepared  statement  of  Jonathan  Ratner  follows:] 

Prepared  Statement  of  Jonathan  Ratner,  Associate  Director,  Health 
Financing  Issues,  Health,  Education,  and  Human  Services  Division,  GAO 

Mr.  Chairman  and  Members  of  the  Subcommittee:  We  are  pleased  to  be  here 
today  to  discuss  the  ways  in  which  the  Medicare  program  could  be  improved  to 
avoid  excessive  or  unnecessary  spending.  Last  fiscal  year,  federal  spending  for  the 
Medicare  program  totaled  $162  billion,  over  $440  million  a  day.  In  March  1995,  the 
Congressional  Budget  Office  estimated  that  these  expenditures  would  approach 
$350  billion  by  2002.  In  2005—10  years  from  now— they  could  exceed  $460  billion 
unless  changes  are  made.  Today  we  will  examine  the  program's  areas  of  rapid 
spending  growth  and  ways  to  conserve  program  dollars — mainly  by  revising  certain 
reimbursement  policies  and  better  controlling  unwarranted  use  of  services.  Our  find- 
ings derive  from  numerous  studies  we  have  done  on  the  Medicare  program  in  recent 
years  as  well  as  our  ongoing  work.  (See  app.  I  for  a  list  of  the  related  GAO  prod- 
ucts.) 

The  broad-based  payment  system  reforms  of  the  1980s  slowed  the  escalation  of 
aggregate  spending,  at  least  temporarily,  yet  Medicare  expenditures  are  now  grow- 
ing by  more  than  11  percent  a  year.  And  while  the  need  for  further  reforms  is  wide- 
ly recognized,  the  nature  of  such  reforms  is  the  subject  of  much  debate.  What  is  less 
disputed,  however,  is  the  need  for  immediate  steps  directed  at  correcting  the  prac- 
tices whereby  Medicare  pays  too  much  for  certain  services  and  supplies.  Fiscal  pres- 


49 

sures  have  increasingly  led  private  and  state-government  payers  to  negotiate  dis- 
counts with  providers  and  to  manage  the  form  and  volume  of  care,  but  for  many 
services  Medicare  has  not  exercised  its  potential  market  power  in  similar  fashion. 

The  program's  pricing  methods  and  utilization  controls  are  consistent  with  the 
health  care  financing  and  delivery  system  of  15  or  even  30  years  ago,  not  with  to- 
day's financing  and  delivery  systems.  To  some  extent,  the  predicament  inherent  in 
public  programs — the  uncertain  line  between  adequate  managerial  control  and  ex- 
cessive government  intervention — helps  explain  the  divergence  in  the  ways  Medi- 
care and  private  health  insurers  administer  their  respective  "plans." 

We  believe  that  a  viable  strategy  for  restraining  the  unmanaged  components  of 
the  Medicare  program  involves  adapting  the  health  care  management  approach  of 
private  payers  to  Medicare's  public  payer  role.  Such  a  strategy  would  entail  (1)  more 
competitively  determined  payment  rates,  (2)  more  powerful  checks  on 
overutilization,  and  (3)  more  rigorous  criteria  for  granting  authorization  to  bill  the 
program. 

BACKGROUND 

The  Medicare  program  provides  health  insurance  coverage  for  about  37  million  el- 
derly and  disabled  individuals,  almost  90  percent  of  them  over  65.  Its  coverage  is 
quite  extensive,  including  physician,  hospital,  skilled  nursing  facility  (SNF),  home 
Health,  and  various  other  services.  About  90  percent  of  Medicare  beneficiaries  obtain 
services  on  an  unrestricted  fee-for-service  basis;  that  is,  patients  choose  their  own 
physician  or  other  health  care  provider,  with  charges  sent  to  the  program  for  pay- 
ment. This  setup  mirrors  the  nation's  private  health  insurance  indemnity  plans  that 
prevailed  until  the  1980s. 

Since  then,  revolutionary  changes  have  taken  place  in  the  financing  and  delivery 
of  health  care.  Greater  competition  among  hospitals  and  other  providers  has  enabled 
health  care  buyers  to  be  more  cost-conscious.  Private  payers,  including  large  em- 
ployers, increasingly  use  aggressive  cost-management  strategies  to  control  health 
care  costs.  The  Health  Care  Financing  Administration  (HCFA),  within  the  Depart- 
ment of  Health  and  Human  Services  (HHS),  is  Medicare's  health  care  buyer. 
HCFA's  pricing  methods  and  utilization  controls  are  carefully  prescribed  by  statute, 
regulation,  or  agency  policy.  Consequently  s  HCFA  often  finds  it  impossible,  or  at 
least  impractical,  to  use  the  cost-management  strategies  commonly  used  by  private 
payers. 

HCFA  contracts  with  private  companies — such  as  Blue  Cross  and  Aetna — to  re- 
view and  pay  claims  and  to  audit  providers.  About  77  commercial  contractors  handle 
claims  screening  and  processing,  and  each  is  required  to  work  with  its  own  medical 
community  to  set  coverage  policies  and  payment  controls.  As  a  result,  payment  poli- 
cies and  practices  are  established,  for  the  most  part,  at  the  contractor  level.  This 
arrangement  was  prompted  when  the  program  was  established  in  the  mid-1960s  by 
concerns  that  the  federal  government,  which  lacked  extensive  claims  processing  ex- 
pertise and  experience,  would  prove  incapable  of  providing  service  comparable  to 
that  of  private  insurers. 

MANY  MEDICARE  SERVICES  GROWING  AT  DOUBLE-DIGIT  RATES 

Program  spending  growth  has  remained  high  despite  major  cost-containment  re- 
forms for  two  reasons:  first,  inpatient  hospital  spending  and  physician  spending 
have  continued  to  grow  substantially  faster  than  the  gross  domestic  product.  Sec- 
ond, spending  for  other  service  categories  has  grown  in  recent  years  at  double-digit 
rates.  (See  table  1.) 


Table  1:  Medicare  Spending  Growth  Rates 


Category 

Average  annual  growth  rate 
(percent) 

1990-94 

1993-94 

Inpatient  hospital  and  physician   

8 

9 

SNF,  home  health,  and  outpatient  services  

24 

19 

Overall  program  expenditures   

11 

11 

Data  source:  Medicare  and  the  American  Health  Care  System:  Report  to  the  Congress,  Prospective  Payment  Assessment  Commission,  June 
1995. 


To  deal  with  spending  pressures  in  the  two  largest  Medicare  service  categories, 
the  Congress  enacted  two  major  payment  reforms.  The  first  was  the  prospective 
payment  system  (PPS)  for  inpatient  hospital  services.  By  paying  hospitals  a  stand- 
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ardized  amount  per  case  based  on  diagnosis,  PPS  helped  bring  aggregate  spending 
growth  for  inpatient  hospital  services  down  from  about  15  percent  in  the  early  1980s 
to  about  7.5  percent  a  year  today.  The  second  major  reform  was  a  fee  schedule,  the 
resource-based  relative  value  scale  (RBRVS).  RBRVS  helped  reduce  aggregate  physi- 
cian payment  growth  from  double-digit  rates  in  the  late  1980s  to  3  percent  in  1992. 
Whether  the  cost-containment  effects  of  RBRVS  will  persist  is  unclear,  however. 
From  1993  to  1994,  physician  payments  rose  by  almost  12  percent. 

Together,  the  inpatient  hospital  and  physician  spending  categories  amount  to 
$120  billion — about  73  percent  of  total  Medicare  spending.  The  sheer  size  of  these 
spending  categories  means  that  each  percentage  point  of  growth  represents  hun- 
dreds of  millions  of  dollars.  This  helps  account  for  the  projected  spending  of  $350 
billion  by  2002 — more  than  double  current  expenditures. 

These  two  major  reforms  did  not  address  other,  smaller  categories  of  services  that 
have  displayed  rapid  growth  throughout  the  1990s  (see  fig.  1). 

— Skilled  nursing  facilities.  According  to  a  recent  report  by  the  Prospective  Payment 
Assessment  Commission  (PROPAC),  since  1990,  benefit  payments  for  SNF  resi- 
dents have  increased  at  an  average  annual  rate  of  35  percent  to  more  than  $8 
billion  in  1994. 1  The  report  suggests,  and  GAO's  findings  confirm,  that  this  is 
due  to  the  provision  of  more  ancillary  services,  such  as  therapy,  for  which  the 
facilities  are  paid  unlimited  costs  in  addition  to  a  limited  payment  for  routine 
services. 

— Home  health  agencies.  Payments  for  home  health  services  grew  at  a  35-percent 
annual  rate  since  1990  and  have  nearly  tripled  as  a  share  of  total  Medicare  pay- 
ments in  the  last  decade,  from  2.7  percent  in  1985  to  7.8  percent  '$13  billion) 
in  1994. 

— Outpatient  services.  Spending  growth  for  outpatient  services,  though  less  dramatic 
than  for  other  categories,  has  exceeded  13  percent  annually  since  1990,  costing 
Medicare  over  $14  billion  in  1994. 
Ironically,  spending  growth  for  these  three  categories  stemmed  in  part  from  the 
cost-containment  success  of  PPS,  which  prompted  providers  to  shift  the  delivery  of 
procedures  such  as  cataract  surgery  to  outpatient  settings.  In  addition,  reduced  hos- 
pital stays  may  have  increased  the  demand  for  services  provided  by  home  health 
agencies  and  SNFs.  Home  health  and  nursing  home  spending,  the  program's  fastest 
growing  components,  have  expanded  also  as  the  result  of  external  pressure  to  inter- 
pret Medicare's  coverage  rules  for  these  services  more  liberally.  This  pressure,  in 
the  form  of  successful  legal  actions  against  the  program,  was  precipitated  by  Medi- 
care's attempts  following  the  introduction  of  PPS  to  scrutinize  the  appropriateness 
of  home  health  and  skilled  nursing  home  claims. 

MEDICARE'S  SPENDING  CONTROL  STRATEGIES  OUT  OF  SYNC  WITH  CONTEMPORARY 
HEALTH  CARE  MARKET 

Faced  with  similar  spending  pressures  in  the  past  decade,  private  insurers  and 
employer  purchasers  have  sought  to  stem  health  cost  escalation  by  shifting  from 
their  role  as  passive  payers  to  become  more  prudent  managers  of  health  care  costs. 
In  so  doing,  some  90  percent  of  health  plans — from  managed  indemnity  to  health 
maintenance  organizations — actively  manage  care,  regardless  of  whether  they  reim- 
burse through  fee-for-service  or  prepay  through  capitation.  Specifically: 
— Employers  purchase  health  care  by  assessing  the  market  options;  for  example, 
Walt  Disney  World  in  Orlando,  Proctor  and  Gamble  in  Cincinnati,  and  LTV 
Steel  in  Cleveland  have  organized  health  care  coalitions  to  help  them  make  bet- 
ter purchasing  decisions.  They  collect  information  on  provider  costs  and  per- 
formance to  obtain  the  best  value  for  their  health  care  dollars. 
— Insurers  use  state-of-the-art  computer  software  to  detect  coding  manipulation  and 
computerized  systems  to  monitor  utilization;  almost  200  private  insurers  now 
use  commercial  systems  to  detect  code  manipulation,  including  13  of  the  20 
largest. 

— Health  plans  use  preferred  provider  networks  and  other  contractual  arrangements 
to  help  control  costs;  plans  select  providers  that  perform  favorably  in  terms  of 
quality  and  use  of  services.  Even  such  managed  indemnity  plans  as  Blue  Cross 
and  Blue  Shield  use  provider  networks. 


1  Medicare  and  the  American  Health  Care  System:  Report  to  the  Congress.  PROPAC.  Washing- 
ton DC:  June  1995. 
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Medicare's  pricing  methods  and  utilization  controls,  on  the  other  hand,  are  not 
well-aligned  with  the  revolutionary  changes  in  today's  health  care  market.  Instead, 
Medicare's  day-to-day  operations  have  been  shaped  by  three  principles  on  which  the 
program  was  founded  in  1965:  the  government  must  not  interfere  in  medical  prac- 
tice; patients  should  be  free  to  choose  their  own  health  care  providers,  and  attempts 
to  alter  public  programs  require  public  comment  and  discussion,  making  changes 
difficult  to  obtain  without  consensus.  These  are  sensible  principles  with  wide  appeal, 
but  they  have  not  been  adapted  to  the  contemporary  health  care  marketplace  and 
today's  demands  for  fiscal  discipline  in  public  programs.  As  a  result,  HCFA  is  gen- 
erally unable  to 

— negotiate  with  providers  for  discounts,  promptly  change  prices  to  match  those 
available  in  the  market,  or  competitively  bid  prices  for  widely  used  items  such 
as  pacemakers,  intraocular  lenses,  and  wheelchairs.  This  has  resulted  in  Medi- 
care paying  higher  prices  than  other  large  payers.2 

— differentiate  between  providers  who  meet  utilization,  price,  and  quality  standards 
and  those  who  do  not  In  addition.  HCFA  cannot  provide  incentives  to  encour- 
age beneficiaries  to  use  the  preferred  providers,  thus  hampering  Medicare's 
ability  to  encourage  beneficiaries  to  use  providers  meeting  Medicare's  stand- 
ards. 

— use  preadmission  review  or  other  utilization  control  practices  to  curb  the  excessive 
or  unnecessary  provision  of  expensive  procedures  or  use  case  management  to  co- 
ordinate and  monitor  high-cost  patients'  multiple  services  and  specialist  care. 
This  has  limited  Medicare's  ability  to  emphasize  cost  efficiency  in  its  dealings 
with  those  suppliers,  physicians,  and  institutions  that  habitually  provide  exces- 
sive services. 

IN  SEVERAL  REGARDS,  MEDICARE  IS  NOT  A  PRUDENT  PURCHASER 

The  consequence  of  these  constraints  on  HCFA  is  that  Medicare  remains  too  often 
a  bill  payer  rather  than  a  prudent  buyer  of  health  care  services.  Unlike  the  most 
successful  private  payers,  Medicare  pays  higher  than  market  rates  for  some  serv- 
ices, lacks  state-of-the-art  technology  for  checking  payments,  and  has  not  introduced 
effective  approaches  to  screen  providers  for  their  business  or  professional  credibility. 

Medicare  Often  Pays  Higher  Than  Market  Rates 

Medicare  pays  substantially  higher  than  market  rates  for  many  services.  For  ex- 
ample: 

— The  HHS  Office  of  Inspector  General  reported  in  1992  that  Medicare  paid  $144 
to  $211  each  for  home  blood  glucose  monitors  when  drug  stores  across  the  coun- 
try sold  them  for  under  $50  'or  offered  them  for  free  as  a  marketing  ploy).3 
HCFA  took  nearly  3  years  to  reduce  the  price  to  $59. 

— For  one  type  of  gauze  pad,  the  lowest  suggested  retail  price  is  currently  36  cents. 
The  Department  of  Veterans  Affairs  (VA)  pays  only  4  cents.  Medicare,  however, 
pays  86  cents  for  this  pad.  Indeed,  Medicare  pays  more  than  the  lowest  sug- 
gested retail  price  for  more  than  40  other  types  of  surgical  dressings.  Medicare 
pays  more  than  VA  for  each  of  the  nine  types  of  dressing  purchased  by  both 
VA  and  Medicare.  For  all  practical  purposes,  HCFA  is  prohibited  from  adjusting 
the  prices  for  these  and  similar  supplies.4 

— Medicare  was  billed  $8,415  for  therapy  to  one  nursing  home  resident.  Over  one- 
half  the  amount — $4,580 — was  for  charges  added  by  the  billing  service  for  sub- 
mitting the  claim.  This  bill-padding  is  permissible  because,  for  institutional  pro- 
viders, Medicare  allows  almost  any  patient-related  costs  that  can  be  docu- 
mented. 


2  For  further  discussion  of  competitive  bidding  and  negotiation  strategies,  see  Medicare  Man- 
aged Care:  Program  Growth  Highlights  Need  to  Fix  HMO  Payment  Problems  (GAO/T-HEHS-95- 
174,  May  24,  1995). 

3  Home  blood  glucose  monitors  enable  individuals  to  determine  the  adequacy  of  their  blood 
glucose  levels.  The  manufacturers  have  an  incentive  to  promote  the  sale  of  their  brand  of  mon- 
itor to  ensure  future  sale  of  related  test  strips.  According  to  HCFA,  the  income  generated  in 
1  month  by  the  sale  of  test  strips  can  exceed  the  total  income  generated  from  the  sale  of  the 
monitors. 

4 Under  42  U.S.C.  1395m(i),  HCFA  is  required  to  establish  a  fee  schedule  for  surgical 
dressings  based  on  average  historical  charges.  However,  because  the  benefit  was  expanded, 
HCFA  does  not  have  such  data.  Instead,  it  uses  a  gap-filling  process  based  on  the  median  price 
in  supply  catalogs.  This  is  necessarily  higher  than  the  lowest  price  (given  any  variation  at  all). 
HCFA  cannot  change  the  methodology  for  determining  the  fee  schedule,  nor  can  it  adjust  the 
schedule  if  retail  prices  decrease.  While  HCFA  is  authorized  to  increase  payments  annually 
based  on  the  consumer  price  index,  it  lacks  authority  to  reduce  such  payments 
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— Anesthesia  payments,  unlike  payments  to  other  physicians,  are  based  on  units  of 
time,  thus  providing  a  financial  incentive  to  prolong  anesthesia  service  delivery. 
Our  studies  have  shown  that  reported  times  for  the  same  anesthesia  service 
vary  widely  for  no  apparent  reason  and  that  basing  fees  on  a  procedure's  me- 
dian anesthesia  time  could  reduce  Medicare  payments  by  over  $50  million  a 
year 

Further,  our  work  has  shown  that  HCFA's  failure  to  systematically  review  pay- 
ment rates  as  technologies  mature  and  become  more  widely  used  and  as  providers' 
costs  per  service  decline  can  support  the  proliferation  of  costly  technology  and  en- 
courage an  oversupply  of  services.  Magnetic  resonance  imaging  (MRI)  equipment  is 
a  case  in  point,  as  we  reported  in  1992. 6  In  the  absence  of  systematic  adjustment, 
the  Congress  has  had  to  act  several  times,  specifically  reducing  rates  for  various 
procedures  and  services,  such  as  overpriced  surgeries,  selected  durable  medical 
equipment  items,  intraocular  lenses,  MRIs,  and  CT  scans. 

Medicare  Underutilizes  Advanced  Technology  to  Check  Claims 

Medicare's  claims  processing  contractors  employ  a  number  of  automated  controls 
to  prevent  or  remedy  inappropriate  payments.^  Although  these  measures  are  effec- 
tive in  some  instances,  abusive  claims  costing  billions  of  dollars  escape  detection. 

Our  work  shows  that  improbable  charges  or  unlikely  payments  often  escape  the 
controls  and  go  unquestioned.  For  example,  none  of  the  contractors  that  process 
claims  for  medical  equipment  and  supplies  automatically  reviews  high-dollar  claims 
for  newly  covered  surgical  dressings.7  As  a  consequence,  one  such  contractor  paid 
$23,000  when  the  appropriate  payment  was  $1,650.  Similarly,  Medicare  paid  a  psy- 
chiatrist over  a  prolonged  period  for  claims  that  represented,  on  average,  nearly  24 
hours  a  day  of  services.  Neither  of  these  overpayment  cases  came  to  light  through 
a  systematic  examination  of  claims  data. 

In  congressional  testimony  earlier  this  year,  we  reported  the  results  of  our  study 
on  private  sector  computer  software  controls  used  to  detect  certain  billing  abuses.8 
We  compared  what  Medicare  actually  paid  providers  against  what  would  have  been 
paid  by  four  commercial  firms  that  market  computerized  systems  to  detect  miscoded 
claims.9  We  invited  each  firm  to  reprocess  200,000  statistically  selected  claims  that 
Medicare  paid  in  1993.  On  the  basis  of  this  sample,  we  estimated  that  if  Medicare 
had  used  this  commercial  software  the  government  would  have  saved  $3  billion  over 
5  years  by  detecting  these  billing  abuses. 

Medicare  Does  Not  Adequately  Screen  Providers  for  Credibility 

Our  studies  and  those  of  the  HHS  Inspector  General  have  found  that  for  some 
providers  there  are  so  few  requirements  that  must  be  met  in  order  to  obtain  author- 
ization to  bill  Medicare  that  their  credibility  cannot  be  assumed.  The  result  is  that 
too  often  Medicare  loses  large  sums  to  providers  and  suppliers  that  never  should 
have  been  authorized  to  serve  program  beneficiaries.  This  problem  has  become  more 
acute  as  providers  that  are  less  scrutinized  or  more  transient  than  doctors  and  hos- 
pitals use  elaborate,  multilayered  corporations  to  bill  Medicare. 

The  following  examples  show  instances  in  which  such  providers  obtained  Medicare 
provider  numbers  and  billed  the  program  extensively  over  the  past  several  years: 
— Five  clinical  labs  (to  which  Medicare  paid  over  $15  million  in  1992)  have  been 

under  investigation  since  early  1993  for  the  alleged  submission  of  false  claims. 

The  labs'  mode  of  operation  was  to  bill  Medicare  Targe  sums  over  6  to  9  months; 

whenever  a  lab  received  inquiries  from  Medicare,  it  went  out  of  business. 


5  Medicare:  Excessive  Payments  Support  the  Proliferation  of  Costly  Technology  (GAO/HRD-92- 
59,  May  2-7,  1992). 

6  Some  controls  are  designed  to  stop  processing  when  claims  do  not  meet  certain  conditions 
for  payment.  For  example,  one  control  flags  claims  that  exceed  the  allowed  threshold  of  12  chiro- 
practic manipulations  a  year  per  beneficiary.  Another  kind  of  control,  postpayment  review  of 
data,  is  intended  to  enable  Medicare  to  spot  patterns  and  trends  of  unusually  high  spending. 

7  In  March  1994,  Medicare's  surgical  dressing  benefit  was  greatly  expanded  to  include  various 
types  and  sizes  of  gauze  pads  not  previously  covered  and  to  extend  the  duration  of  coverage  to 
whatever  is  considered  medically  necessary. 

8  See  Medicare  Claims  Billing  Abuse:  Commercial  Software  Could  Save  Hundreds  of  Millions 
Annually  (GAO/T-AIMD-95-133)  and  Medicare  Claims:  Commercial  Technology  Could  Save  Bil- 
lions Lost  to  Billing  Abuse  (GAO/AIMD-95-135),  both  issued  May  5,  1995. 

9  Providers  bill  their  charges  to  Medicare  according  to  an  official  book  of  procedure  codes.  By 
manipulating  these  codes,  a  provider  can  charge  Medicare  more  than  the  appropriate  code  would 
permit.  For  example,  a  comprehensive  code  covers  the  fee  for  removing  a  ruptured  appendix, 
which  includes  making  the  incision  to  reach  the  appendix  and  closing  the  wound.  A  physician 
could  miscode  the  claim  by  including  three  separate  codes:  one  for  making  the  incision,  one  for 
closing  the  wound,  and  the  correct  one — the  comprehensive  code  covering  removal  of  the  appen- 
dix 
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— A  wheelchair  van  service  obtained  a  Medicare  provider  number  as  an  ambulance 
service.  The  provider  was  not  licensed  by  the  state  as  an  ambulance  service,  nor 
did  the  provider  have  the  equipment  required  by  Medicare  to  qualify  as  an  am- 
bulance service.  Over  16  months,  on  behalf  of  just  one  beneficiary,  the  van  serv- 
ice billed  Medicare  $62,000  for  240  ambulance  trips — about  1  trip  every  2  days 
at  nearly  $260  per  trip. 

— A  therapy  company  added  $170,000  to  its  Medicare  reimbursements  over  a  6- 
month  period,  while  providing  no  additional  services,  by  creating  a  "paper  orga- 
nization" with  no  space  or  employees.  The  company  simply  reorganized  its  nurs- 
ing home  and  therapy  businesses  so  that  a  large  portion  of  its  total  administra- 
tive costs  could  be  allocated  to  Medicare. 

— A  medical  supply  company  serving  nursing  facility  patients  obtained  more  than 
20  different  Medicare  provider  numbers  for  companies  that  it  controlled.  The 
companies,  all  in  the  same  state,  were  nothing  more  than  shells  that  allowed 
the  supplier  to  spread  its  billings  over  numerous  provider  numbers  to  avoid  de- 
tection of  its  overbillings. 

CONCLUSIONS 

In  conclusion,  Medicare  is  an  expensive  program  that  is  growing  fast.  Because  of 
its  vast  size  and  the  aging  of  the  population,  broad-based  reforms  will  be  required 
to  keep  Medicare  from  consuming  ever-larger  shares  of  the  national  income.  Re- 
forms have  moderated  spending  growth  for  inpatient  hospital  and  aggregate  physi- 
cian services,  but  the  lower  growth  still  increases  Medicare  spending  in  multibillion 
dollar  increments. 

In  addition,  HCFA's  capabilities  to  manage  Medicare  are  misaligned  with  the  cur- 
rent methods  used  for  health  care  delivery  and  financing. 

— Despite  the  competitive  health  care  market,  Medicare  often  pays  more  than  the 

market  price  for  medical  services  and  supplies. 
— Although  payment  of  claims  for  services  provided  constitutes  the  program's  chief 

administrative  function,  Medicare  does  not  use  the  best  available  computer 

technology  to  screen  claims  for  overcharging  or  overutilization. 
— Despite  the  increase  in  nonmedical  providers  billing  for  services  and  supplies, 

Medicare  does  little  to  scrutinize  the  qualifications  of  such  providers. 
Commercial  contractors,  which  play  a  key  role  in  administering  Medicare,  rou- 
tinely employ  management-of-care  techniques  in  their  capacity  as  private  insurers. 
If  they  applied  these  techniques  to  Medicare,  the  program  could  possibly  save  bil- 
lions of  dollars  annually.  We  believe  that  the  following  strategies  snow  promise  and 
they  particularly  target  the  fastest-growing  and  least-managed  components  of  Medi- 
care, such  as  home  health  and  rehabilitation  therapy  services. 

1.  Allow  Medicare  to  price  services  and  procedures  more  competitively.  This  could  in- 

clude streamlining  processes  required  to  revise  excessive  payment  rates  and 
allow  competitive  bidding  for  services  and  the  negotiating  of  prices. 

2.  Enhance  Medicare's  use  of  technology  to  check  claims.  This  could  include  complet- 

ing the  modernization  of  Medicare's  claims  processing  and  information  systems 
and  expanding  the  use  of  high-technology  computerized  controls. 

3.  Require  providers  to  demonstrate  their  suitability  as  a  Medicare  vendor  before  giv- 

ing them  unrestricted  billing  rights.  This  could  include  HCFA's  establishment 
of  preferred  provider  networks,  development  of  more  rigorous  criteria  for  au- 
thorization to  bill  the  program,  and  use  of  private  entities  to  provide  accredita- 
tion or  certification. 

Mr.  Chairman,  this  concludes  my  statement.  I  will  be  pleased  to  answer  any  ques- 
tions. 

Appendix  I 

RELATED  GAO  PRODUCTS 

Medicare:  Modern  Management  Strategies  Needed  to  Curb  Program  Exploitation  (GAO/T- 
HEHS-95-183,  June  15,  1995). 

Medicare  Managed  Care:  Program  Growth  Highlights  Need  to  Fix  HMO  Payment  Problems 
(GAO/T-HEHS-95-174,  May  24,  1995). 

Medicare:  Reducing  Fraud  and  Abuse  Can  Save  Billions  (GAO/T-HEHS-95-157,  May  16, 
1995). 

Medicare  Claims  Billing  Abuse:  Commercial  Software  Could  Save  Hundreds  of  Millions  Annu- 
ally (GAO/T-AIMD-95-133,  May  5,  1995). 

Medicare  Claims:  Commercial  Technology  Could  Save  Billions  Lost  to  Billing  Abuse  (GAO/ 
AIMD-95-135,  May  5,  1995). 
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Medicare.  Tighter  Rules  Needed  to  Curtail  Overcharges  for  Therapy  in  Nursing  Homes  'GAO/ 
HEHS-95-23,  Mar.  30,  1995). 

Medicare  and  Medicaid:  Opportunities  to  Save  Program  Dollars  b\  Reducing  Fraud  and  Abuse 
iGAO/T-HEHS-95-110.  Mar.  22,  1995). 

Medicare's  Secondary  Payer  Program:  Actions  Needed  to  Realize  Savings'GAO  IT-HEHS-95-92. 
Feb.  23,  1995). 

Medicare  High  Spending  Growth  Calls  for  Aggressive  Action  '.GAO/T-HEHS-95-75,  Feb.  6, 
1995). 

High-Risk  Series:  Medicare  Claims  (GAO/HR-95-8,  Feb.  1995;. 

Medicare:  Inadequate  Review  of  Claims  Payments  Limits  Ability  to  Control  Spending  ■  GAO 
HEHS-94-42.  Apr.  28,  1994). 

Health  Care  Reform.  How  Proposals  Address  Fraud  and  Abuse  (GAOT-HEHS-94-124.  Mar. 
17,  1994). 

Medicare:  Greater  Investment  in  Claims  Review  Would  Save  Millions  f'GAO/HEHS-94-35.  Mar. 
2,  1994). 

Medicare:  New  Claims  Processing  Svstem  Benefits  and  Acquisition  Risks'  GAO  I HEHS IAIMD- 
94-79,  Jan.  25,  1994). 

Medicare.  Adequate  Funding  and  Better  Oversight  Needed  to  Protect  Benefit  Dollars  i  GAO  T- 
HRD-94-59,  Nov.  12,  1993). 

Health  Insurance:  Remedies  Needed  to  Reduce  Losses  From  Fraud  and  Abuse  (GAO/T-HRD- 
93-8,  Mar.  8,  1993).  <  101358) 

Mr.  Hastert.  Thank  the  gentleman. 

At  this  time  I  would  like  to  recognize  the  next  witness,  Dr.  Wil- 
liam Curreri,  Commissioner  of  the  Physician  Payment  Review 
Commission. 

STATEMENT  OF  P.  WILLIAM  CURRERI 

Mr.  Curreri.  Thank  you,  Mr.  Chairman. 

I  am  pleased  to  be  here  today  to  discuss  growth  in  Medicare  ex- 
penditures for  physician  services  and  its  causes.  In  fiscal  year 
1994,  Medicare  spending  for  physician  services  amounted  to  $29.9 
billion.  After  high  growth  during  the  1980's,  annual  growth  of  Med- 
icare expenditures  for  physician  services  slowed  considerably  rel- 
ative to  the  historical  trend.  Between  1986  and  1991,  expenditures 
grew  at  an  annual  rate  of  10.5  percent.  By  contrast,  between  1991 
and  1993,  estimated  expenditure  growth  slowed  to  an  average  rate 
of  3.8  percent. 

Expenditures  for  physician  services  are  growing  more  slowly 
than  inpatient,  home  health,  and  hospice  services  covered  under 
Medicare  Part  A,  as  well  as  other  services  covered  under  Part  B. 
And  physician  services  now  account  for  only  51  percent  of  the  total 
spending  under  Medicare  Part  B. 

During  the  1970's  and  1980's  the  primary  policy  levers  to  re- 
strain Medicare  expenditure  growth  were  restraints  on  price,  either 
through  across-the-board  fee  freezes  or  via  fee  cuts  for  procedures 
that  Congress  specified  as  overvalued.  During  the  late  1980's,  with 
these  fee  constraints  in  place,  volume  became  the  principal  force 
driving  up  expenditures  for  physician  services. 

Two  principal  goals  of  the  1989  reform  of  Medicare  physician 
payment  are  central  to  our  understanding  of  the  issues  I  will  dis- 
cuss today:  The  first  was  to  eliminate  distorted  incentives  and  in- 
equitable payments  across  specialties,  services,  and  geographical 
areas.  The  second  was  to  put  in  place  a  direct  mechanism  to  con- 
tain volume  or  volume  growth  in  order  to  maintain  program  ex- 
penditures at  a  sustainable  level.  The  policies  enacted  in  OBRA  89 
to  achieve  these  goals  were  the  Medicare  Fee  Schedule  and  the  Vol- 
ume Performance  Standard,  or  the  VPS. 

The  VPS  serves  2  purposes.  First,  it  controls  growth  in  spending 
by  linking  payment  levels  to  the  growth  in  volume  and  intensity 
of  physician  services;  and  second,  it  is  intended  to  serve  as  a  collec- 
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tive  incentive  to  the  medical  profession  to  find  ways  to  reduce  inap- 
propriate care.  Future  efforts  to  limit  Medicare  spending  for  physi- 
cian services  may  focus  either  on  the  fee-for-service  sector,  or  on 
expanding  enrollment  in  managed  care  plans  in  anticipation  that 
such  systems  of  care,  will  be  more  efficient.  Still,  the  predominant 
form  of  payment  under  the  program  and  the  option  chosen  by  over 
90  percent  of  beneficiaries  is  fee-for-service. 

As  you  have  heard  from  others  today,  my  testimony  is  going  to 
focus  on  the  VPS,  although  the  commission  is  doing  a  considerable 
amount  of  work  on  different  system  options  that  might  be  applied 
to  the  Medicare  population. 

Given  the  large  fee  updates  awarded  in  1994  and  1995,  the  Con- 
gress may  be  inclined  to  achieve  budget  savings  by  rescinding  fee 
updates  or  by  making  further  adjustments  to  the  VPS  default  for- 
mula. It  is  the  commission's  view,  however,  that  technical  problems 
with  the  default  formula  used  in  setting  volume  performance 
standards  should  be  corrected  first.  This  is  because  despite  recent 
high  updates  in  Medicare  fees,  the  current  policy  as  written  will  re- 
sult in  substantial  reductions  in  the  conversion  factor  over  the  next 
5  years  for  unintended  reasons.  In  fact,  conversion  factors  in  2003 
are  projected  to  be  lower  than  when  the  policy  was  first  imple- 
mented in  1992,  even  without  accounting  for  inflation. 

The  current  VPS  system  has  several  flaws.  First,  under  OBRA 
89,  performance  standards  are  determined  in  part  by  the  historical 
trend  in  volume  growth.  At  the  time  the  law  was  written,  historical 
trends  were  viewed  as  including  some  amount  of  inefficiencies  and 
inappropriate  care  and,  therefore,  a  decision  was  made  to  slightly 
reduce  the  performance  standard  annually. 

Under  OBRA  93,  the  annual  deduction  was  decreased  to  4  per- 
centage points.  The  problem  is  that  this  deduction  is  now  perma- 
nently embedded  within  the  default  formula  and  applies  evenly  as 
the  1991  to  1993  growth  rate  is  the  lowest  2-year  growth  rate  since 
1985.  Last,  the  formula  demands  that  however  well  physicians  did 
in  meeting  the  previous  standard,  they  must  reduce  volume  by  an 
additional  4  percentage  points  each  year  or  pay  a  penalty  in  re- 
duced fees.  Clearly,  it  is  impractical  to  expect  that  physicians  will 
continue  to  achieve  such  reductions  year  after  year. 

The  bottom  line  is  that  changes  in  the  VPS  default  formula  are 
urgently  needed  to  address  this  problem.  The  commission  rec- 
ommends replacing  the  current  formula  with  a  formula  linked  to 
the  projected  growth  of  real  GDP  per  capita.  This  would  permit  a 
reasonable  rate  of  growth  that  is  affordable  over  the  long  run. 

The  commission  also  recommends  two  additional  changes  to  limit 
further  distortion.  First,  to  maintain  the  integrity  of  the  RBRVS, 
we  believe  a  single  performance  standard  and  update  for  all  physi- 
cian services  should  be  adopted.  Second,  we  believe  the  total  actual 
expenditures  and  total  targeted  expenditures  should  be  considered 
from  a  single  base  year  to  adjust  for  the  2-year  delay  between 
when  targets  are  established  and  when  conversion  factors  are  set. 

I  have  focused  today  on  issues  related  to  Medicare's  current  phy- 
sician payment  policies,  but  a  considerable  number  of  Medicare 
participants  are  in  HMO's,  and  the  commission  has  also  done  con- 
siderable work  on  options  for  HMO's  and  others,  and  we  would  be 
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happy  to  discuss  those  with  you  during  the  question  and  answer 
period.  Thank  you. 

[The  prepared  statement  of  P.  William  Curreri  follows:] 

Prepared  Statement  of  P.  William  Curreri,  M.D.,  Commissioner.  Physician 
Payment  Review  Commission 

Mr.  Chairman,  I  am  pleased  to  be  here  today  to  discuss  growth  in  Medicare  ex- 
penditures for  physicians'  services  and  its  causes.  Since  it  was  established  by  the 
Congress  in  1986,  the  Physician  Payment  Review  Commission  has  devoted  a  sub- 
stantial portion  of  its  work  to  issues  related  to  physician  payment  under  Medicare. 
Our  work  assisted  the  Congress  in  shaping  the  Medicare  payment  reforms  enacted 
in  the  Omnibus  Budget  Reconciliation  Act  of  1989  (  OBRA89).  We  have  followed  up 
on  that  work  by  monitoring  implementation  of  those  reforms  and  by  developing  re- 
finements to  ensure  that  the  policy  meets  the  objectives  of  slowing  expenditure 
growth,  removing  distortions  in  physician  payment,  and  limiting  beneficiary  finan- 
cial liability 

As  this  subcommittee  considers  Medicare  reforms  and  takes  on  the  challenge  of 
reducing  the  federal  deficit,  it  is  important  to  understand  recent  trends  in  program 
spending  and  the  impact  of  past  policies  on  growth  in  price,  volume,  and  total  ex- 
penditures. My  testimony  today  first  reviews  those  trends  and  policies.  It  then  con- 
siders the  mechanisms  that  could  be  used  to  reduce  future  spending  and  options  for 
legislative  changes  that  would  be  needed  to  accomplish  those  changes.  Any  short- 
term  steps  should  be  consistent  with  the  anticipated  direction  of  more  comprehen- 
sive reforms,  particularly  those  that  would  permit  Medicare  to  take  advantage  of 
the  innovations  in  service  delivery  and  payment  that  are  now  being  used  in  the  pri- 
vate sector. 

BACKGROUND:  TRENDS  IN  EXPENDITURE  GROWTH 

Overall,  growth  in  Medicare  expenditures  are  outpacing  growth  in  gross  domestic 
product  ^GDP)  (Figure  1).  In  addition,  they  are  growing  faster  than  private  sector 
health  expenditures;  between  1992  and  1993  Medicare  spending  grew  11.5  percent 
compared  to  8.6  percent  growth  for  private  health  insurance  expenditures. 

As  you  know,  growth  in  Medicare  expenditures  can  be  divided  into  growth  in  Part 
A  spending  (inpatient  hospital,  skilled  nursing  facility,  home  health,  and  hospice 
care)  and  growth  in  Part  B  spending  which  covers  such  benefits  as  physicians'  serv- 
ices, laboratory  services,  durable  medical  equipment,  and  outpatient  hospital  serv- 
ices. 
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Figure  1.  Annual  Growth  in  Total  Medicare  Expenditures  per  Enrollee  and  Gross 
Domestic  Product  per  Capita,  1980-1993 
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SOURCE:  Health  Care  Financing  Administration. 

Figure  2.  Annual  Growth  in  Total  Medicare  Expenditures,  Part  B  Expenditures,  and 
Physician  Expenditures,  per  Enrollee,  1980-1993 
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SOURCE:  Health  Care  Financing  Administration. 
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In  fiscal  year  1994,  Medicare  spending  for  physicians'  services  amounted  to  $29.9 
billion.  After  extremely  high  growth  during  the  1980s,  annual  growth  in  Medicare 
expenditures  for  physicians'  services  has  slowed  considerably  relative  to  the  histori- 
cal trend.  Between  1986  and  1991,  expenditures  grew  at  an  annual  rate  of  10.5  per- 
cent. By  contrast,  between  1991  and  1993,  estimated  expenditure  growth  slowed  to 
an  average  annual  rate  of  3.8  percent  (Figure  2).  Preliminary  data  suggest,  however, 
that  the  rate  of  expenditure  growth  for  physicians'  services  for  1994  and  1995  is 
likely  to  rise. 

Expenditures  for  physicians'  services  are  growing  more  slowly  than  inpatient, 
home  health,  and  hospice  services  covered  under  Medicare  Part  A  as  well  as  the 
other  services  covered  under  Medicare  Part  B.  Thus,  while  physicians'  services  ac- 
counted for  61  percent  of  Medicare  Part  B  in  1988.  they  now  account  for  only  51 
percent  of  total  spending  under  Medicare  Part  B.  Each  of  the  other  components  of 
Part  B  have  been  increasing  as  a  share  of  total  expenditures,  with  outpatient  hos- 
pital services  and  prepayment  plans  now  representing  32  percent  of  the  total 

Increased  Medicare  outlays  can  result  from  two  sources:  increases  in  payment 
rates  and  increases  in  the  quantity  or  mix  of  services  provided  (often  referred  to  as 
volume).  Volume  growth  can  be  separated  further  into  two  components:  those  due 
to  growth  and  aging  of  the  population  and  those  due  to  changes  in  the  practice  of 
medicine.  While  population  growth  is  often  mentioned  as  being  a  major  cause  of  ris- 
ing physician  expenditures,  in  fact,  its  impact  has  been  relatively  small  with  Medi- 
care beneficiaries  growing  at  between  1.5  percent  and  2  percent  annually.  But,  if 
the  rate  of  expenditure  growth  declines,  as  it  did  in  recent  years,  increases  in  the 
Medicare  population  become  a  more  significant  factor  in  overall  spending  growth. 


Figure  3.  Growth  in  Medicare  Phvsician  Expenditures  (for  Aged  Enrolleesi,  by 
Component,  1980-1992 
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SOURCE:  1994  Annual  Report  of  the  Board  of  Trustees,  Federal  Supplementary 
Medical  Insurance  Trust  Fund. 

The  distinction  between  growth  attributable  to  price  and  growth  attributable  to 
volume  is  important  for  understanding  past  congressional  action  to  slow  expenditure 
growth.  During  the  1970s  and  1980s,  the  primary  policy  levers  to  restrain  Medicare 
expenditure  growth  were  restraints  on  price,  either  through  across-the-board  fee 
freezes  or  via  fee  cuts  for  procedures  that  the  Congress  specified  as  overvalued 
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There  were  questions,  however,  about  whether  such  price  constraints  could  hold 
down  expenditure  growth  over  the  long  term.  During  the  late  1980s,  with  these  fee 
constraints  in  place,  volume  became  the  principal  force  driving  up  expenditures  for 
physicians'  services;  from  1988  to  1992,  payment  rates  accounted  for  about  0.1  per- 
centage points  of  total  growth  in  expenditures  while  the  volume  of  services  ac- 
counted for  6  percentage  points  of  the  7.7  percent  total  growth  in  expenditures  for 
elderly  enrollees  (Figure  3). 

Two  principal  goals  of  the  1989  reform  of  Medicare  physician  payment  are  central 
to  our  understanding  of  the  issues  I  will  discuss  today.  The  first  was  to  eliminate 
distorted  incentives  and  inequitable  payments  across  specialties,  services,  and  geo- 
graphic areas.  The  second  was  to  put  in  place  a  direct  mechanism  to  contain  volume 
in  order  to  maintain  program  expenditures  at  a  sustainable  level.  The  policies  en- 
acted in  OBRA89  to  achieve  these  goals  were  the  Medicare  Fee  Schedule,  which 
bases  payments  on  the  relative  resources  used  to  provide  different  services,  and  the 
Volume  Performance  Standard  (VPS),  which  links  updates  in  the  conversion  factor 
of  the  fee  schedule  to  growth  in  the  volume  and  intensity  of  physicians'  services. 

In  the  years  prior  to  the  implementation  of  the  Medicare  Fee  Schedule,  reductions 
in  fees  for  overvalued  procedures  both  helped  to  slow  expenditure  growth  and  were 
consistent  with  the  goal  of  moving  towards  resource-based  payment.  Once  the  re- 
form was  implemented,  however,  achieving  savings  through  further  reductions  in 
payments  for  individual  procedures  would  distort  relative  payments  under  the  fee 
schedule.  Therefore,  the  VPS  mechanism  became  the  primary  mechanism  for  con- 
trolling expenditure  growth. 

The  VPS  serves  two  purposes.  First,  it  controls  growth  in  spending  by  linking  pay- 
ment levels  to  the  growth  in  volume  and  intensity  of  physicians'  services.  Second, 
it  is  intended  to  serve  as  a  collective  incentive  to  the  medical  profession  to  find  ways 
to  reduce  inappropriate  care,  such  as  developing  and  disseminating  practice  guide- 
lines that  promote  cost-efficient  practice  styles. 

Under  OBRA89,  a  performance  standard  (essentially  a  target  rate  of  expenditure 
growth)  is  to  be  set  annually  either  by  the  Congress  after  consulting  with  the  Com- 
mission and  the  Secretary  of  Health  and  Human  Services  or  by  a  default  formula 
specified  in  law.  (In  fact,  the  default  formula  has  been  used  in  most  years.)  Then 
payment  rates  are  adiusted  in  subsequent  years  as  actual  expenditure  growth  ex- 
ceeds or  falls  below  these  standards.  Performance  standards  were  first  applied  to 
physicians'  services  in  1990;  fee  updates  based  on  how  well  physicians  met  these 
standards  were  first  applied  in  1992. 

Although  the  Commission  had  recommended  a  single  performance  standard, 
OBRA89  created  a  system  with  two:  one  for  surgical  services  and  one  for 
nonsurgical  services.  A  third  standard  (primary  care)  was  added  under  OBRA93  in 
response  to  concerns  that  growth  in  volume  for  technical  procedures  in  the 
nonsurgical  service  category  was  depressing  fee  levels  for  primary  care.  Because  dif- 
ferential updates  based  on  these  three  standards  are  determined  for  each  category 
of  service,  relative  value  units  in  different  categories  are  not  paid  the  same  amount. 
As  a  result,  relative  payments  have  become  distorted  (Table  1).  This  violates  the 
basic  principle  underlying  the  resource-based  relative  value  scale,  namely  that  each 
relative  value  unit  should  be  worth  the  same  amount  regardless  of  the  patient  or 
service  to  which  it  is  attached. 

Table  1.  Conversion  Factors.  1992-1995 

[dollars] 


Category  of  Service 


1992 


1993 


1994 


1995 


All  Services  

Surgical   

Nonsurgical   

Surgical   

Primary  Care   

Other  Nonsurgical 


31.00 


31.96 
31.25 


35.16 
33.72 
32.90 


39.45 
36.38 
34.62 


SOURCE:  Physician  Payment  Review  Commission  compilation  of  conversion  factors  as  reported  in  the  Federal  Register. 

Beginning  in  1992,  volume  growth  slowed  substantially.  As  a  result,  Medicare  fee 
updates  for  1994  and  1995  were  much  larger  than  had  previously  been  anticipated 
(Table  2).  The  reasons  for  this  slowdown  in  growth  are  unclear  as  are  the  prospects 
for  its  continuation.  Possible  explanations  include  responses  to  the  incentives  cre- 
ated by  the  VPS  and  secular  changes  in  the  practice  of  medicine.  The  latter  include 
slowed  growth  in  technologies  such  as  cataract  surgery  and  magnetic  resonance  im- 
aging, and  more  efficient  practice  styles  as  a  result  of  the  increased  penetration  of 
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managed  care.  Low  volume  growth  in  recent  years  may  also  merely  reflect  its  inher- 
ent volatility.  In  fact,  the  trend  probably  reflects  a  combination  of  these  factors. 

Table  2.  Conversion  Factor  Updates  for  1992  through  1995 

[percentage] 


Categories  of  Service* 


1992 


1993 


1994 


1995 


All  Services  

Surgical   

Nonsurgical   

Surgical   

Primary  Care   

Other  Nonsurgical 


I  9 
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10.0 
7.9 
5.3 


7.7 


12.2 
7.9 
5.2 


SOURCE.-  Physician  Payment  Review  Commission  compilation  of  final  updates  from  Federal  Registers. 

*A  single  update  for  all  services  was  made  in  1992.  separate  surgical  and  nonsurgical  updates  were  required  in  1993,  and  a  separate 
update  for  primary  care  services  began  in  1994. 

PHYSICIANS'  SERVICES:  OPPORTUNITIES  FOR  THE  FUTURE 

Future  efforts  to  limit  Medicare  spending  for  physicians'  services  may  focus  on  ei- 
ther the  fee-for-service  sector,  still  the  predominant  form  of  payment  under  the  pro- 
gram and  the  option  chosen  by  over  90  percent  of  beneficiaries,  or  on  expanding  en- 
rollment in  managed-care  plans  in  anticipation  that  such  systems  of  care  will  be 
more  efficient  providers.  Efforts  to  attain  savings  in  the  short-term,  however,  should 
not  lose  sight  of  structural  problems  that  could  impede  achievement  of  policy  goals 
in  the  long-term.  Specifically,  changes  in  the  VPS  are  needed  to  ensure  its  ability 
to  control  the  rate  of  volume  growth  should  it  begin  to  rise  again,  while  changes 
in  the  method  for  paying  managed  care  plans  are  needed  to  enhance  their  willing- 
ness to  participate  in  the  program.  The  Commission  has  suggestions  in  each  of  these 
areas  which  would  enhance  program  performance.  My  testimony  today  will  focus  on 
the  VPS.  We  would,  however,  be  pleased  to  come  back  before  this  subcommittee  to 
present  our  managed  care  recommendations. 

The  Commission  recognizes  the  difficult  task  the  subcommittee  will  face  in  finding 
budget  savings  in  physicians'  services  and  we  stand  prepared  to  advise  you  on  these 
issues.  Traditionally,  the  Commission  has  not  commented  on  the  overall  magnitude 
of  cuts  in  Medicare.  Instead,  we  take  as  our  assignment  the  following:  if  the  Con- 
gress should  decide  to  reduce  spending,  how  can  that  be  accomplished  in  a  way  that 
is  most  consistent  with  long-term  policy  goals. 

In  the  past,  proposals  have  been  offered  to  slow  growth  in  spending  through  selec- 
tive changes  in  relative  payments  for  certain  services  (so-called  overvalued  proce- 
dures). As  I  noted  earlier,  this  was  an  appropriate  strategy  during  the  years  of  tran- 
sition to  a  new  payment  system,  but  making  such  cuts  now  would  threaten  the  in- 
tegrity of  the  resource-based  relative  value  scale.  This  is  a  problem  not  only  for 
Medicare  but  for  the  many  private  payers  and  Medicaid  programs  that  use  Medi- 
care's relative  value  scale.  Instead,  payment  policy  changes  should  focus  on  changes 
in  the  conversion  factor  or  performance  standard,  which  would  decrease  fees  across 
the  board,  rather  than  on  changes  in  payments  for  specific  services. 

Given  the  large  fee  updates  awarded  in  1994  and  1995,  the  Congress  may  be  in- 
clined to  achieve  budget  savings  by  rescinding  previous  fee  updates  or  by  making 
further  adjustments  to  the  VPS  default  formula.  It  is  the  Commission's  view,  how- 
ever, that  technical  problems  with  the  default  formula  used  in  setting  volume  per- 
formance standards  should  be  corrected  first.  This  is  because  despite  recent  high  up- 
dates in  Medicare  fees,  the  current  policy  as  written  will  result  in  substantial  reduc- 
tions in  the  conversion  factor  over  the  next  five  years  for  unintended  reasons.  In 
fact,  conversion  factors  in  2003  are  projected  to  be  lower  than  when  the  policy  was 
first  implemented  in  1992,  even  without  accounting  for  inflation.  Moreover,  continu- 
ation of  three  performance  standards  will  lead  to  further  distortions  in  payment 
rates. 

Once  these  problems  are  addressed,  then  an  across-the-board  cut  in  the  conver- 
sion factor  or  reduction  to  the  performance  standard  could  be  considered  as  a  means 
of  budget  savings.  For  example,  the  size  of  the  cut  could  be  set  so  it  would  be  com- 
parable to  rescinding  part  or  all  of  the  1994  and  1995  updates.  If  the  Congress  de- 
cides to  take  this  approach,  however,  it  should  be  mindful  that  it  would  widen  the 
gap  between  the  fees  paid  by  Medicare  and  those  of  private  payers. 

Medicare  fees  are  currently  68  percent  of  those  paid  to  physicians  by  private  pay- 
ers. The  gap  between  Medicare  fees  and  those  of  private  payers  in  1995  is  less  than 
the  Commission  reported  last  year  because  of  higher  Medicare  fee  updates,  reduc- 
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tion  in  the  trend  for  private  fee  growth,  and  more  accurate  data  on  private  payment 
rates.  The  gap  between  Medicare  and  private  fees  is  of  concern  because  large  dif- 
ferentials in  payment  between  Medicare  and  private  payers,  coupled  with  discontent 
about  Medicare's  level  of  payment,  could  compromise  access  to  care  for  Medicare 
beneficiaries.  Even  if  the  payments  cover  the  cost  of  care,  physicians  may  prefer  to 
accept  patients  with  private  insurance  over  those  with  Medicare.  The  Commission 
has  found  no  evidence  that  the  current  gap  is  causing  an  access  barrier.  It  is  pos- 
sible, however,  that  a  substantially  larger  gap  could  affect  physicians'  willingness 
to  treat  Medicare  patients,  but  the  size  of  that  threshold  is  unclear. 

Fixing  the  Default  Formula 

The  current  VPS  system  has  several  flaws.  First,  under  OBRA89,  performance 
standards  are  determined  in  part  by  the  historical  trend  in  volume  growth.  At  the 
time  the  law  was  written,  historical  trends  were  viewed  as  including  some  amount 
of  inefficiencies  and  inappropriate  care  and  therefore  a  decision  was  made  to  reduce 
the  performance  standard  formula  accordingly.  Initially,  deductions  of  one  half  of  a 
percent  were  taken  from  the  historical  trend,  phasing  in  over  time  to  two  percentage 
points.  Under  0BRA93,  the  deduction  was  increased  to  four  percentage  points. 

The  problem  is  that  this  deduction  is  now  permanently  embedded  within  the  de- 
fault formula  and  applies  even  as  the  1991  to  1993  growth  rate  is  the  lowest  two- 
year  growth  rate  since  1985.  In  effect,  the  formula  demands  that  however  well  phy- 
sicians did  in  meeting  the  previous  standard,  they  must  reduce  volume  by  an  addi- 
tional 4  percentage  points  each  year  or  pay  a  penalty  in  reduced  fees.  Clearly,  it 
is  impractical  to  expect  that  physicians  will  continue  to  achieve  such  reductions  year 
after  year. 

The  combination  of  the  four  percentage  point  deduction  enacted  in  OBRA93  and 
a  lower-than-anticipated  volume  growth  rate  may  make  it  extremely  difficult  to  get 
additional  savings  by  reducing  physician  payment.  Since  it  is  unlikely  that  volume 
growth  will  fall  four  points  below  current  levels,  maximum  deductions  in  fees  are 
already  expected  to  be  taken  beginning  in  1998  and  continuing  through  2002. 

The  bottom  line  is  that  changes  in  the  VPS  default  formula  are  urgently  needed. 
To  address  this  problem,  the  Commission  recommends  replacing  the  current  formula 
(historical  trend  in  volume  and  intensity  minus  four  percentage  points)  with  a  for- 
mula linked  to  the  projected  growth  of  real  GDP  per  capita.  This  would  permit  a 
reasonable  rate  of  growth  that  is  affordable  over  the  long  term. 

The  Commission  also  recommends  two  additional  changes  to  limit  further  distor- 
tions in  relative  payments  and  to  improve  accuracy  and  accountability  within  the 
system.  First,  to  ensure  the  integrity  of  the  resource-based  relative  value  scale,  a 
single  performance  standard  and  update  for  all  physician  services  should  be  adopt- 
ed. Currently,  surgical  services  receive  $39.45  for  each  relative  value  unit,  while  pri- 
mary care  services  receive  $36.38  and  other  nonsurgical  services  receive  $34.62.  And 
if  the  default  formula  is  used  to  determine  the  fee  updates  for  1996,  this  distortion 
will  be  increased.  In  fact,  primary  care  services  will  face  a  negative  update  of  -2.2 
percent,  while  surgical  and  other  nonsurgical  services  will  receive  increases. 

Second,  fee  updates  should  be  based  on  comparisons  between  total  actual  expendi- 
tures and  total  targeted  spending  since  a  base  year.  This  would  adjust  for  the  two- 
year  delay  between  when  targets  are  established  and  conversion  factor  updates  are 
changed  to  reflect  whether  the  target  had  been  met  or  not.  This  correction  would 
accumulate  any  surpluses  and  shortfalls  that  accrue  during  the  two-year  delay  and 
apply  them  to  subsequent  years. 

In  addition,  limits  on  the  size  of  both  reductions  and  increases  should  be  estab- 
lished to  lessen  the  volatility  of  fee  increases  and  reductions.  Currently,  updates  are 
limited  to  a  5.0  percentage  point  penalty  if  actual  expenditures  exceed  the  perform- 
ance standard  by  more  than  5  percent.  No  comparable  limit  constrains  the  size  of 
increases.  Symmetric  limits  of  5.0  percentage  points  should  be  used  to  prevent  both 
extraordinarily  high  increases  as  well  as  reductions.  These  two  changes  combined 
will  add  full  accountability  for  total  expenditures  for  physician  services  while  ensur- 
ing that  annual  fee  updates  are  relatively  stable  and  reasonable. 

I  have  focused  today's  testimony  on  issues  related  to  Medicare's  current  physician 
payment  policies.  Constraining  Medicare  expenditure  growth  is  likely  to  require  a 
reexamination  of  each  of  the  elements  of  the  current  program  as  well  as  consider- 
ation of  potential  ways  to  restructure  the  choices  available  to  beneficiaries.  While 
the  vast  majority  of  pnysician  services  are  provided  to  beneficiaries  on  a  fee-for-serv- 
ice  basis,  9  percent  of  Medicare  beneficiaries  are  enrolled  in  health  maintenance  or- 
ganizations (HMOs)  and  the  number  has  been  increasing  at  a  more  rapid  rate  in 
recent  years.  The  Commission  has  explored  issues  related  to  Medicare  s  payment 
policies  for  HMOs  and  is  continuing  that  work  as  well  as  exploring  options  for  ex- 
panding managed  care  choices  and  approaches  for  create  competition  among  both 
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fee-for-service  and  managed  care  options.  This  work  will  allow  the  Commission  to 
provide  additional  policy  advice  to  this  subcommittee  and  others  in  the  Congress  as 
your  work  on  Medicare  reform  proceeds. 

Mr.  Hastert.  Thank  the  gentleman. 

And  we  are  in  the  question  and  answer  period  and  the  Chair  will 
defer  to  the  gentleman  from  Texas  for  the  first  round  of  questions. 
Mr.  Barton. 

Mr.  Barton.  I  thank  the  gentleman  and  also  thank  the  other 
members  of  the  committee  that  have  allowed  me  to  go  out  of  order 
because  I  have  another  engagement  at  11  a.m. 

I  am  one  of  the  Members  of  Congress,  and  maybe  all  of  us  have, 
but  I  have  actually  read  both  the  Part  A  and  the  Part  B  trustee 
report,  and  I  have  read  the  footnotes  and  I  have  looked  at  the  ta- 
bles, and  it  is  apparent  to  anybody  who  takes  the  time  to  read 
those  documents  that  we  have  to  do  something.  If  we  sit  here  and 
do  nothing,  we  are  going  to  go  broke  on  the  Part  A  between  2001 
and  2006,  and  Part  B  is  not  solvent.  It  has  a  long-range  problem. 

So  I  am  going  to  direct  my  questions  to  Ms.  Steelman.  You,  I 
think,  paint  a  very  accurate  picture  of  the  problems  in  Medicare, 
but  at  least  in  your  oral  statement  I  didn't  hear  you  propound  any 
solutions.  Would  you  like  to,  in  about  2  minutes  or  less,  talk  about 
some  solutions? 

Ms.  Steelman.  The  solutions  are  difficult  and  require  the  active 
participation  of  all  thinking  people  in  both  parties. 

I  think  it  takes  a  two-step  process.  We  didn't  get  here  in  less 
than  30  years.  I  hope  we  can  fix  it  in  a  lot  less  than  30  years.  I 
hope  we  can  fix  it  over  the  course  of  the  next  few  years. 

The  first  step,  I  think,  has  to  be  an  incremental  approach  to  cur- 
rent law,  that  is,  partially  reducing  provider  fees.  Even  though  that 
is  not  a  long-term  solution,  and  we  have  seen  over  the  last  12  years 
that  is  not  a  long-term  solution,  we  have  done  big  budget  bills  in 
the  past  and  they  have  barely  dented  the  growth  rate.  They  have 
dented  it,  but  barely  dented  it,  which  is  the  point.  Our  growth  rate 
has  to  be  largely  dented.  We  have  to  cut  underlying  fees. 

No.  2,  I  think  there  is  a  lot  of  potential  in  the  risk  contract  pro- 
gram, which  is  today  the  program  by  which  HMO's  participate  in 
Medicare.  The  risk  contract  program  needs  to  be  opened  up  to  all 
variety  of  products.  Not  just  an  HMO,  but  an  HMO,  a  point-of-serv- 
ice  network,  all  kinds  of  other  products,  including  high-deductible 
policies  or  medical  savings  accounts,  if  that  could  be  written. 

The  second  step  is  the  much  more  far  ranging  step,  and  that  is 
the  step  where  we  really  do  put  on  sound  footing  all  the  different 
variety  of  products  available  in  the  private  sector  today.  We  invite 
people  to  try  to  maintain  the  policies  they  have  from  their  working 
lives,  moving  into  their  retiring  lives  in  a  continuous  seamless 
process. 

That  will  take  longer  because  that  requires  a  complete  change  in 
the  incentives  under  which  Medicare  operates  today.  You  hear 
today  Medicare  does  not  save  money  in  managed  care.  Well,  the 
answer  to  that  is,  if  you  design  a  program  not  to  save  money,  guess 
what,  it  won't.  And  that  is  the  way  the  AAPCC  and  the  risk  con- 
tract program  is  designed.  So  you  have  to  move  into  a  completely 
new  design,  which  gets  back  to  the  principle  that  Guy  King  enu- 
merated a  couple  of  weeks  ago. 
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Mr.  Barton.  Do  you  advocate  the  abolishment  of  Part  A  and  B? 
You  talked  about  that.  Do  you  merge  those  into  just  one  Federal 
program? 

Ms.  Steelman.  Part  A  and  Part  B  are  in  existence  today  because 
of  the  jurisdictional  boundaries  in  Congress.  Outside  of  that,  there 
is  no  reason  on  God's  green  earth  to  have  a  Part  A  and  a  Part  B. 
They  are  anachronisms  put  in  place  when  the  hospital  served  as 
the  primary  locus  of  care  and  everything  emanated  from  the  hos- 
pitals. That  is  not  true  today.  So  the  merger  of  Parts  A  and  B  or 
the  elimination  of  it,  as  people  move  into  integrated  private  sector 
products,  is  essential. 

Now,  having  said  that,  it  will  take  time  to  transition.  And  bene- 
ficiaries should  be  assured  Medicare  will  be  there  as  it  is  today 
until  that  transition  is  worked  through.  It  may  take  2  years;  it  may 
take  5. 

Mr.  Barton.  Under  Part  B,  under  current  law,  we  actually  cap 
what  the  beneficiary  can  pay.  I  mean,  it  is  in  the  law,  $46.10. 
Originally,  Part  B  was  50  percent  beneficiary  and  50  percent  feder- 
ally paid. 

Do  you  support  uncapping  the  Part  B  premium  so  it  begins  to 
move  back  toward  its  historical  relationship  with  total  premium 
cost  so  that  we  go  back  to  maybe  a  50-50  or  a  33-67  percent  ratio, 
something  like  that? 

Ms.  Steelman.  Recognizing  the  need  for  assistance  to  low-in- 
come beneficiaries,  for  whom  even  the  $46.10  is  currently  a  burden, 
and  those  costs  are  partly  offset  by  Medicaid  contributions  by  the 
Federal  Government  and  the  States,  recognizing  the  need  to  ad- 
dress especially  low-income  seniors,  clearly  we  have  to  increase  the 
Part  B  premium. 

Mr.  Barton.  And,  finally  in  terms  of  the  medical  IRA's,  what  is 
your  position  on  a  voucher  for  low-income  Americans;  that  we  actu- 
ally give  them  the  money  to  put  into  an  IRA,  and  if  they  don't 
spend  it,  they  get  to  keep  a  certain  portion  of  it  at  the  end  of  the 
year  or  something  like  that? 

Ms.  Steelman.  I  am  more  familiar  with  how  medical  savings  ac- 
counts might  be  implemented  in  Medicare,  which,  of  course,  is  not 
just  for  low-income  seniors  but  for  everybody. 

I  think  there  are  technical  issues  associated  with  how  you  would 
write  it  to  avoid  certain  problems,  like  adverse  selection  and  oth- 
ers. Those  technical  issues,  I  believe,  can  be  addressed,  if  not  in  the 
short  run,  then  as  we  have  some  experience  with  the  program. 

We  are  not  going  to  be  able  to  see  around  every  corner,  but  we 
do  know  managed  care  works  for  some  people  and  other  people 
would  rather  have  fee-for-service,  and  those  choices  ought  to  be 
available  and  can  be. 

Mr.  Barton.  Thank  the  Chairman  for  his  discretion. 

Mr.  Hastert.  The  gentleman's  time  has  expired  and  I  appreciate 
the  gentleman's  question. 

At  this  time,  I  recognize  the  member  from  Ohio,  Mr.  Brown. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

First  of  all,  some  more  comment  and  then  I  have  a  question  to 
Ms.  Moon. 

I  am  concerned  a  bit  about  Ms.  Steelman's  comments  about  rais- 
ing premiums,  especially  in  light  of  the  budget  resolution,  with  the 
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tinkering  without  public  hearings,  particularly  the  tinkering  with 
the  CPI  and  what  that  will  mean  with  cost-of-living  adjustment 
being  less  and  Medicare  costs  being  more,  when  senior  citizens  say 
over  and  over  and  over,  to  all  of  us,  that  their  cost-of-living  adjust- 
ment so  often  ends  up  going  straight  into  their  cost  for  pharma- 
ceuticals and  their  cost  for  premiums,  copayments,  and  deductibles. 

But  I  want  to  ask  Ms.  Moon,  you  mentioned  the  magic  bullet  at 
the  end  of  life  to  save  dollars.  Another  magic  bullet  frequently 
tossed  around  in  this  committee  and  the  subcommittee,  which  has 
been  discussed  over  the  last  several  months,  is  the  use  of  managed 
care.  When  approximately  5  percent  of  the  beneficiary  population 
accounts  for  half  of  all  expenditures  in  Medicare,  10  percent  ac- 
counts for  70  percent  of  expenditures,  and  20  percent  of  the  bene- 
ficiaries account  for  literally  80  percent  of  expenditures  from  the 
Medicare  program,  how  do  you  provide  coverage  to  those  who  are 
the  chronically  ill  and  the  frail  elderly  and  achieve  savings  of  the 
$270  roughly  billion  magnitude  required  by  the  budget  resolution? 
How  do  we  do  that? 

Ms.  MOON.  I  think  that  is  the  $64,000  question.  I  think  that  is 
a  very  difficult  issue.  You  have,  I  think,  identified  one  of  the  major 
problems  with  moving  to  a  managed  care  or  a  competitive  environ- 
ment under  Medicare,  where  you  allow  people  to  choose  plans,  be- 
cause of  the  real  potential  for  adverse  selection. 

One  of  the  reasons  that  the  Medicare  program  currently  loses 
money  for  its  HMO  program  is  because  of  this  adverse  selection 
and  that  is  a  problem  we  really  do  not  know  how  to  deal  with  now. 
There  is  a  lot  of  research  going  on  and  work  trying  to  deal  with 
that  but  there  is  no  way  to  adjust  or  to  know  how  to  adjust  those 
plans  to  pay  the  right  amount  to  make  sure  that  the  Medicare  pro- 
gram achieves  some  of  the  savings  that  might  accrue  from  those 
managed  care  plans. 

That  being  said,  I  think  the  innovations  in  the  private  sector  in 
terms  of  managed  care  need  to  be  looked  at  very  seriously.  I  think 
either  done  within  the  Medicare  program,  as  GAO  was  suggesting, 
or  in  terms  of  allowing  people  to  go  outside  offer  some  promise  of 
savings.  It  will  not  solve  the  whole  problem.  It  will  not  be  the 
magic  bullet.  It  can  help.  And  I  think  that  Medicare  does  need  to 
be  brought  more  into  the  mainstream  of  what  is  happening  in  the 
market  out  there  now,  to  take  account  of  some  of  the  creative  and 
positive  things  that  are  going  on. 

But  risk  selection  is  going  to  be  a  problem.  Pushing  people  too 
quickly  into  that  system,  I  think,  would  be  a  major  difficulty,  par- 
ticularly if  we  do  not  worry  about  what  is  going  to  happen  in  the 
fallback  Medicare  program.  If  the  fallback  Medicare  program  is 
where  all  the  chronically  ill  stay,  where  the  low-income  people  stay, 
and  we  raise  premiums  and  deductibles  substantially  on  those 
folks,  that  is  a  prescription  for  real  disaster,  I  think,  for  the  Medi- 
care program,  where  you  really  end  up  with  a  two-tiered  system  of 
care. 

Mr.  Brqwn.  Mr.  Ratner,  you  had  noted  in  your  testimony  that 
Medicare  was  founded  on  3  principles,  those  including  that  the  gov- 
ernment must  not  interfere  with  medical  practice,  that  patients 
should  be  free  to  choose  their  provider  of  medical  care,  and  at- 
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tempts  to  change  public  programs  should  include  public  comment 
and  discussions. 

Which  of  these  items  must  we  abandon  to  achieve  the  savings  of 
$274  billion? 

Mr.  Ratner.  I  don't  think  that  the  issue  is  abandoning  those 
principles,  because  they  are,  I  think,  widely  seen  as  sensible  prin- 
ciples. I  do  think  that  the  issue  is  that  in  the  private  sector,  where 
the  same  impulses  exist  as  existed  in  the  drafting  of  the  Medicare 
legislation  30  years  ago,  that  there  have  been  efforts  to  reinterpret 
those  in  light  of  new  ways  of  delivering  care. 

I  think  that  there  are  real  disputes  about  whether  some  of  those 
new  realities  are  ones  that  either  physicians  and  other  providers 
or  beneficiaries  are  always  happ}'  with. 

Nonetheless,  there  are  things  going  on  in  the  form  of,  for  exam- 
ple, many  types  of  managed  care  organizations  which  certainly  in- 
fluence, if  not  interfere  with,  medical  practice.  That  is  one  example. 

Mr.  Brown.  That  sounds  a  bit  Orwellian.  I  don't  think  you  would 
find  a  doctor  in  this  room  or  a  doctor  in  this  country  that  would 
not  dispute  that  managed  care  interferes  with  medical  practice. 
And  I  think  you  would  also  not  find  too  many  people  in  HMO's  that 
would  say  that  patients  can  continue  to  choose  their  provider.  If 
managed  care  is  the  way  this  goes,  isn't  that  violating  two  of  those 
three  principles  you  just  called  forward? 

Mr.  Ratner.  I  think  that  is  a  matter  of  judgment,  really.  Orwell 
was  a  master  of  looking  carefully  at  language.  This  is  something 
that  people  certainly  dispute  considerably.  I  think  that  there  may 
be  reasonable  ways  to  reinterpret  it  and  those  principles.  Whether 
in  fact  other  people  agree,  of  course,  is  a  matter  of  judgment. 

Mr.  Brown.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Hastert.  The  gentleman's  time  has  expired. 

Ms.  Steelman,  you  observed  in  your  testimony  that  the  HCFA's 
capability  to  manage  Medicare  is  misaligned  with  the  state-of-the- 
art  health  care  delivery  and  financing.  Given  Medicare's  uncontrol- 
lable costs  and  the  Part  A  trust  fund's  projected  insolvency,  it 
seems  fair  to  say  that  the  program,  as  a  whole,  is  out  of  touch  with 
the  realities  of  the  health  care  marketplace. 

Would  you  agree  with  this  assessment?  And,  if  not,  why  not;  and, 
if  so,  why? 

Ms.  Steelman.  I  would  agree  with  the  statement  Marilyn  made 
earlier,  which  is  that  managed  care  and  the  utilization  control 
techniques  in  the  private  sector  have  taken  a  while  to  take  hold. 
So  that  if  you  look  over  the  last  10  years,  Medicare's  initial  cost- 
cutting  mechanisms  were  better  or  more  effective,  at  least  in  terms 
of  nominal  dollars,  than  non-Medicare's.  But  as  managed  care  and 
other  utilization  controls  took  place  in  the  private  sector,  this  re- 
versed so  that  the  private  sector  is  now  very  far  ahead  of  Medicare. 

Bob  Reischauer  testified  2  weeks  ago  that  the  private  sector  has 
reformed;  it  is  Medicare  that  is  lagging  behind.  Now,  the  reason 
Medicare  has  lagged  behind  is  because  the  law  does  not  allow  the 
adaptability,  the  flexibility,  the  innovation  that  is  available  in  the 
private  sector. 

In  the  private  sector,  employees  are  now  very  much  in  charge  of 
their  own  choices.  There  are  very  few  enrollees  in  an  HMO.  Out 
of  the  68  million  people  in  HMO's,  only  3  million  were  offered  an 
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HMO  as  their  only  choice;  the  others  had  other  choices.  So  the  em- 
ployee, the  individual,  is  driving  toward  value. 

This,  of  course,  is  not  an  opportunity  in  Medicare  because  the 
beneficiary,  in  some  cases,  such  as  home  health,  rarely  even  sees 
a  bill,  and  in  all  cases  is  given  no  incentive  to  monitor  the  bill  or 
to  look  at  it  or  to  evaluate  it  to  see  is  this  cost  service  good,  is  this 
doctor  the  best  value  for  my  money?  The  beneficiary  does  not  even 
play  a  role. 

Sixty-four  percent  of  Medicare's  cost  growth  is  due  to  utilization, 
and  that  is  directly  attributable  to  the  fact  that  none  of  the  private 
sector  innovation  and  none  of  the  beneficiary  participation  are  al- 
lowed in  Medicare.  This  is  clearly  what  we  have  to  do  in  terms  of 
restructuring,  is  bring  both  of  those  elements  into  play  in  Medi- 
care. 

Mr.  Hastert.  Thank  you. 

Mr.  Ratner,  you  noted  that  existing  statutes,  regulations,  and 
Agency  policies  precluded  the  HCFA  from  using  the  most  effective 
and  efficient  program  management  strategies  possible.  I  would  like 
you  to  address  for  a  moment  the  activities  that  HCFA  is  allowed 
to  undertake  within  this  sphere.  Do  you  believe  HCFA  is  achieving 
maximum  effectiveness  and  efficiency  in  the  Medicare  program? 

Mr.  Ratner.  No.  A  word  of  elaboration. 

I  think  that  HCFA's  performance,  really,  like  most  organizations, 
is  uneven.  Certainly  GAO  has  called  attention  to  a  number  of  areas 
in  which  we  think  there  are  major  missed  opportunities,  almost 
constitutional  slowness  and  deliberateness  in  moving  aggressively 
on  solving  some  problems.  On  the  other  hand,  there  are  areas 
where  HCFA  actually  has  not  only  done  well  but  been  in  the  lead. 

Mr.  Hastert.  Where  were  those  areas? 

Mr.  Ratner.  One  example  is  in  provider  payment.  Hospital  pay- 
ment, until  the  prospective  payment  system  was  introduced  in 
1983,  was  not  a  particularly  rational  system.  In  fact,  there  was  not 
really  a  product  that  made  any  sense.  And  diagnosis-related  groups 
really  gave  definition  to  what  was  being  bought  there.  That  is  one 
example. 

A  second  is  a  recent  one.  We  are  very  pleased  that  HCFA  is  real- 
ly paying  some  attention  to  issues  of  fraud  and  abuse,  particularly 
in  south  Florida.  And  with  their  Operation  Restore  Trust,  they  are 
doing  some  innovative  things  they  have  not  really  done  in  the  past 
to  move  more  aggressively.  We  would  like  to  see  that  done  on  a 
more  comprehensive  basis  and  see  it  sustained.  That  is  the  trick. 

Mr.  Hastert.  Dr.  Curreri,  your  testimony  states  that  prelimi- 
nary data  suggests  that  the  rate  of  expenditure  growth  for  physi- 
cian services  for  1994  and  1995  is  likely  to  rise.  What  are  the  rea- 
sons for  this  expected  trend? 

Mr.  Curreri.  Well,  in  part,  because  of  the  fact  that  the  volume 
of  services  has  been  so  down  during  the  past  few  years,  it  is  doubt- 
ful that  physicians  can  continue  to  decrease  their  volume  of  growth 
at  the  same  rate. 

Second,  the  conversion  factor  has  been  favorable  and  will  be  until 
1997,  when  it  begins  to  go  back  down  again.  And  for  that  reason, 
price  has  increased  slightly  more  than  what  was  expected. 

Mr.  Hastert.  Ms.  Steelman,  what  do  you  think  will  be  the  im- 
pact on  America's  seniors  of  the  escalating  cost  of  the  Medicare 
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program?  Specifically,  how  will  the  rise  in  total  expenditures  in 
premiums,  as  well  as  the  projected  collapse  of  the  Part  A  trust 
fund,  affect  the  ability  of  seniors  to  obtain  the  health  care  they 
need? 

Ms.  STEELMAN.  That  is  the  great  question  and  that  is  a  question 
that  seems  to  get  lost  in  so  much  of  this  discussion.  It  is  as  though 
anybody  that  wants  to  modify  the  program  automatically  wants  to 
somehow  increase  beneficiaries'  risk,  hurt  their  quality,  et  cetera. 

The  fact  is  there  is  no  greater  risk  for  beneficiaries  than  letting 
this  program  go  on  as  it  is  today.  This  program  is  at  risk  for  real 
political  upheaval  closely  after  the  turn  of  the  next  century.  As  the 
baby  boomer  becomes  eligible,  which  does  not  occur  until  about 
2015,  the  pressures  will  become  insurmountable.  People  today  in 
their  working  years  are  having  to  rely  on  a  program  that  may  or 
may  not  be  there. 

It  is  far  better  to  start  changing  this  program  today,  to  increase 
beneficiary  payments  where  they  in  fact  are  needed.  As  Mr.  Barton 
pointed  out  earlier,  the  program's  original  design  was  shared  50- 
50  in  cost  by  beneficiaries.  It  is  critical  to  start  doing  that  now  so 
people  in  their  working  lives  can  start  their  pensions,  their  savings, 
and  their  planning. 

One  thing  we  have  not  talked  about  here  today  is  long-term  care. 
Long-term  care  cannot  simply  be  glommed  on  to  the  Medicare  pro- 
gram. We  must  provide  better  financial  vehicles,  private  sector  sav- 
ings policies,  tax  advantage  incentives.  We  have  to  start  doing  this 
now.  If  we  wait  until  2015,  we  are  going  to  leave  an  awful  lot  of 
people  in  the  lurch. 

Mr.  Hastert.  Thank  you,  very  much. 

Mr.  Stupak,  the  gentleman  from  Michigan. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

Well,  Ms.  Steelman,  I  don't  think  anyone  is  advocating  on  either 
side  of  this  dais  to  do  nothing  with  Medicare  and  wait  until  2015 
until  we  have  a  real  crisis.  In  the  past,  have  there  been  changes 
made  in  the  Medicare  system  to  protect  against  some  of  the  pro- 
jected shortfalls  in  the  past? 

Ms.  Steelman.  In  Part  A.  Part  A  has  been  threatened  for  bank- 
ruptcy pretty  much  every  year  since  its  inception.  What  is  different 
now  about  it  is  the  speed  or  the  velocity  of  the  drawdown.  In  fact, 
we  have  always  put  it  off  1  or  2  years.  Twice  we  have  done  this 
in  the  last  5  years,  both  times  by  raising  taxes. 

The  trustees  indicated  that  in  terms  of  saving  Part  A  you  would 
have  to  increase  taxes  by  30  percent  or  cut  benefits  by  44  percent 
in  order  to  save  it.  I  don't  think  anybody  in  this  country  would  ad- 
vocate a  30  percent  tax  increase  right  now.  So,  therefore,  we  must 
go  to  more  comprehensive  measures.  We  must  change  the  internal 
structure  of  the  program. 

Mr.  Stupak.  Well,  in  changing  the  internal  structure  of  the  pro- 
gram, you  have  said  a  couple  of  things  in  relation  to  what  Mr.  Bar- 
ton had  asked  you. 

If  you  look  at  the  program  right  now,  in  the  budget  resolution 
we  will  be  debating  from,  they  say  we  will  limit  the  growth  to  4 
percent,  even  though  in  your  testimony  you  say  Medicare  is  going 
at  about  10  to  12  percent.  I  think  you  said  Part  B  is  15  percent 
of  our  growth. 
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If  it  is  limited  to  4  percent — and  let  us  use  the  10  to  12  percent 
figure — you  have  lost  somewhere  between  6  to  8  percent  im  reve- 
nue. Where  will  the  revenue  be  made  up;  increased  premiums, 
lower  reimbursement  rates,  a  combination?  That  6  to  8  percent  will 
be  picked  up  somewhere.  Where  will  it  be  picked  up;  by  the  private 
sector  or  through  a  cost  shifting?  ) 

Ms.  Steelman.  Cost  shifting  is  really  not  nearly  the  issue  as  it 
was  several  years  ago  because  of  managed  care,  because  of  the  dis- 
counts, as  Marilyn  suggested  earlier,  that  the  private  sector  has 
been  successful  at  achieving.  So  cost  shifting  is  not  really  an  ele- 
ment. 

In  terms  of  the  6  to  8  percent,  you  shouldn't  act  as  though  that 
is  a  static  amount,  either.  In  the  private  sector,  over  the  last  10 
years,  we  have  seen  the  most  dynamic  change  in  the  marketplace 
ever.  The  private  sector  costs  and  growth  rate  has  gone  down,  but 
nobody  says  what  happened  to  that  money  and  shouldn't  we  try  to 
recapture  that.  It  is  the  static  accounting — actually,  the  ridiculous 
fundamental  part  of  our  budget  policy,  which  is  baseline  budgeting, 
so  that  we  are  always  looking  at  the  delta  instead  of  saying  what 
services  can  we  provide  for  this  money. 

I  would  not  begin  to  suggest  that  we  would  not,  by  virtue  of 
these  savings,  force  monumental  changes  in  the  delivery  system. 
We  would  force  efficiencies.  There  would  be  transitions  and  difficul- 
ties. But  I  do  not  believe  that  you  simply  have  to  replace  that 
money,  because  I  think  we  can  obviously  achieve  a  lot  of  savings 
by  changing  our  delivery  system  and  our  financing  system  for  Med- 
icare. 

Mr.  Stupak.  You  said  we  have  to  make  some  fundamental 
changes,  and  in  answer  to  Mr.  Barton  you  listed  6:  One  was  reduce 
provider  fee;  the  second  was  risk  contract  program,  HMO's  opened 
up  to  everyone  and  not  just  HMO's;  maintain  existing  policy  upon 
retirement  for  individuals;  Part  A  and  Part  B  should  be  merged, 
integrated;  increase  Part  B  premium;  and  medical  savings  ac- 
counts. 

Other  than  increase  Part  B  premium  and  reduce  provider  fees, 
these  other  four  solutions  you  have  advocated  here,  there  doesn't 
seem  to  be  any  movement  in  Congress  on  either  side  of  the  aisle 
to  implement  them.  So  if  you  don't  have  any  movement,  the  only 
thing  you  have  left,  then,  is  reduced  provider  fees  or  increase  Part 
B  premiums. 

I  don't  disagree  there  has  to  be  changes,  but  in  all  the  changes 
people  recommending,  I  don't  see  anyone  moving  on  anything  other 
than  increases  or  decreases,  and  you  are  back  to  the  same  account- 
ing problems  and  there  is  a  6  to  8  percent  shift  going  on. 

Ms.  Steelman.  I  would  respectfully  disagree  that  there  is  no 
movement  on  the  other  things.  I  see  a  great  deal  of  activity  on  both 
sides  of  the  aisle  in  terms  of  fundamental  restructuring.  Obviously, 
the  Part  B  premium  is  something  no  one  wants  to  be  talking  about, 
but  it  will  have  to  be,  if  not  in  this  Congress,  then  the  next. 

But  simply  focusing  on  the  things  that  we  know  about,  which  is 
the  provider  fees  and  the  Part  B  premium,  is  the  wrong  thing  to 
do.  And  I  think  there  is  an  awful  lot  of  discussion  on  how  to  open 
up  managed  care,  how  to  restructure  the  AAPCC  so  that  it  works 
better,  how  to  make  sure  HMO's  and  other  managed  care  products 
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are  available  not  only  in  great  cities  like  Portland,  which  has  done 
a  fantastic  job  over  the  last  decade  with  Medicare  beneficiaries,  but 
in  many  other  cities.  There  is  a  whole  raft  of  ideas  out  there. 

The  reason  I  mentioned  6  ideas,  I  could  go  on  to  list  a  dozen 
more,  you  have  to  have  multiple  strategies  for  this  program.  All  of 
these  things  plus. 

Mr,  Stupak.  That  is  all  fine,  but  we  will  vote  tomorrow  on  a 
budget  resolution  and  I  don't  see  any  of  those  strategies  out  there. 

Ms.  Steelman.  As  you  know,  the  budget  resolution  is  not  bind- 
ing and  this  committee,  of  course,  will  have  to  deal  with  those  solu- 
tions over  the  next  3  months. 

Mr.  Stupak.  I  agree,  but  even  if  we  implement  the  6  points  you 
brought  out,  will  that  achieve  the  $274  billion  in  savings  that  we 
need? 

Ms.  Steelman.  As  I  said,  6  plus.  I  would  love  to  come  talk  to  you 
some  other  time  about  all  the  other  things  we  will  have  to  do  some- 
time. 

Mr.  Stupak.  I  wish  we  would  start  working  on  those  things  we 
have  to  do,  because  I  agree  Medicare  is  in  some  problems,  and  all 
I  hear  is  we  will  cap  it  at  4  percent,  we  won't  call  it  a  cut  but  there 
will  be  shifting  going  on.  And  even  managed  care,  we  have  spoken 
of  today,  only  provides  1  to  2  percent  savings  and  even  that  will 
not  be  the  savings  grace  for  Medicare. 

We  have  a  long  ways  to  go  and  I  want  to  see  some  concrete  pro- 
posals as  opposed  to  just  shifting  around.  That  is  all  we  are  doing. 
Thanks. 

Mr.  Haste rt.  The  gentleman's  time  has  expired. 

Mr.  Burr  from  North  Carolina. 

Mr.  Burr.  Thank  you,  Mr,  Chairman. 

Ms.  Moon,  let  me  follow  Mr.  Stupak's  line  for  just  a  second  and 
just  ask  you  this.  What  happens  to  Medicare  when  the  Federal 
Government  goes  bankrupt? 

Ms.  Moon.  Well,  I  think  the  Federal  Government  doesn't  go 
bankrupt.  I  think  the  question  is  what  happens  to  the  Medicare 
program  if  the  Part  A  trust  fund  is  allowed  to  be  exhausted.  We 
have  a  history  of  that.  We  took  social  security  to  the  brink  in  1983. 
We  transferred  funds  from  the  Medicare  trust  fund  into  Social  Se- 
curity. 

Mr.  Burr.  What  happens  when  we  don't  have  a  place  to  transfer 
funds  from  any  longer? 

Ms.  Moon.  Well,  we  have  been  in  that  situation  for  a  very  long 
period  of  time,  because  we  have  been  borrowing  to  finance  spend- 
ing at  the  Federal  level. 

Mr.  Burr.  So  if  people  refuse  to  lend  us  money,  we  will  be  un- 
able to  pay  not  only  Medicare  but  other  programs? 

Ms.  Moon.  This  is  true. 

Mr.  Burr.  That  would  be  true,  okay. 

You  stated  that  Medicare  could  learn  from  the  management  prac- 
tices or  policies  of  the  private  sector.  Can  you  expand  quickly  on 
that?  I  am  curious  as  to  where  the  lesson  is. 

Ms.  Moon.  There  are  certainly  some  parts  of  Medicare  that  have 
been  growing  very  rapidly  that  don't  have  a  lot  of  oversight.  They 
have  already  been  mentioned  here  today.  One  is  home  health. 
Home  health  has  been  growing  very  rapidly  in  recent  years,  for  a 
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number  of  reasons,  and  what  is  undoubtedly  needed  is  better  over- 
sight of  that  benefit;  some  management  of  that  benefit. 

One  of  the  tough  questions  

Mr.  Burr.  Whose  responsibility  is  that? 

Ms.  Moon.  I  think  that  is  the  program's  responsibility.  It  should 
be  the  program's  responsibility.  But  one  of  the  real  problems  is  how 
stringent  or  arbitrary,  if  you  will,  can  Medicare  be? 

One  of  the  advantages,  and  I  put  it  in  quotations,  of  managed 
care  is  that  it  can  be  arbitrary.  It  can  say  we  are  going  to  provide 
no  more  than  100  visits  or  we  will  make  arbitrary  exceptions  and 
say  you  deserve  100  but  someone  else  only  gets  85.  It  is  very  dif- 
ficult for  Medicare  to  do  that 

One  of  the  interesting  questions  will  be  whether  or  not  Medicare 
can  adopt  all  of  these  activities  that  are  going  on  in  the  private  sec- 
tor. Some  of  those,  I  think,  are  very  beneficial;  some  we  should  ask 
whether  or  not  that  restriction  on  use  of  services  is  always  what 
people  want  either. 

Mr.  Burr.  Structurally,  it  cannot  adapt  to  a  system  now:  can  it? 

Ms.  Moon.  Structurally  Medicare  has  difficulty  in  adapting  to 
that  which  is  both  a  disadvantage  and  an  advantage  in  some  cases. 

Mr.  Burr.  Ms.  Steelman,  why  is  managed  care  and  other  poli- 
cies— I  don't  want  to  limit  the  debate  to  managed  care  or  the  pro- 
gram as  it  stands  today — why  has  it  taken  so  long  to  take  hold? 
You  addressed  a  little  bit  of  it,  but  why  has  it  taken  so  long? 

Ms.  Steelman.  There  are  a  number  of  reasons  in  Medicare.  The 
first  is  that  HMO's  are  the  only  kind  of  managed  care  available  in 
Medicare  today.  If  you  talk  to  employers  and  to  employees  who  par- 
ticipated in  the  dynamic  change  in  the  health  care  market  in  the 
private  sector,  HMO's  are  not  the  first  product  people  change  to. 

If  you  have  been  in  fee-for-service  or  an  indemnity  policy,  or  if 
you  have  only  had  utilization  review,  you  want  more  flexibility. 
You  want  for  example,  to  go  to  a  point-of-service  product  where  you 
can  opt  outside  the  network  any  time  to  see  a  doctor  of  your  own 
choice.  If  you  don't  like  the  gatekeeper's  recommendation,  you  can 
go  somewhere  else. 

This  is  by  far  the  fastest  growing  product  in  the  private  sector, 
by  leaps  and  bounds.  This  simple  product  is  not  available  in  Medi- 
care. 

So  when  we  talk  about  a  2-step  process,  the  incremental  reforms 
and  the  restructuring,  what  we  ought  to  try  to  do  is  think  of  the 
incremental  reforms  we  can  take  that  will  flow  naturally  into  a  re- 
structured environment  where  choice  is  the  operating  principle. 
One  of  those  natural  things  is  to  open  up  the  risk  contract  law  to 
these  kinds  of  products  that  are  much  more  poplar. 

Mr.  Burr.  I  think  all  of  you  have  alluded  to  the  fact  that  there 
has  to  be  choice.  Is  it  realistic  to  believe  that  we  can  make  the  fun- 
damental changes,  have  new  options  offered  by  the  private  sector 
for  coverage,  and  maintain  the  current  system  with  a  current 
HCFA  for  those  individuals  who  would  not  like  to  move?  Ms. 
Steelman? 

Ms.  Steelman.  That  is  a  tough  question.  That  deserves  real 
thought.  Clearly,  maintaining  HCFA,  its  data  base,  all  the  things 
we  use  to  evaluate  the  program,  once  you  start  putting  people  out- 
side that  system,  that  is  a  very  tough  question. 
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Mr.  Burr.  Would  you  think  about  that  and  respond  back  to  the 
committee? 

Ms.  Steelman.  Be  happy  to. 

Mr.  Burr.  Dr  Curreri?  Very  quickly,  if  you  would. 

Mr.  Curreri.  I  think  that  is  a  very  attractive  alternative,  but 
one  thing  must  be  kept  in  mind.  To  do  that,  we  have  to  know  how 
to  do  risk  adjustment,  otherwise  all  the  sickest  and  the  frailest  and 
the  most  elderly  will  wind  up  in  traditional  insurance  and  the  oth- 
ers will  wind  up  in  the  more  managed  care  situations. 

Mr.  Burr.  Thank  you,  Dr.  Curreri. 

Mr.  Chairman,  if  I  may,  I  would  like  to  enter  into  the  record  an 
article  that  I  found  in  my  paper  as  I  left  Winston-Salem  this  week 
about  a  local  insurance  company  who  just  created  an  HMO  product 
to  take  over  the  Part  A  and  Part  B,  and  I  thought  the  interesting 
thing — and  let  me  just  state  this  for  the  committee — was  that  we 
have  2  products,  2  HMO  products,  that  provide  the  Part  A  and 
Part  B  in  North  Carolina.  Individuals  will  pay  $40  a  month  for  the 
premium;  Medicare  will  reimburse  the  company  $348  a  month  for 
the  participants.  The  other  company  that  does  it,  though  it  does 
not  list  the  monthly  premium,  is  paid  on  a,  whatever  the  care  cost, 
a  fee-for-service. 

There  are  variations  already  in  the  industry  that  the  private  sec- 
tor is  beginning  to  play  with,  and  I  am  glad  to  see  HCFA  beginning 
to  accept  some  of  them.  But  we  are  curious  as  to  how  we  speed  the 
process  up,  because,  if  not.  Ms.  Moon,  we  are  faced  with  the  prob- 
lem that  I  asked  you  first,  and  that  is  we  are  out  of  money  and 
nobody  to  borrow  it  from. 

I  yield  back,  Mr.  Chairman. 

Mr.   Hastert.  Without  objection  the  gentleman's  request  is 
granted,  and  the  gentleman  yields  back  the  remainder  of  his  time. 
[The  news  article  referred  to  follows:] 

Partners,  Medicare  Create  Plan 

hmo  tied  to  forsyth  memorial  to  offer  comprehensive  plan  for  elderly, 

disabled 

[By  Phoebe  Zarwick,  Journal  Reporter] 

Partners  National  Health  Plans  of  North  Carolina,  the  health  plan  tied  to  Forsyth 
Memorial  Hospital,  will  be  the  first  health-maintenance  organization  in  the  state  to 
enroll  old  and  disabled  people  on  Medicare  for  a  flat  fee. 

Health  analysts  said  yesterday  that  the  plan  should  eventually  save  money  for 
Medicare  and  provide  more  complete  insurance  coverage  for  Medicare  recipients. 
Other  companies  are  expected  to  follow  Partners. 

Forsyth  County  residents  who  are  covered  by  Medicare's  hospitalization  and  out- 
patient plans  can  stay  with  the  traditional  plan  or  enroll  in  the  Partners  plan  begin- 
ning next  month. 

About  42,000  elderly  and  disabled  adults  in  Forsyth  County  will  be  eligible.  But 
Stuart  Veach,  the  company's  vice  president,  said  yesterday  that  Partners  will  mar- 
ket the  new  plan  gradually. 

"We  could  start  a  radio  and  television  blitz  right  now,  but  we  don't  want  them 
to  sign  up  without  understanding  what  they're  signing  up  for,"  he  said. 

Medicare  officials  have  been  trying  to  control  costs  for  more  than  10  years 
through  similar  arrangements  with  HMOs  across  the  country,  but  the  movement 
has  been  slow  to  reach  North  Carolina. 

The  idea  is  that  the  government  can  save  money  the  way  private  companies  do 
by  paying  a  health  plan  a  flat  monthly  fee  for  each  person  enrolled  in  the  plan.  If 
that  person's  medical  costs  are  higher  than  average,  the  health  plan — not  the  gov- 
ernment— pays  the  difference. 
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Chris  Conover,  a  health-policy  analyst  at  Duke  University,  said:  "I  think  there's 
no  question  that  you'll  see  more  of  this  m  Medicare  because  it  makes  a  lot  of  sense." 

Medicare  will  pay  Partners  $348  a  month  for  each  Forsyth  County  resident  who 
enrolls  in  the  plan.  The  rate  is  based  on  the  average  Medicare  costs  in  Forsyth 
County,  which  are  among  the  lowest  m  the  country. 

Those  who  choose  Partners  will  pay  a  S40  a  month  premium.  They  won't  have 
to  pay  co-payments  and  deductibles  for  hospital  care.  And  instead  of  paying  20  per- 
cent of  the  cost  of  their  doctors'  bills,  they'll  pay  $15  a  visit.  Partners  will  also  cover 
annual  checkups  and  some  other  services  not  covered  by  Medicare  Prescription 
drugs  are  not  covered. 

People  who  enroll  in  the  plan  will  have  to  choose  a  primary-care  doctor  and  use 
specialists  and  hospitals  linked  to  the  Partners  plan. 

Partners  and  other  HMOs  cut  medical  costs  by  relying  on  primary-care  doctors. 
The  idea  is  that  the  primary-care  doctors  will  keep  their  patients  healthy  and  not 
require  expensive  specialists  and  tests.  Partners  will  also  rely  on  nurses  to  help  pa- 
tients at  home. 

Partners  will  not  be  allowed  to  exclude  sick  or  frail  Medicare  recipients.  Conover 
said:  The  scary  part  is  you  need  to  understand  that  the  average  elderly  person 
spends  about  four  times  as  much  as  the  average  non-elderly  person  so  there's  a  lot 
of  risk  to  taking  on  the  elderly  population.  You'll  see  them  marketing  in  fitness  cen- 
ters. You  won't  see  them  marketing  m  nursing  homes." 

John  Gorman  monitors  managed-care  plans  for  the  federal  Health  Care  Financing 
Administration,  which  runs  Medicare.  He  said  that  10  percent  of  the  37  million  el- 
derly and  disabled  adults  who  are  eligible  for  Medicare  are  covered  through  HMOs. 
The  number  is  growing  about  3  percent  a  month,  he  said. 

Health-maintenance  orgamzations  are  popular  in  such  large  states  as  California, 
Florida  and  New  York,  where  health-care  costs  are  almost  double  what  they  are 
here,  he  said. 

One  other  HMO  in  North  Carolina,  the  Kaiser  Foundation  Health  Plan  of  North 
Carolina,  offers  coverage  to  about  3.900  people  eligible  for  Medicare.  But  Medicare 
does  not  pay  Kaiser  a  flat  fee.  Instead,  Medicare  pays  whatever  the  care  costs;  there 
is  little  risk  to  Kaiser  and  less  opportunity  for  Medicare  to  save  money.  "The  Part- 
ners HMO  will  be  the  first  full-blown  HMO  in  North  Carolina  taking  Medicare," 
Gorman  said. 

Partners  was  started  in  1986  and  is  owned  jointly  by  Carolina  Medicorp  Inc.. 
Forsyth  Hospital's  parent  company,  and  a  group  of  doctors  called  Carolina  Physi- 
cians Associates.  Until  now.  Partners  has  worked  through  emplovers  to  enroll  near- 
ly 100.000  members. 

Veach  said  that  partners  decided  to  expand  its  coverage  to  Medicare  recipients  be- 
cause many  of  its  members  who  retired  and  went  on  Medicare  asked  Partners  for 
a  plan. 

He  said  that  Partners  will  start  marketing  the  new  plan,  called  Senior  PART- 
NERS 65+.  by  writing  to  about  1.000  former  members  next  month.  Partners  will 
start  enrolling  others  in  Forsyth  County  m  August  or  September  and  expand  to  sur- 
rounding counties  later  this  year. 

Veach  said  that  Medicare  recipients  will  be  able  to  choose  from  among  196  doctors 
in  Forsyth.  If  they  need  hospital  care,  they  would  be  admitted  to  Forsyth  Memorial 
or  Medical  Park  Hospital.  Partners  also  has  contracts  with  home-health  agencies, 
nursing  homes  and  other  health-care  companies. 

Mr.  Hastert.  At  this  time  I  would  like  to  call  on  Congresswoman 
Lincoln. 

Mrs.  Lincoln.  Thank  you,  Mr.  Chairman. 

I  don't  think  anybody  argues  that  we  want  to  preserve  the  pro- 
gram, and  the  only  way  we  feel  we  can  do  that  is  to  limit  the 
growth  in  terms  of  how  it  has  exploded  in  the  recent  years. 

My  concern  in  having  a  district  with  a  larger  than  national  aver- 
age number  of  elderly  citizens,  and  without  a  lot  of  concrete  propos- 
als about  how  to  change  the  system,  is  how  we  are  going  to  realize 
this  $274  billion  of  savings  out  of  Medicare.  Some  of  you  all  alluded 
to  increasing  copayments,  deductibles,  and  premiums  paid  by  the 
seniors,  and  you  are  arguing  that  maybe  this  is  going  to  make  sen- 
iors more  cost-conscious. 


74 


Data  shows  that  two-thirds  of  all  Medicare  beneficiaries  have  in- 
comes of  less  than  $25,000  a  year,  and,  on  average.  Medicare  bene- 
ficiaries are  already  spending  21  percent  of  their  income  on  health 
care.  I  would  like  to  discuss  that,  because,  if  they  are  already 
spending  21  percent  of  their  income  on  health  care,  I  would  think 
that  they  are  probably  already  pretty  cost  conscious  if  two-thirds 
of  their  incomes  are  below  $25,000  a  year. 

So  my  concern  is  that  I  don't  know  that  we  are  going  to  realize 
all  of  these  savings  by  creating  this  big  cost-conscious  constituency 
out  there.  There  are  really  some  programmatic  problems  we  have 
to  deal  with,  particularly  when  you  talk  about  managed  care.  Man- 
aged care  has  been  proposed  as  the  end-all,  be-all,  save-all  in  terms 
of  keeping  the  Medicare  program  solvent. 

I  experience  managed  care  because  my  district  aligns  with  Mem- 
phis and  because  I  am  closer  to  Memphis  and  TennCare  than  to 
Little  Rock.  My  constituency,  particularly  the  Medicare  and  Medic- 
aid population,  uses  the  Memphis  Medical  Center  instead  of  Little 
Rock,  and  right  now  we  have  very  limited  services  available  to  us. 
If  we  have  a  heart  attack  in  West  Memphis,  Arkansas,  we  get  sta- 
bilized at  the  Med  and  we  are  shipped  out.  They  don't  take  us  in, 
though. 

The  repayment  system  for  TennCare  is  anywhere  from  6  to  18 
months  behind  for  physicians.  They  have  eliminated  the  burn 
traumacenter,  partially,  they  have  talked  about  eliminating  OB- 
GYN  this  month,  I  believe,  and  also  the  cardiology  and  the  AIDS 
center.  So  there  is  some  real  question  as  to  whether  this  managed 
care  is  going  to  actually,  one,  create  the  savings  without  making 
these  beneficiaries  choose  between  their  food  allowance  and  their 
health  care  allowance,  and  two,  whether  or  not  you  can  downsize 
to  provide  the  needed  services.  In  addition,  it  is  important  to  main- 
tain education  and  medical  training  centers. 

Ms.  Steelman.  Mrs.  Lincoln,  you  have  made  some  excellent 
points.  The  first,  on  cost  consciousness. 

Mrs.  Lincoln.  I  am  living  them. 

Ms.  Steelman.  You  are  right  on  target. 

First,  I  have  to  say  that  the  reason  beneficiaries  are  not  as  cost 
conscious  as  we  would  like,  even  though  they  are  spending  their 
Social  Security  checks  on  health  care,  is  because  of  the  way  it  is 
organized.  As  I  suggested,  the  private  sector  policies  are  more  inte- 
grated and  more  comprehensive  and  give  a  beneficiary  the  access, 
like  looking  at  their  own  bill,  for  example,  to  help  eliminate  some 
of  the  fraud. 

Right  now  you  have  Part  A,  Part  B,  75  percent  of  beneficiaries 
have  to  pay  out  for  medigap,  which  is  not  a  way  to  make  bene- 
ficiaries cost  conscious.  That  is  one  of  the  things  that  we  have  to 
do  in  restructuring,  is  open  up  the  program  for  better  access  by 
beneficiaries,  to  take  that  21  percent  they  are  now  paying  and 
maybe  make  it  18  or  17  or  16  by  virtue  of  their  own  actions. 

Mrs.  Lincoln.  But  just  capping  the  amounts  you  will  spend 
without  making  programmatic  changes  will  not  make  seniors  cost- 
conscious. 

Ms.  Steelman.  That  is  right,  but  I  don't  think  anybody  is  sug- 
gesting that.  Second,  on  TennCare,  the  key  to  TennCare,  and  that 
is  Medicaid  so  I  won't  waste  a  lot  of  time  here,  is  the  capitation 
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rate  on  TennCare  is  about  $1,200  a  year.  Even  the  Republican  pro- 
posals suggest  that  by  the  end  of  7  years  we  will  be  spending  at 
least  $6,300  for  beneficiaries.  So  the  implications  of  TennCare  are 
not  on  point  at  all  in  terms  of  Medicare. 

Mrs.  Lincoln.  Well,  when  you  manage  care,  you  are  going  to 
manage  it  for  Medicaid  or  the  Medicare  group. 

Ms.  Steelman.  It  is  the  payment  rate  that  is  the  problem  with 
TennCare:  $1,200  doesn't  buy  very  much  care.  TennCare  has  its 
own  unique  set  of  problems,  and  I  would  suggest  that  they  are  not 
directly  on  point  to  where  we  are  headed  in  Medicare,  but  they  do 
offer  great  brake  lights  to  take  a  look  at  what  we  are  doing. 

Mrs,  Lincoln.  I  would  just  caution  you  that  there  is  a  lot  to  be 
learned  from  TennCare.  whether  you  are  talking  about  Medicaid  or 
Medicare,  because  you  are  capping  the  amount  of  money  and  you 
are  limiting  services.  I  would  like  Ms.  Moon  to  comment. 

Ms.  Moon.  One  of  the  important  things  about  TennCare  is  an  in- 
dication of  what  happens  when  you  move  so  rapidly  to  try  to 
achieve  massive  savings.  I  think  that  is  one  of  the  real  lessons  to 
learn  from  TennCare.  I  think  contrasting  what  is  happening  to 
TennCare,  where  some  managed  care  has  come  in  a  more  rational 
way,  such  as  in  Oregon  and  Wisconsin  for  Medicaid  populations,  is 
very  telling  in  terms  of  what  to  expect  from  managed  care. 

Mrs.  Lincoln.  Just  to  expand  on  that,  I  think  as  we  talk  about 
making  cuts  without  having  any  proposals  or  any  plan  in  place, 
which  is  kind  of  what  happened  with  TennCare,  you  are  exactly 
right,  we  are  looking  for  a  train  wreck. 

Thank  you,  Mr.  Chairman. 

Mr.  HASTERT.  The  gentlewoman's  time  has  expired. 
The  gentleman  from  Pennsylvania.  Mr.  Greenwood. 
Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Ms.  Steelman,  in  the  short  time  that  this  Congress  has  been  en- 
gaged in  this  discussion,  it  has  already  become  almost  standard 
material  knowledge  that  we  have  to  figure  out  how  to  achieve  in 
the  Medicare  system  the  kind  of  savings  that  have  been  achieved 
in  the  private  sector.  And  then  Ms.  Moon  comes  before  us  today 
and  says,  well,  it  depends  on  the  period  of  time  you  want  to  look 
at  the  savings  rates  in  the  private  system.  She  says  that  the  pri- 
vate insurance  per  capita  growth  has  been  about  8.7  percent  over, 
I  think  it  was  the  past  7  years,  whereas  Medicare  has  been  at  9.2 
percent  if  you  take  out  catastrophic.  Private  insurance  has  actually 
grown  a  little  quicker  than  Medicare,  because  Medicare,  without 
catastrophic,  was  about  8.4  percent  compared  to  the  8.7  percent. 

I  would  like  your  response  to  that  argument.  What  is  the  proper 
period  of  time  over  which  we  should  look  at  the  gains  that  we  are 
looking  to  parallel  in  the  private  sector? 

Ms.  Steelman.  Most  of  the  real  savings  in  the  private  sector  in 
almost  any  employer  setting  came  not  within  the  first  year  or  2  but 
in  the  years  3  through  7.  In  terms  of  restructuring,  I  think  that 
is  a  fair  timeframe  to  look  at. 

Obviously,  this  Congress  has  challenges  that  deal  with  years  1 
and  2  as  well.  Those  challenges  have  been  dealt  with  by  Presidents 
of  both  parties  and  Congresses  of  both  parties  over  the  last  decade. 
We  do  have  many  proposals  in  front  of  the  Congress,  many  propos- 
als listed  in  the  CBO  options  book,  as  they  have  been  for  the  better 
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part  of  15  years,  and  those  proposals  will  have  to  be  acted  upon 
by  this  Congress  in  terms  of  the  incremental  changes,  the  changes 
to  fee  structures. 

In  the  past  we  went  to  things  like  DRG's  or  RVS's,  as  far  as  phy- 
sician fees.  We  will  have  to  go  beyond  that  in  terms  of  actually 
what  is  in  law  today.  You  are  going  to  have  to  make  changes.  That 
is  where  the  bulk  of  the  savings  have  to  come  from  in  the  near 
term. 

But  it  is  not  at  all  unrealistic,  judging  by  the  experience  we  have 
in  the  private  sector.  And,  obviously,  you  have  to  take  everything 
with  a  grain  of  salt,  because  we  only  have  3  years  of  data  in  the 
private  sector  of  real  changes.  It  is  not  unrealistic  at  all  to  expect 
significant  savings,  savings  of  the  level  that  will  be  required  to 
meet  your  budget  targets  over  those  out  years. 

Mr.  Greenwood.  I  think  that  this  is  a  critical  issue,  because 
whatever  we  do  will  be  based  on  some  predictions  about  what  it  is 
going  to  gain  us  in  savings.  And  the  only  way  we  will  be  able  to 
make  thoughtful  predictions  is  to  look  at  the  past,  of  some  other 
system  in  the  private  sector. 

In  your  testimony,  you  noted  that  in  the  last  year  we  have  seen 
actually  a  minus  1  percent  growth  rate,  and  I  think  that  applies 
to  the  largest  of  the  private  sector  systems.  Is  it  worth  our  while 
to  look  at,  in  your  view,  what  is  accountable  for  declining  costs  in 
those  large  private  sector  systems?  What  lessons  can  we  learn  from 
what  went  on  last  year  to  apply  toward  the  future? 

Ms.  Steelman.  There  were  several  things.  No.  1,  the  penetration 
of  managed  care  became  much  more  significant  over  the  time  pe- 
riod. And  several  scholars  have  suggested  that  the  deeper  managed 
care  penetrates  into  the  community  the  more  the  ripple  effect  into 
the  private  sector. 

Second,  I  would  have  to  say  the  political  environment  has  also 
contributed.  Clearly.  President  Clinton's  call  for  health  care  reform 
was  a  chilling  effect  on  the  industry  that  was  welcome.  One  of  the 
most  fundamental  purposes  of  having  the  Presidency  and  being  in 
the  Congress  is  as  a  bully  pulpit.  I  would  urge  you  to  keep  up  that 
kind  of  pressure  which  you  are  in  fact  doing  through  the  Medicare 
and  Medicaid  reforms  you  are  suggesting  now. 

The  third  reason  is  the  fact  that  the  employees  are  actually  in- 
volved now.  In  the  beginning,  management  came  in  and  tried  to 
say,  woops,  we  are  changing  our  system,  you  cannot,  you  are  not 
going  to  have  the  old  system,  you  will  have  a  new  one.  And  there 
was  revolt  and  gaming  and  there  was  all  kinds  of  opposition. 

Now,  all  of  the  big  companies  are  having  to  do  what  they  call  the 
second  sale,  where  in  any  large  employer  you  don't  have  a  choice 
of  one  plan.  It  is  quite  common  to  have  5  or  6  or  8  plans  where 
an  employee  makes  the  choice.  And  the  employee's  dollars  are  their 
own  in  many  cases,  through  the  use  of  flexible  savings  accounts, 
through  the  use  of  high-deductible  policies.  Employees  are  driving 
the  decisions.  That#has  to  go  even  deeper  in  the  private  sector.  We 
have  just  begun  to  "see  the  cusp  of  this  trend  and  clearly  has  to  be 
put  in  place  in  Medicare. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

Mr.  Hastert.  The  gentleman  from  Oregon,  Mr.  Wyden. 
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Mr.  Wyden.  Thank  you,  Mr.  Chairman.  I  want  to  thank  all  our 
panel  members,  most  of  whom  have  been  helpful  to  me  over  the 
years.  It  is  good  to  have  you  with  us. 

My  community  is  essentially  the  poster  child  for  managed  care 
and  good  managed  care  that  all  of  you  have  been  talking  about.  We 
spent  essentially  20  years  building  the  system,  and  I  have  gone 
back  to  many  of  those  people  and  have  said,  look,  what  Congress 
is  about  to  vote  on  now  is  a  reduction  in  Medicare  spending  of  15 
percent,  three  times  greater  than  anything  that  Congress  has  ever 
enacted.  And  would  it  be  possible  in  the  context  of  this  kind  of 
budget-driven  approach  to  get  the  kind  of  Portland  program  off  the 
ground?  And  to  a  person,  Democrats,  Republicans,  independent 
health  policy  people,  they  said,  Ron,  it  couldn't  be  done.  We  could 
not  have  done  it. 

So  they,  I  think,  offer  a  judgment  that  is  important  in  that  con- 
text. And  then  they  go  on  to  say  they  are  very  troubled  by  what 
is  being  considered  as  well,  because  it  looks  like  the  cuts  that  are 
being  considered  are  across  the  board,  so  places  like  Portland, 
which  have  really  swallowed  hard  years  ago  and  made  some  tough 
calls,  would  get  hit  again  because  as  a  low-cost  area,  they  are  dis- 
proportionately hit  by  across-the-board  cuts. 

I  would  like  your  reaction  to  that.  Ms.  Steelman,  all  of  you  that 
would  like  to  participate,  please. 

Ms.  Steelman.  I  would  say  the  amazing  thing  about  Portland  is 
that  Portland  did  do  it.  Portland  built  a  managed  care  infrastruc- 
ture that  was  very  attractive  to  Medicare  beneficiaries.  Your  enroll- 
ment rates,  I  think,  is  above  60  percent,  maybe  even  close  to  80. 
The  statistics  vary.  But  you  did  it  on  an  AAPCC  far  lower  than  the 
rest  of  the  country.  That  is  the  amazing  thing  about  Portland.  Your 
beneficiaries  actually  pay  additional  premiums  to  be  part  of  the 
managed  care  operations  because  they  consider  it  a  high  value  way 
to  get  health  care. 

What  we  would  like  to  do,  in  fact,  through  this  budget  would  be 
to  replicate  Portland  around  the  country.  I  agree  that  Portland,  be- 
cause it  is  already  a  low-cost  area,  if  we  ask  them  to  go  further, 
that  would  be  inappropriate.  But  the  interesting  thing  about  Port- 
land is  it  can  serve  as  such  a  model  because  they  did  build  a  man- 
aged care  infrastructure  on  far  less  reimbursement  than  the  rest 
of  the  country  gets. 

Mr.  Wyden.  But  they  have  said  point-blank  they  could  not  have 
done  it  in  this  kind  of  context  where  spending  is  being  reduced  15 
percent.  I  mean,  I  think  that  is  the  threshold  question.  We  want 
to  see  a  more  competitive  marketplace.  There  surely  is  a  bigger 
role  for  competition,  but  these  people  in  Portland,  who  have  built 
what  is  really  being  held  up,  and  I  appreciate  all  the  bouquets  you 
are  tossing  my  city  as  the  poster  child,  have  said  it  could  not  have 
happened  under  a  budget  reduction  of  $274  billion. 

Maybe  one  other  question  because  I  know  time  is  short.  On  the 
question  of  competition,  and  as  a  Democrat  who  believes  we  ought 
to  have  more  competition,  I  would  like  your  thoughts  on  how  this 
voucher  concept  would  work  for  low-income  older  people. 

Because  my  concern  is  we  have  a  senior  citizen  who  is  low  in- 
come, who  is  a  heavy  care  individual,  has  a  multiple  set  of  prob- 
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lems,  and,  suddenly,  if  Federal  Government  says,  here,  ma'am, 
take  this  voucher  and  go  out  and  make  the  marketplace  work. 

Now,  I  happen  to  think  that  competition  can  work  for  a  lot  of 
older  people,  particularly  those  who  are  better  off,  but  I  must  say 

1  am  very  troubled  about  how  this  voucher  idea  would  work  for 
that  kind  of  person,  I  would  be  interested  in  panel  members' 
thoughts  on  that.  Maybe  Ms.  Moon,  we  would  begin  with  you  and 
get  each  of  you  that  would  like  to  comment. 

Ms.  MOON.  I  share  your  concern.  I  have  no  doubt  that  a  voucher 
system,  more  competition,  will  probably  serve  very  well  young,  so- 
phisticated Medicare  beneficiaries  who  have  had  experience  with 
the  managed  care  world  and  so  forth.  I  am  very  concerned  about 
what  happens  to  the  folks  that  get  left  behind,  the  lower-income  in- 
dividuals, the  very  frail  individuals,  the  people  who  are  much  older. 
And  I  think  that  those  people  are  going  to  be  less  equipped  and 
less  anxious  to  go  out  into  that  kind  of  a  world,  particularly  if  it 
means  restricting  choices  of  the  physicians  that  they  rely  on,  par- 
ticularly for  these  folks  who  have  not  just  1  physician  but  perhaps 

2  or  3.  They  might  be  able  to  find  a  network  where  one  physician 
will  serve  them  but  not  two  or  three. 

Mr.  WYDEN.  Mr.  Chairman,  can  I  get  one  other  question  in  real 
quick? 

Mr.  Hastert.  Very  quickly. 

Mr.  Wyden.  Thank  you,  Mr.  Chairman. 

For  the  GAO,  isn't  the  history  of  trying  to  do  managed  care  on 
a  dime  inviting  more  fraud  like  we  saw  in  south  Florida?  You  all 
have  done  these  reports  and  they  are  quality  reports.  My  sense  is 
that  the  reports  show  when  you  try  to  turn  these  systems  on  a 
dime,  you  get  more  fraud;  is  that  correct? 

Mr.  Ratner.  You  are  saying  when  they  are  introduced  very 
quickly? 

Mr.  Wyden.  Yes,  like  south  Florida. 

Mr.  Ratner.  Well,  certainly  I  think  it  is  true  that  if  you  intro- 
duce a  system  very  quickly,  without  appropriate  safeguards  and 
-without  having  managed  care  plans  in  place  that  have  a  real  com- 
munity presence,  there  is  a  greater  risk  of  problems.  I  think  it  real- 
ly depends  on  what  the  conditions  are,  perhaps,  at  least  as  much 
as  what  the  speed  is  of  introduction. 

Mr.  Wyden.  Thank  you  for  the  extra  question. 

Mr.  Hastert.  The  gentleman's  time  has  expired.  The  gentleman 
from  Iowa,  Mr.  Ganske. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman.  Unfortunately,  I  have 
not  been  able  to  be  here  for  the  whole  testimony,  so  rather  than 
rehash  some  questions  that  may  have  already  been  asked,  I  am 
going  to  yield  some  time  to  Mr.  Burr. 

Mr.  BURR.  Thank  you,  Dr.  Ganske,  and  the  Chair.  I  will  be  very 
brief.  I  want  to  follow  up,  and  I  appreciate  Mr.  Wyden  heading  this 
way. 

Mr.  Ratner,  fraud  and  abuse.  We  have  heard  a  lot  of  numbers 
batted  around.  Does  the  GAO  have  a  number  of  annual  fraud  and 
abuse? 

Mr.  Ratner.  Nobody  has  a  good,  solid  estimate  of  the  amount  of 
fraud  and  abuse.  Instead,  everyone  relies  on  discussions  among  ex- 
perts and  those  involved  for  assessments  of  how  much  there  is. 
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The  numbers  range  perhaps  from  3  to  5  percent  to  as  high  as  10 
percent.  Everyone  has  to  acknowledge  that  these  are  pretty  soft 
numbers. 

Mr.  Burr.  Well,  I  think  certainly  Mr.  Wyden's  point  was  that  ex- 
pedience that  we  move  with  a  new  program  would  in  fact  increase 
the  likelihood,  and  I  guess  I  would  take  a  little  bit  of  objection  to 
that.  Isn't,  in  fact,  the  lack  of  oversight  the  result  of  why  we  have 
the  fraud  and  abuse  today? 

Mr.  Ratner.  The  lack  of  oversight  or  ineffective  oversight  is  one 
very  important  reason. 

Mr.  Burr.  I  guess  I  would  say  this.  Did  we  just  realize  this  year 
that  we  had  a  problem  with  fraud  and  abuse  in  Miami? 

Mr  Ratner.  No. 

Mr.  Burr.  So  it  was  just  this  year  that  we  decided  to  tackle  it, 
though. 

Mr.  Ratner.  HCFA  has  undertaken  a  real  serious  initiative 
there.  They  have  really  ratcheted  up  their  level  of  effort. 

Mr.  Burr.  Is  Miami  the  only  place  in  the  country  we  have  that 
problem? 

Mr.  Ratner.  No. 

Mr.  Burr.  Is  there  an  effort  being  made  across  the  country  by 
HCFA  similar  to  that  in  Miami? 

Mr.  Ratner.  HCFAs  Operation  Restore  Trust,  I  believe,  is  fo- 
cused on  5  States  where  they  think  there  are  particular  problems, 
and  they  have  some  other  efforts  under  way  as  well. 

Mr.  BURR.  In  the  GAO's  opinion,  is  there  a  turf  war  between 
agencies  as  it  relates  to  the  jurisdiction  on  fraud  and  abuse? 

Mr.  Ratner.  I  am  not  aware  of  a  turf  war,  per  se.  I  think  that 
there  historically  has  been  both  difficulty  in  getting  coordination 
and  then  interest  in  trying  to  have  that  happen.  It  seems  to  be 
happening  somewhat  more  now. 

Mr.  BURR.  I  will  ask  it  in  another  way.  Is  there  open  cooperation 
between  agencies  to  eliminate  fraud  and  abuse  in  Medicare? 

Mr.  Ratner.  In  my  view,  right  now  there  is.  There  is  some  good 
cooperation  going  on. 

Mr.  Burr.  I  thank  you  for  that.  Mr.  Chairman,  I  yield  back  the 
remainder  of  the  time. 

Mr.  Hastert.  The  gentleman  yields  back  the  remainder  of  his 
time.  The  gentleman  from  Oklahoma,  Mr.  Coburn. 

Mr.  Coburn.  Thank  you,  Mr.  Chairman. 

I  appreciate  your  all  being  here.  I  am  somewhat  dismayed  from 
all  the  negativism  I  have  heard  come  from  this  panel  toward  your 
questions,  and  it  brings  to  mind  the  fact  if  we  say  we  cannot  do 
something,  we  certainly  will  not  be  able  to  do  it. 

As  somebody  who  has  come  out  of  the  private  sector  and  who 
was  also  a  practicing  physician  who  knows  full  well  the  waste,  the 
fraud,  the  abuse,  the  misuse,  the  overutilization  associated  with 
Medicare,  I  think  it  is  amazing  we  say  why  can't  we  do  more  than 
what  we  have  said. 

So  prefacing  that,  it  is  also  my  belief  the  reason  we  have  the 
problems  in  Medicare  is  because  we  set  the  wrong  incentives.  And 
that,  in  fact,  if  we  are  going  to  change  Medicare  we  should  be  talk- 
ing about  the  incentives  that  will  be  required  to  change  it. 
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I  would  like  each  of  you,  starting  with  Ms.  Moon,  and  just  going 
down,  to  give  me  the  incentives  you  think  need  to  be  placed  in  the 
marketplace  for  Medicare  to  make  these  savings  and  to  change  the 
Medicare  system.  What  are  the  incentives? 

Ms.  Moon.  I  think  a  broad  philosophical  change  about  what 
health  care  can  do  for  us  as  Americans  is  a  useful  thing  to  have 
happen  not  only  for  Medicare  beneficiaries  but  for  all  of  us.  I  think 
we  have  a  tendency  to  overexpect  results  from  health  care  and  that 
pervades  a  lot  of  what  we  do. 

That  said,  I  think  that  there  are  some  specific  things  you  can  do 
to  try  to  work  on  that,  but  that  is  an  overarching  problem  that  I 
think  will  be  there  even  if  you  put  other  smaller  specific  incentives 
in  place. 

I  am  not  one  who  believes  that  cost  sharing  is  as  effective  as  a 
lot  of  people  do,  because  of  the  existence  of  all  of  the  other  protec- 
tions that  are  out  there  and  because  of  the  fact  that  most  Ameri- 
cans think  that  there  is  a  big  payoff  from  health  care  and  we  are 
anxious  to  get  it. 

So  I  think  that  we  have  to  also  look  at  the  supply  side.  We  have 
jto  look  at  making  sure  that  there  is  good  oversight  of  the  supply 
of  services:  that  there  is  a  lot  of  good  information  about  what  is 
necessary  care.  Those  are  areas  where  1  would  put  additional  em- 
phasis. 

Mr.  COBURN.  Ms.  Steelman. 

Ms.  Steelman.  We  have  to  create  an  environment  in  which  the 
twin  engines  cannot  both  run.  That  you  can  have  fee-for-service 
medicine  if  the  individual  has  more  responsibility  and  has  more 
dollars,  personal  dollars  at  stake,  or  you  can  have  third  party  pay- 
ment if  you  go  more  toward  the  principles  of  managed  care.  The 
beneficiaries  have  to  choose  what  is  right  for  them.  That  is  the  fun- 
damental choice  that  has  to  be  made. 

Underneath  that  there  is  a  whole  range  of  things.  The  Part  A  de- 
ductible and  the  Part  B  deductible  are  nonsensical.  No  private  sec- 
tor policy  would  be  structured  so  that  you  have  to  pay  $750  when 
you  go  to  the  hospital  but  only  $100  to  go  to  unlimited  doctor  visits. 
These  have  to  be  made  more  economically  rational. 

We  should  allow  HMO's  and  other  products  to  offer  zero  pre- 
mium products,  so  that  if  they  can  figure  a  way  to  offer  care  that 
is  efficient,  obviously  with  government  oversight  on  quality  and  de- 
termining standards  by  privately  accredited  organizations,  we 
should  be  able  to  give  that  incentive  out  there.  That  is  a  powerful 
incentive  for  an  organization  to  solicit  beneficiaries'  support. 

Clearly,  we  have  to  have  other  changes  to  the  risk  contract  law. 
The  30-day  opt-out  is  an  invitation  for  fraud  and  for  hopping  be- 
tween plans,  which  increases  cost.  The  acquisition  cost  for  a  man- 
aged care  policy  now  is  in  the  hundreds  of  dollars  for  a  senior. 
These  are  hundreds  of  dollars  that  could  go  to  care. 

So  underneath  that  fundamental  redesign,  there  are  a  host  of 
very  specific  technical  changes  that  need  to  be  made  that  I  look  for- 
ward to  working  with  the  committee  on  over  the  course  of  the  next 
3  months  to  help  craft. 

Mr.  COBURN.  Dr.  Curreri. 

Mr.  Curreri.  Yes.  First  of  all,  I  believe  you  have  to  give  some 
incentives  to  different  types  of  managed  care  options  and  to  im- 
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prove  the  payment  methods,  particularly  by  Medicare  for  HMO's. 
As  you  have  heard  before,  the  AAPCC  is  simply  inadequate  in 
many  parts  of  the  country  and  there  needs  to  be  some  consider- 
ation of  competitive  bidding  for  HMO's  in  markets  where  there  is 
sufficient  HMO  penetration. 

I  think  also  that  there  has  to  be  sufficient  work  done  in  risk  ad- 
justment if  we  are  going  to  make  the  managed  care  options  avail- 
able to  Medicare  physicians  so  that  the  plans  can  be  certain  there 
is  a  risk  selection  and  that  there  is  adjustments  for  any  risk  selec- 
tion that  does  occur. 

Finally,  I  think  you  should  consider  the  question  of  whether  to 
offer  incentives  for  beneficiaries  to  choose  plans  that  are  proven  to 
be  more  cost  effective,  I  have  not  heard  anybody  mention  that 
today  but  that  is  a  potentially  very  powerful  means  of  reducing 
cost. 

Mr.  Coburn.  Mr.  Ratner. 

Mr.  Ratner.  Four  things.  First,  consideration  should  be  given  to 
rewarding  beneficiaries  for  going  with  providers  who  meet  stand- 
ards of  price,  quality,  and  use.  Second,  shift  away  from  the  unre- 
stricted or  relatively  unrestricted  cost  reimbursement  that  we  see 
for  home  health  ana  SNF's. 

Mr.  Coburn.  So  what  kinds  of  incentives  would  you  say  to  do 
that? 

Mr.  Ratner.  Well,  I  think  that  those  are  sometimes  difficult  in- 
stitutional settings  that  require  some  careful  look  at  what  the  de- 
sign is  there.  I  don't  have  a  quick  answer  for  you  on  that.  I  would 
be  glad  to  pursue  that  with  you. 

The  third  is,  and  I  think  an  important  one,  is  trying  to  place 
health  plans  on  a  level  playing  field,  not  prejudging  what  kind  of 
plan  is  the  most  efficient  but  letting  beneficiaries  choose  and  get 
rewarded  for  choosing  the  most  efficient  plan. 

And  the  fourth,  as  Dr.  Curreri  said,  it  is  to  change  the  HMO  pay- 
ment rates  now  for  Medicare  so  that  HMO's  are  paid  for  treating 
the  sicker  and  costlier  patients.  And  that  means  also  that  they 
should  be  paid  less  than  they  are  now  for  treating  the  healthier, 
less  costly  patients. 

Mr.  Coburn.  Thank  you  very  much. 

Mr.  Hastert.  The  gentleman's  time  has  expired. 

I  would  like  to  thank  this  panel  for  their  directness  in  answering 
the  questions  that  were  somewhat  probing  and  I  appreciate  your 
participation. 

There  are  2  votes  pending,  and  we  will  recess  until  12:30.  At  that 
time,  we  will  take  up  the  second  panel. 

[Whereupon,  at  11:50  a.m.,  the  subcommittee  recessed,  to  be  re- 
convened at  12:30  p.m.,  this  same  day.] 

afternoon  session 

Mr.  Bilirakis.  The  hearing  will  come  to  order. 

The  second  panel  consists  of  Dr.  Daniel  H.  Johnson,  President- 
Elect  of  the  American  Medical  Association;  welcome,  Dr.  Johnson; 
Dr.  Paul  A.  Ebert,  Director  of  the  American  College  of  Surgeons; 
Dr.  Ebert,  welcome;  and  Dr.  Patrick  Harr,  Chair  of  the  Board  of 
Directors  of  the  American  Academy  of  Family  Physicians.  Welcome, 
Dr.  Harr. 
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Without  any  further  ado,  you  should  know  your  written  state- 
ments will  be  made  a  part  of  the  record,  and  if  you  could  stay  as 
close  to  the  5-minute  rule  in  your  opening  statements,  we  would 
certainly  appreciate  it.  Thank  you.  Dr.  Johnson. 

STATEMENTS  OF  DANIEL  H.  JOHNSON,  JR.,  PRESIDENT- 
ELECT, AMERICAN  MEDICAL  ASSOCIATION;  PAUL  A.  EBERT, 
DIRECTOR,  AMERICAN  COLLEGE  OF  SURGEONS;  AND  PAT- 
RICK B.  HARR,  CHAIRMAN,  BOARD  OF  DIRECTORS,  AMER- 
ICAN ACADEMY  OF  FAMILY  PHYSICIANS 

Mr.  Johnson.  Thank  you,  Mr.  Chairman. 

And  Mr.  Chairman  and  members  of  the  subcommittee,  my  name 
is  Daniel  H.  Johnson,  Jr.,  M.D.,  and  I  am  a  practicing  diagnostic 
radiologist  from  Metairie,  Louisiana.  I  am  also  President-Elect  of 
the  American  Medical  Association. 

You  have  asked  the  AMA  to  testify  today  about  factors  influenc- 
ing the  growth  of  Medicare.  I  think  we  can  all  agree  on  many  of 
those  factors:  Demographics,  new  technology,  excessive  administra- 
tive hassles,  a  markedly  inefficient  dispute  resolution  system,  and 
a  vastly  increased  demand  for  a  wide  range  of  health  care  services. 
Many  of  these  factors  are  discussed  at  length  in  our  written  testi- 
mony. 

What  I  would  like  to  draw  your  attention  to  is  a  factor  that 
might  not  be  so  well  recognized  but  one  we  believe  to  be  at  the 
heart  of  Medicare's  threatened  insolvency.  That  is,  the  person  con- 
suming the  health  care  services,  which  is  to  say  the  patient,  has 
been  insulated  from  the  cost  of  those  services  by  our  third  party 
payment  mechanisms. 

On&  of  the  major  insulating  factors  has  been  the  availability  of 
medigap  insurance.  Over  70  percent  of  beneficiaries  insulate  them- 
selves from  Medicare's  cost-sharing  provisions  by  purchasing 
medigap  policies  that  transform  Medicare  into  first-dollar  coverage. 
The  CBO  has  estimated  that  these  beneficiaries  consume  24  per- 
cent more  physician  and  hospital  services  than  they  otherwise 
would.  This  obviously  costs  the  program  substantially. 

As  Medicare's  cost  to  government  rose  over  time,  and  as  the  fi- 
nancial burden  got  more  out  of  control,  the  government  responded 
with  price  controls.  Rather  than  easing  the  problem  of  escalating 
costs,  price  controls  have  only  served  to  make  the  fiscal  situation 
worse.  Patients  have  become  even  more  insulated  from  the  true 
cost  of  the  services  they  are  receiving.  Price  controls  have  also 
served  to  eliminate  any  advantage  a  more  efficient  provider  might 
have  had  in  the  marketplace. 

This  is  a  perverse  result.  Think  about  it.  Physicians  and  provid- 
ers are  paid  at  or  below  the  market  cost  to  providing  medical  serv- 
ices and  Medicare  is  still  going  bankrupt. 

It  would  seem  that  we  are  at  an  impasse.  But  I  personally  view 
this  as  the  opportunity  of  a  lifetime.  There  is  a  way  to  solve  this 
dilemma  while  protecting  patients,  and  that  is  by  creating  a  more 
effective  health  care  marketplace.  Get  rid  of  the  distortions.  Get  rid 
of  the  price  controls.  Allow  physicians  and  providers  to  compete 
openly  for  patients'  allegiance  based  on  value.  Give  patients  the  re- 
spect they  deserve  and  allow  them  choice  in  an  open  marketplace. 


83 


We  must  give  the  patient  both  the  opportunity  and  the  respon- 
sibility to  make  wise,  prospective  choices  of  their  physician  and 
their  financing  mechanism,  with  a  chance  to  change  either  if  either 
proves  unsatisfactory. 

The  AMA  has  a  proposal  to  transform  Medicare,  to  correct  these 
structural  flaws,  and  to  reduce  the  dependency  of  future  genera- 
tions on  government-subsidized  medical  care.  We  hope  to  have  a  fu- 
ture opportunity  to  discuss  this  proposal  in  depth  with  the  commit- 
tee, but  I  would  be  remiss  if  I  didn't  touch  on  just  a  couple  of 
points  here  today. 

Our  AMA  proposal  is  based  on  2  premises:  ( 1)  that  we  can  save 
money  for  individual  patients  and  assure  Medicare's  long-term  via- 
bility by  focusing  on  individual  responsibility,  changed  incentives, 
and  reduced  administrative  costs;  and  (2)  that  Medicare  patients 
should  have  enhanced  choice  in  ownership  and  responsibilities  for 
their  Medicare  entitlement  while  continuing  to  receive  the  highest 
quality  Medical  care. 

Here  is  how  it  would  work.  Elderly  and  disabled  beneficiaries 
would  have  three  sets  of  options  for  Medicare.  First,  we  would  keep 
what  we  think  of  as  the  traditional  Medicare  and  retool  the  cost- 
sharing  element  and  eliminate  the  need  for  medigap.  Patients 
could,  for  the  first  time,  compare  value  in  their  Medicare  services. 
This  focus  on  value  gets  back  to  what  I  have  been  describing  today. 
It  links  the  patients  to  the  cost  of  the  services  they  use,  something 
we  have  never  done  before.  And  as  the  patient  becomes  more  cost 
conscious,  so  must  physicians,  if  they  are  to  compete  for  these  pa- 
tients' loyalty. 

A  second  option  would  be  something  we  have  chosen  to  call 
Medichoice.  This  option  would  give  patients  access  to  a  wide  array 
of  plans  in  a  fashion  similar  to  that  offered  by  the  FEHBP  to  Mem- 
bers of  Congress  and  Federal  employees. 

Like  the  patient  who  stays  with  traditional  Medicare,  the 
Medichoice  patient  would  have  information  on  rates  and  plan  qual- 
ity to  assist  his  or  her  value  comparison.  Again,  the  patient  and 
physicians  and  providers  become  more  cost  conscious. 

A  third  option  in  lieu  of  these  comprehensive  plans  would  be  a 
medical  savings  account,  coupled  with  a  high-deductible  cata- 
strophic policy.  This  is  just  a  preview  of  our  more  comprehensive 
proposal  and  how  it  responds  to  the  elements  that  have  brought 
about  Medicare's  extraordinary  growth. 

Now  is  not  the  time  to  be  timid.  Americans  can  no  longer  post- 
pone tackling  fundamental  Medicare  restructuring.  We  cannot  stop 
technological  process  or  change  the  fact  that  our  population  is 
growing  older  or  living  longer,  nor  would  we  want  to.  But  there  are 
factors  contributing  to  Medicare's  growth  that  we  can  change,  right 
now.  It  is  time  to  reassess  government's  policies  that  have  contrib- 
uted however  inadvertently  to  Medicare's  out-of-control  growth  and 
change  them. 

We  believe  the  AMA's  proposal  for  Medicare  transformation  will 
achieve  the  new  balance  that  is  required  of  us.  I  welcome  the  op- 
portunity to  answer  any  questions  later  on.  Thank  you. 

[The  prepared  statement  of  Daniel  H.  Johnson,  Jr.  follows:] 
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Prepared  Statement  of  Daniel  H.  Johnson,  Jr.,  MD,  on  Behalf  of  the 
American  Medical  Association 

Mr.  Chairman,  my  name  is  Daniel  H.  Johnson.  Jr..  MD.  I  am  a  diagnostic  radioio- 

fist  from  Metairie,  Louisiana,  and  President-elect  of  the  AMA.  On  behalf  of  the 
00.000  physician  and  medical  student  members  of  the  American  Medical  Associa- 
tion (  AMA),  I  thank  you  for  the  opportunity  to  present  testimony  to  the  Subcommit- 
tee today  regarding  the  sources  of  Medicare's  growth  and  the  AMA's  ideas  about 
how  the  program's  future  solvency  should  be  addressed. 

Thirty  years  ago,  the  Congress  enacted  a  pledge  for  America's  future:  the  Social 
Security  Amendments  of  1965  creating  the  Medicare  program.  The  program  began 
as  an  open-ended  promise,  not  limited  in  financial  amount  or  conditioned  on  finan- 
cial need.  Over  time,  this  promise  has  been  eroded  by  expediency,  by  inattention, 
and  most  of  all  by  repeated  short-sighted  efforts  to  prop  up  a  fundamentally  flawed 
-  financing  system.  Make  no  mistake,  the  program  has  achieved  great  success  in 
meeting  its  objective  of  providing  universal  access  to  high  quality  medical  care  for 
elderly  and  disabled  Americans.  Today's  Medicare  patient  is  generally  healthier, 
lives  far  longer  and  is  more  productive  than  his  or  her  counterpart  of  thirty  years 
ago.  Physicians  are  proud  of  our  key  role  in  this  record  of  success,  and  our  goal  is 
to  build  on  these  achievements. 

Yet  as  all  who  study  the  program  now  know,  Medicare  spending  has  grown  much 
more  rapidly  than  initially  projected.  Services  and  populations  nave  been  added, 
with  an  increased  demand  for  the  advances  of  modern  health  care  technology.  Cost- 
sharing  provisions  have  been  nullified  and  fail  to  instill  significant  cost-conscious- 
ness among  beneficiaries.  The  growing  financial  burden  of  the  program  has  led  to 
increased  taxes  on  working  Americans  and  provider  payment  reductions  that  threat- 
en the  access  to  health  care  of  the  very  citizens  the  program  is  designed  to  benefit. 
Clearly,  basic  reform  of  Medicare  is  urgently  needed. 

A  transformation  of  Medicare  is  required  if  we  are  to  keep  our  pledge  to  Ameri- 
cans. The  answer  is  not  simply  to  throw  more  money  at  Medicare.  Nor  is  the  answer 
to  continue  slashing  reimbursement  levels.  A  balanced  budget  cannot  be  "balanced"' 
on  the  back  of  one  program  and  those  who  provide  that  program's  services.  Serious, 
and  perhaps  irreversible,  consequences  to  patient  care  could  flow  from  yet  another 
series  of  ill-considered  cuts. 

budget-based  program  reductions  will  not  work 

Last  summer,  John  Eisenberg,  MD,  outgoing  Chairman  of  the  Physician  Payment 
Review  Commission  (PPRC  i  established  by  Congress,  was  quoted  in  the  New  York 
Times  as  saying: 

"The  problems  in  access  to  physician  services  for  Medicare  beneficiaries  are 
just  below  the  surface.  People  in  areas  underserved  by  doctors,  members  of 
minority  groups  and  poor  people  already  have  the  beginning  of  a  problem. 
This  should  be  a  red  flag." 
To  put  it  simply,  greater  cuts  could  seriously  harm  Medicare  patients.  And  the 
answer  is  not  another  round  of  huge  Part  B  Medicare  cuts;  physicians  have  contrib- 
_  uted  their  fair  share  to  recent  deficit  reduction  efforts.  Consider,  for  example,  the 
following  facts:  physicians,  who  account  for  23%  of  Medicare  outlays,  have 
absorbed  32%  of  Medicare  provider  cuts  over  the  last  decade.  Between  1981 
and  1993,  budget  reconciliation  has  been  the  vehicle  for  reducing  Medicare  baseline 
expenditures  by  some  $98  billion.  In  this  process,  Medicare  projected  physician  pay- 
ments have  been  cut  by  $39  billion.  Enactment  of  OBRA  93  alone  imposed  an  addi- 
tional $47.4  billion  in  provider  cuts  over  five  years  for  Medicare,  including  conver- 
sion factor  cuts  for  1994  and  1995.  Even  with  these  levels  of  cuts,  physicians  have 
succeeded  in  actually  holding  down  the  volume  increases  oelow  that  pre- 
dicted for  1991,  1992  and  1993,  thus  saving  the  program  billions  in  pro- 
jected dollars. 

We  believe  that  Congress  and  the  Administration  should  recognize  physicians'  re- 
cent success  in  moderating  growth  in  Medicare  expenditures  for  physician  services. 
HCFA  data  indicates  that  Medicare  expenditures  for  physician  services  increased  by 
only  3%  during  FY93.  In  the  two  years  preceding  that,  the  average  annual  rates 
on  Medicare  physician  spending  was  only  5.8%.  Lower  rates  of  growth  in  physician 
spending  between  1989  and  1993  have  reduced  the  Medicare  baseline  by  $50  billion, 
nearly  as  much  as  the  total  1992  outlays  for  physician  spending.  Physicians 
should  be  recognized  for  these  savings  and  not  be  forced  to  shoulder  inequitable  bur- 
dens in  another  round  of  budget  cuts. 

Recent  evidence  from  the  PPRC  and  AMA's  Center  for  Health  Policy  Research 
suggests  that  reimbursement  rules  set  in  place  by  OBRA  93  will  cause  a  nosedive 
in  physician  payments  later  in  this  decade  unless  they  are  remedied  now.  While  the 
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trendline  has  increased  during  the  first  two  years  since  enactment,  by  the  end  of 
the  century  physicians  will  be  paid  less  than  they  are  today  for  treating  Medicare 
patients.  This  downward  slope  is  from  figures  calculated  without  any  adjustment  for 
inflation;  measured  in  real  dollars,  the  decline  would  be  even  steeper.  Thus,  even 
without  further  legislative  modifications  to  Medicare,  payment  amounts  for  physi- 
cian services  will  be  further  reduced  below  their  already  inadequate  level  of  64  per- 
cent of  private  payers'  rates. 

FACTORS  DRIVING  MEDICARE  GROWTH 

We  can  probably  agree  on  many  of  the  major  factors  that  have  brought  us  to  this 
perilous  point:  demographics,  new  technology,  and  an  increased  demand  for  a  wide 
range  of  health  care  services.  Underpinning  it  all,  however,  is  a  fundamentally 
flawed  financing  system  that  has  gone  largely  unrecognized  until  the  last  decade. 
And  one  of  the  key  mistakes  we  have  made  is  to  insulate  the  person  consuming  the 
services — the  patient — from  the  cost  of  these  services. 

•  From  1967  (the  initial  complete  year  of  program  operation)  to  1992,  the  number 

of  enrollees  served  by  the  program  increased  from  19.5  million  to  35.2  million. 
«  From  1967  to  1992,  program  expenses  grew  from  $4.7  billion  to  $135.8  billion. 

•  From  1967  to  1992.  the  number  of  claims  paid  grew  from  31.5  million  to  496.5 

million. 

Demographic  change  has  contributed  significantly  to  Medicare's  growth.  The  U.S. 
population  has  grown  31  percent  since  the  inception  of  the  program,  while  the  per- 
cent of  the  population  aged  65  and  older  grew  by  more  than  50  percent.  Life  expect- 
ancy of  the  Medicare  population  has  also  increased  by  more  than  14  percent  for  both 
males  and  females.  Finally,  the  age  distribution  of  the  elderly  has  shifted  toward 
an  older  average  age,  with  the  group  aged  85  and  older  growing  by  68  percent. 

Technological  progress  in  medical  care  is  generally  acknowledged  as  having  been 
a  significant  factor  behind  Medicare  expenditure  growth.  Technological  advances 
since  1966,  when  Medicare  was  first  implemented,  have  expanded  the  scope  of  dis- 
eases and  conditions  that  are  treatable,  increased  the  treatments  available  and  im- 
proved their  efficacy  and  safety,  made  the  treatments  less  painful  and  unpleasant, 
and  have  often  decreased  the  recovery  time  necessary  for  a  patient  to  be  able  to  re- 
turn to  productivity.  In  recent  years,  estimates  for  the  impact  of  new  technology  on 
expenditure  growth  are  generally  in  the  15-17%  range  (PPRC  1993  estimate;  AMA's 
Center  for  Health  Policy  Research  1992  estimate). 

Significant  growth  also  has  occurred  in  the  rate  of  use  of  services,  in  that  the 
number  of  enrollees  who  use  more  services  paid  for  by  the  program  has  increased 
markedly.  The  number  of  persons  actually  receiving  services  increased  118  percent 
between  1966  and  1993.  At  the  same  time,  the  average  amount  of  services  consumed 
by  each  enrollee  receiving  services  increased  6.5  times.  This  increased  rate  of  use 
and  more  expensive  consumption  served  to  increase  the  amount  paid  per  enrollee 
by  1340  percent. 

Other  beneficiary  demand  factors  have  been  suggested  as  driving  a  portion  of 
Medicare's  growth.  These  include  growth  in  beneficiary  income  and  reductions  in 
out-of-pocket  liability  by  way  of:  (1)  increased  Medigap  coverage;  (2)  increased  as- 
signment of  claims,  combined  with  limits  on  balance  billing;  and  (3)  real  rate  reduc- 
tions in  the  deductible.  It  is  well  known  that  patient  utilization  of  services  is 
directly  related  to  the  degree  of  cost  sharing  for  those  services.  CBO  re- 
search estimates  that  beneficiaries  with  Medigap  coverage  consume  24%  more  phy- 
sician and  hospital  services  than  those  without  such  supplementary  coverage.  Since 
more  than  70%  of  beneficiaries  own  such  policies  (which  essentially  convert  Medi- 
care into  first-dollar  coverage),  program  expenditures  are  significantly  increased  by 
defeating  the  cost-sharing  requirements  of  Medicare. 

Finally,  health  provider  fraud  and  abuse  is  responsible  for  some  portion  of  Medi- 
care's growth.  Allegations  of  "upcoding"  by  physicians,  and  charges  that  physicians 
inflate  the  number  of  necessary  visits  by  a  Medicare  patient  are  undoubtedly  true 
among  a  very  small  percentage  of  "outliers."  Researchers  disagree  about  the  effect 
of  these  few  practitioners;  while  some  have  discovered  some  evidence  of  upcoding, 
for  instance,  others  have  produced  studies  repudiating  any  significant  effect  from 
such  fringe  practices.  Despite  the  relatively  small  number  of  aberrant  or  "outlier" 
practitioners,  the  damage  they  do  is  enormous;  the  AMA  has  a  zero-tolerance  policy 
in  dealing  with  these  physicians.  For  its  part  in  the  battle  against  inappropriate 
physician  activity  and  fraud,  the  AMA  is  currently  working  in  conjunction  with  both 
the  Department  of  Justice  and  the  FBI  in  stepping  up  its  assault  on  fraud  and 
abuse  within  Medicare. 

While  the  Part  B  Trust  Fund  is  technically  considered  "actuarially  sound,"  this 
determination  is  based  on  the  fact  that  the  Part  B  side  of  this  entitlement  program 
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is  financed  largely  from  general  revenues.  When  Medicare  was  enacted  in  1965,  gen- 
eral revenues  were  to  have  covered  50%  of  Part  B  expenses;  yet,  in  1993,  general 
revenue  contributions  to  the  Part  B  trust  fund  amounted  to  about  $41.6  billion,  ac- 
counting for  71.9%  of  total  Part  B  program  expenses  ($57.8  billion  in  1993).  Pre- 
mium payments  accounted  for  approximately  $14.2  billion,  or  about  24.6%  of  pro- 
gram revenue.  Interest  payments  accounted  for  the  remaining  3.5%  of  fund  revenue. 

In  the  twenty-five  year  period  between  1967  and  1992,  the  program  has  increased 
in  population  by  80.3%  (2.4%  annual  growth),  program  expenditures  have  increased 
by  2,767.7%  (14.4%  annual  growth),  and  claims  paid  volume  have  increased  by 
1,477.7%  (11.7%  annual  growth.  This  growth  trend  is  certain  to  continue  well  into 
the  future  absent  determined  intervention.  Last  September,  the  Congressional 
Budget  Office  released  figures  projecting  that  Medicare  spending  will  increase  from 
$195  billion  in  1994  to  $434  billion  by  2004. 

PENDING  BUDGET  ACTION 

The  AMA  supports  the  idea  of  a  competitive  market-driven  system  as  the  best  op- 
tion for  the  future  of  the  Medicare  program  because  it  offers  more  choice  to  senior 
citizens.  We  must  give  the  patient  both  the  opportunity  and  the  responsibility  to 
make  wise  prospective  choices  of  physician  and  of  financing  mechanisms,  with  the 
opportunity  to  change  either  if  they  prove  unsatisfactory.  An  effective  health  care 
marketplace  is  only  achievable  if  we  rid  ourselves  of  the  current  distortions  that 
have  had  the  perverse  effect  of  aggravating,  rather  than  easing,  the  government's 
burden  in  keeping  Medicare's  promise.  As  long  as  Medicare  insulates  patients  from 
the  true  cost  of  the  services  they  are  consuming,  a  competitive  Medicare  market- 
place will  never  flourish  and  costs  will  continue  to  escalate. 

Those  who  would  rush  to  reduce  Medicare  outlays  to  shore  up  the  program  must 
consider  the  consequences.  This  simplistic  budget-cutting  approach  has  not  resulted 
in  cost-control  over  recent  years;  rather,  price  controls  have  had  the  perverse  effect 
of  exacerbating  Medicare's  fiscal  crisis  and  severely  threatening  the  promised  access 
of  beneficiaries  to  medical  care.  The  truth  is  that  the  Congress  could  come  back 
every  term  and,  facing  intense  political  pressure,  cut  and  cut  payments  for  physician 
provided  health  care  under  Medicare,  and  we  would  still  not  have  resolved  the  un- 
derlying financing  dysfunction  of  the  program  as  whole. 

THE  LONG  TERM:  MEDICARE  TRANSFORMATION 

With  the  potential  for  patient  harm  implicit  in  yet  another  round  of  budget  cuts 
in  Medicare,  the  AMA  believes  that  a  far  different  course  of  action  is  needed.  Budg- 
et-based actions  simply  do  not  address  the  fact  that  the  Medicare  program  is  at  a 
crossroads  and  headed  toward  a  destructive  major  financial  crisis  early  in  the  next 
decade.  There  simply  won't  be  enough  money  in  the  Medicare  trust  fund  to  meet 
the  health  care  needs  of  an  aging  population  that  is  growing  larger  and  larger  and 
living  longer  and  longer  without  fundamental  reform. 

In  short,  a  major  transformation  of  the  Medicare  program  is  required. 
This  transformation  cannot  wait.  Congress  and  the  Administration  should 
not  settle  for  further  short-term  cuts  at  the  margins  or  place  an  artificial 
cap  on  Medicare  expenditures  in  the  name  of  political  expediency.  The 
Medicare  program  urgently  requires  serious,  lasting  change  if  its  promise 
is  to  be  preserved  for  current  and  future  generations  of  Americans. 

The  AMA  is  prepared  to  enter  into  a  new  partnership  in  which  all  parties — pa- 
tients, physicians,  business,  and  the  government — work  together  to  develop  rational 
and  effective  long-term  solutions  to  Medicare's  financing  problems.  We  support  ac- 
tions to  reduce  the  expected  growth  of  the  program  over  time.  In  light  of  what  is 
known  about  the  program's  structural  flaws  and  its  dismal  prospects  if  basic  re- 
forms are  not  made,  the  AMA  believes  that  efforts  to  formulate  long-term  reform 
must  adhere  to  five  basic  principles: 

Beneficiary  cost-consciousness  must  be  encouraged.  Medicare  has  deductibles  and  co- 
insurance provisions  to  encourage  cost-consciousness,  but  these  mechanisms  as 
they  currently  exist  have  failed  to  accomplish  their  goal.  Seventy  percent  of 
beneficiaries  insulate  themselves  from  these  provisions  by  purchasing  private 
supplementary  coverage  ("Medigap")  policies  which  transform  Medicare  into 
first-dollar  coverage.  Thus  insulated  from  even  the  rudimentary  elements  of 
cost-sharing,  these  beneficiaries  consume  an  estimated  24%  more  medical  serv- 
ices than  they  otherwise  would,  costing  the  program  substantially.  The  adverse 
impact  of  Medigap  policies  must  be  critically  evaluated  as  they  affect  the  long- 
term  stability  of  the  program.  At  the  same  time,  we  must  be  cautious  about  the 
burdens  on  the  elderly 
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Competition  among  providers  must  be  facilitated  to  increase  economic  efficiency. 
Medicare  payments  to  physicians  and  providers  are  determined  in  a  way  that 
provides  little  incentive  for  price  competition.  Without  price  competition,  bene- 
ficiaries have  no  incentive  to  be  price-conscious  in  choosing  among  providers 
and.  of  course,  providers  have  no  ability  to  compete  for  business  on  value.  As 
patient  choice  is  a  bedrock  of  AMA  policy  and  part  of  the  original  Medicare 
promise,  options  for  selecting  coverage  and  the  providers  to  deliver  services 
must  be  encouraged.  Mechanisms  that  allow  beneficiaries  to  participate  knowi- 
edgeably  in  their  own  health  decisions  on  the  basis  of  service,  quality  and 
price — that  is,  value — should  be  used  in  the  program. 
Intergenerational  inequity  in  financing  must  be  reduced.  Medicare  is  funded  by  pay- 
as-you-go  financing:  current  workers  support  the  medical  expenses  of  current 
beneficiaries.  Not  only  are  the  elderly  better  off  financially  as  a  group  than 
much  of  the  working  population,  but  the  number  of  workers  supporting  each 
beneficiary  will  begin  falling  rapidly  from  four  at  the  present  time  to  two  in  the 
middle  of  the  next  century.  The  working  population  cannot  be  expected  to  will- 
ingly pay  higher  and  higher  taxes  over  this  period — especially  if  the  long-term 
future  of  Medicare  is  in  serious  doubt. 
Ways  of  reducing  dependency  of  future  generations  on  Medicare  should  be  tested.  To 
reduce  the  burden  of  the  program  on  future  working  generations  and  the  fed- 
eral Treasury,  the  impact  of  the  increasing  number  of  beneficiaries  should  be 
minimized.  Income-relating  the  benefit  subsidy  is  a  suggested  approach  that  is 
supported  by  the  AMA;  however,  additional  approaches  also  merit  consider- 
ation. Incentives  should  be  created  for  more  people  to  work  towards  becoming 
financially  independent  of  Medicare  during  retirement.  Tax  incentives  to  build 
Medical  Savings  Accounts  i'MSAs),  tax-free  accounts  dedicated  to  medical  ex- 
penses, including  nursing  home  and  long  term  care  expenses,  should  be  enacted. 
The  availability  of  Medical  Savings  Accounts  t'MSAs)  to  be  used  for  this  first 
dollar  coverage,  in  tandem  with  "catastrophic"  coverage,  would  enhance  patient 
choice  and  encourage  individual  responsibility,  vital  elements  to  a  balanced 
marketplace.  Another  idea  supported  by  the  AMA  is  that  of  offering  vouchers 
to  assist  beneficiaries  in  their  purchase  of  private  insurance,  which  may  be 
more  desirable  to  some  individuals  than  traditional  Medicare  coverage. 
Reduce  regulatory  and  administrative  complexity.  Physicians  spend  an  inordinate 
portion  of  their  workday  processing  paperwork  and  complying  with  the  tech- 
nical requirements  of  thousands  of  pages  of  Medicare  regulations.  This  is  time 
that  could  be  used  more  productively  treating  patients.  Furthermore,  it  is  one 
of  several  factors  (including  low  rates  of  payment)  that  discourages  physicians 
from  seeing  Medicare  patients. 
These  five  basic  principles  are  those  that  the  AMA  has  repeatedly  advocated  to 
guide  the  design  of  any  approach  to  reforming  Medicare  to  correct  current  structural 
problems  and  to  reduce  the  dependency  of  future  generations  on  subsidized  govern- 
ment medical  care. 

AMA'S  PROPOSAL  FOR  MEDICARE  TRANSFORMATION 

The  AMA  proposal  to  transform  Medicare  draws  its  theme  from  the  principles  de- 
scribed above.  Distilled  to  two  central  ideas,  AMA's  proposal  is  premised  on  the  be- 
lief that: 

•  Individual  responsibility,  changed  incentives  and  reduced  administrative 

costs  will  produce  savings  for  most  patients  and  lead  to  the  fiscal  integ- 
rity of  the  Medicare  program;  and 

•  Medicare  patients  should  have  enhanced  choice  and  the  ownership  and 

responsibility  for  their  Medicare  entitlement,  while  receiving  the  high- 
est quality  medical  care. 

Savings 

How  can  such  a  system  offer  savings  to  the  Medicare  program?  When  individuals 
have  a  financial  stake  in  their  medical  care,  they  are  more  likely  to  be  prudent  con- 
sumers and  seek  the  highest  value  for  their  money.  When  marketplace  distortions 
are  eliminated  through  the  removal  of  government  price  controls,  physicians  and 
other  providers  will  compete  in  the  open  market.  Medicare  can  enjoy  the  same  sav- 
ings currently  enjoyed  by  the  private  sector  from  increased  competition.  At  the  same 
time,  waste  and  administrative  costs  are  much  reduced. 

Beneficiary  Choices 

AMA's  proposal  would  provide  the  elderly  and  disabled  with  several  different  op- 
tions for  Medicare.  For  example,  one  patient,  upon  enrolling  in  the  Medicare  pro- 
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gram,  may  decide  to  stay  in  "traditional"  Medicare.  Her  spouse,  however,  may 
want  to  take  advantage  of  one  of  the  many  managed  care  plans  offered  under  a  new 
"Medichoice" — a  plan  very  similar  to  the  Federal  Employee  Health  Benefit  Plan 
(FEHBP^  he  had  enjoyed  when  he  was  a  postal  worker.  Tneir  neighbor  may  decide 
to  take  advantage  of  the  Medical  Savings  Account  option  with  a  high  deductible  cat- 
astrophic policy  offered  under  Medichoice.  Under  each  scenario,  the  patient  would 
be  assured  of  medical  care  that  continues  to  be  the  best  in  the  world.  But  each  bene- 
ficiary could  personally  tailor  the  program  to  fit  his  or  her  individual  circumstances 
and  in  most  cases  each  Medicare  beneficiary  will  save  money. 

How  might  people  actually  take  advantage  of  greater  personal  responsibility 
under  a  transformed  Medicare?  If  they  chose  'traditional"  Medicare:  patients  would 
only  have  one  form  of  cost  sharing — once  they  met  a  preset  yearly  deductible,  all 
costs  for  covered  services  would  be  paid  by  Medicare,  and  beneficiaries  would  get 
a  refund  if  the>  did  not  use  their  deductible  amount;  patients  would  have  no  need 
to  purchase  medigap  insurance  for  deductibles  and  coinsurance  of  covered  services 
and  no  need  to  fill  out  yet  more  forms;  and  patients  would  comparison  shop  for  a 
physician  using,  in  part,  a  published  "conversion  factor"  and  either  pay  trie  dif- 
ference when  the  physician  charges  exceed  the  government  payment  or  keep  the 
savings  when  the  government  payment  exceeds  the  physician  charges. 

Patients  choosing  "Medichoice"  would  have  access  to  a  wide  range  of  plans  simi- 
lar to  those  offered  by  FEHBP  Each  person  would  receive:  advance  notice  of  the 
government  contribution  toward  the  cost  of  Medichoice  plans;  information  and  rates 
on  plans  in  the  area  to  assist  "value  shopping";  and  an  enrollment  form. 

Patients  will  either  pay  the  difference  when  the  plan  costs  exceed  the  government 
contribution  or  keep  the  savings  when  the  government  contribution  exceeds  the  plan 
costs. 

Each  Medicare-eligible  individual  would  also  have  the  option,  in  lieu  of  com- 
prehensive plans  (such  as  traditional  Medicare  or  Medichoice)  to  establish  a  "Medi- 
cal Savings  Account"  coupled  with  a  catastrophic  policy.  This  MSA/catastrophic 
plan  would:  be  funded  bv  the  government's  annual  contribution  amount;  consist  of 
a  fund  from  which  the  oeneficiary  would  pay  deductible  medical  expenses  and  a 
high  deductible  catastrophic  medical  expense  insurance,  allow  unspent  balances  to 
accumulate  in  the  fund;  and  provide  for  distribution  from  the  MSA  fund  (exempt 
from  federal  and  state  income  tax)  for  medical  expenses,  health  insurance  premiums 
and/or  long-term  care. 

In  the  AMA  proposal,  those  whose  incomes  are  at  or  below  the  poverty  level  would 
be  exempt  from  any  Medicare  cost-sharing.  Those  with  incomes  between  the  poverty 
level  and  150%  of  that  level  would  face  some  cost  sharing,  adjusted  on  a  sliding 
scale  based  on  income. 

Additional  Medicare  Changes 

We  are  also  calling  for  two  additional  changes:  (1)  raising  Medicare's  eligibility 
age  over  time  so  that  it  is  consistent  with  that  of  Social  Security;  and  (2)  reducing 
by  a  modest  amount  the  Medicare  subsidy  of  high  income  beneficiaries. 

Graduate  Medical  Education 

Additional  Medicare  savings  can  be  achieved  by  rationalizing  the  funding  of  our 
graduate  medical  education  (GME)  system.  We  propose  that  Medicare's  contribution 
to  GME  be  reduced  over  time  and  that  the  private  sector  play  an  stronger  role  in 
both  work  force  planning  and  funding  of  GME.  We  recommend  a  gradual  reduction 
in  the  number  of  PGY-1  residency  positions  funded  from  public  services  and  the 
transition  to  a  GME  funding  system  supported  by  all  payers,  including  government 
and  private  insurance  and  managed  care  companies. 

Quality  and  Health  Plan  Standards 

As  Medicare  becomes  a  meaningful  way  for  patients  to  make  choices  in  the  pri- 
vate marketplace,  costly  and  complicated  government  regulations  can  be  reduced 
and  the  private  sector  can  exercise  its  sell-regulatory  expertise.  We  are  proposing 
an  unprecedented  "Partnership  for  Health  Care  Value'  organization  that  focuses 
private  sector  efforts  to  promote  standards  of  quality  and  rules  of  fair  competition 
that  protect  the  patient-physician  relationship.  The  Partnership  will  expand  contin- 
uous quality  improvement  in  medical  care  and  quickly  communicate  clinical  ad- 
vances to  every  physician. 

The  Partnership  can  also  coordinate  efforts  on  finding,  reporting  and  eliminating 
fraud  and  in  educating  physicians  and  patients  about  reducing  care  of  marginal 
value  and  increasing  preventive  care.  A  dramatic,  yet  simple,  way  to  materially  de- 
crease fraud  is  to  share  responsibility  for  its  detection  with  organized  medicine.  Ac- 
cording to  the  FBI,  physicians  are  the  least  likely  group  to  engage  in  fraud,  yet  the 
most  useful  in  assisting  its  prosecution. 
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The  newly  empowered  Medicare  beneficiary  should  not  be  restricted  in  choice  of 
plans  or  providers.  We  must  correct  the  current  competitive  disadvantage  of  physi- 
cian-sponsored health  plans.  Physicians  are  positioned  to  ultimately  balance  the  cost 
and  quality  equation  better  than  any  others  in  the  marketplace,  with  the  potential 
to  save  substantial  amounts  which  today  go  to  the  administration  and  institutional 
investors  of  giant  corporate  plans.  A  simple  program  of  regulatory  relief  will  help 
stimulate  physician  plans  much  as  was  done  for  HMOs  in  the  1970s. 

As  the  nation  attempts  to  strike  a  balance  between  enormous  technological  possi- 
bilities and  clear  resource  limits,  it  is  imperative  that  patients  make  the  choices 
with  physicians  as  their  trusted  advisers.  Our  proposal  for  Medicare  transformation 
attempts  to  achieve  the  new  balance  that  is  required. 

CONCLUSION 

Americans  can  no  longer  postpone  tackling  fundamental  reform  of  the  Medicare 
program.  Failure  to  do  so  is  certain  to  prove  even  more  costly  for  the  millions  of 
Americans  who  expect  to  be  able  to  rely  on  this  program  in  the  future.  Continuation 
of  past  stop-gap  measures,  such  as  chopping  away  at  rates  paid  to  providers  in 
hopes  of  getting  more  services  for  less  money,  will  ultimately  divorce  the  Medicare 
system  and  its  beneficiaries  from  the  mainstream  of  American  medical  care. 

Americans  who  depend  on  the  Medicare  program  for  their  health  care,  as  well  as 
those  who  will  rely  on  it  in  the  future,  should  not  have  to  worry  about  whether  ben- 
efits promised  them  will  be  forthcoming.  In  the  weeks  and  months  ahead,  the  AMA 
pledges  to  work  with  the  Congress  to  convince  the  American  people  that  long-term 
reform  is  necessary  and  in  the  nation's  best  interest  in  order  to  keep  the  Medicare 
promise. 

Mr.  Bilirakis.  Thank  you,  Dr.  Johnson.  There  will  be  questions 
and  you  will  have  an  opportunity  to  go  into  more  detail  in  some 
of  these  areas. 

Dr.  Ebert,  please. 

STATEMENT  OF  PAUL  A.  EBERT 

Mr.  Ebert.  Thank  you,  Mr.  Chairman.  I  will  be  fairly  brief  be- 
cause I  think  many  of  the  comments  made  this  morning  and  also 
Dr.  Johnson's  of  the  American  Medical  Association  I  am  very  much 
in  agreement  with, 

I  think  most  of  you  recognize  that  a  few  years  ago  when  you  cre- 
ated a  payment  schedule,  essentially  the  amounts  paid  per  physi- 
cian were  essentially  fixed.  And,  consequently,  as  Dr.  Curreri  men- 
tioned this  morning,  the  issue  is  really  volume  of  service.  How  do 
we  today  control,  to  some  degree,  a  volume  of  service  that  is  re- 
quired for  a  Medicare  patient? 

Now,  one  mechanism  that  was  put  forth,  and  the  American  Col- 
lege of  Surgeons  supported,  was  the  Medicare  Volume  Performance 
Standard.  We  felt  that  if  physicians  took  a  more  active  role  in  look- 
ing at  this,  that  individually  we  might  be  able  to  reduce  this  vol- 
ume or  at  least  keep  it  under  reasonable  control.  I  don't  think 
there  was  ever  any  hope  that  it  would  be  in  a  negative  factor  each 
year,  but  it  might  be  at  least,  in  some  degree,  a  reduced  rate  of 
growth.  The  college  supported  this  based  on  the  concept  that  there 
probably  should  be  some  reward  for  reasonable  performances. 

Now,  surgery  was  fairly  successful  under  that,  and  we  have 
spent  a  lot  of  time  trying  to  educate  our  colleagues  that,  basically 
speaking,  there  should  not  be  any  indiscriminate  increase  in  vol- 
ume. On  the  other  hand,  it  certainly  has  not  totally  reduced  the 
rate  of  growth,  although  it  was  said  this  morning  the  rate  of 
growth  of  physician  services  has  reduced  in  the  past  years.  It  has 
not  grown  as  fast  in  the  last  2  years  as  it  did  previously. 
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Now,  I  would  just  like  to  make  a  few  comments,  regarding  issues 
that  were  brought  forth  today  as  to  how  we  might,  to  some  degree, 
save  some  funds  for  the  Medicare  program.  It  seems  unlikely  that 
you  are  going  to  move  rapidly  into  some  other  type  of  managed 
care  for  the  entire  Medicare  population,  so  the  fee-for-service  pro- 
gram undoubtedly  will  remain.  The  college  has  strongly  supported 
for  years  the  freedom  of  choice  of  the  patient  as  well  as  the  high 
quality  of  the  service  provided. 

I  don't  think  there  is  any  question  that  at  some  place  the  bene- 
ficiary has  to  play  a  role  in  the  selection  of  its  services  and,  very 
possibly,  have  some  reward,  so  to  speak,  for  not  overutilizing  the 
system.  The  system  today  is  certainly  geared  so  that  an  individual 
patient  can  utilize  certain  parts  of  it  and  to  a  greater  extent  than 
needed. 

An  issue  that  the  Congress  does  not  like  to  have  to  address  but 
it  probably  sometime  is  going  to  have  to  address  is  the  content  of 
the  program.  Someone  is  going  to  have  to  say  how  far  can  we  go 
and  what  can  we  provide  to  each  individual  patient? 

I  would  just  like  to  give  a  couple  of  examples  of  where  it  was  said 
this  morning  that  HCFA,  per  se,  has  not  influenced  the  practice  of 
medicine.  Actually,  I  am  very  complimentary  in  general  of  HCFA's 
activities,  because  I  think  they  have  probably  done  as  good  a  job 
as  possible  under  the  guidelines  that  they  have  been  given  for 
managing  the  program.  But  in  surgery,  for  instance,  the  site  at 
which  the  operation  might  be  performed,  there  has  been  a  drive  to 
essentially  move  patients  into  outpatient  operations  but  when  you 
get  right  down  to  it,  you  have  to  ask  yourself,  have  you  really 
saved  money  by  doing  it?  We  have  not  reduced  that  much  of  Part 
A  to  the  hospital  and,  at  the  same  time,  we  have  created  other 
sites  of  cost  in  the  ambulatory  care  centers  as  well  as  more  home 
care  and  skilled  nursing  services  outside  of  this. 

The  same  thing  could  be  said,  so  to  speak,  why  no  one  has  ever 
considered  global  care  policies  for  many  operations.  Surgeons  are 
paid  a  global  fee  to  take  care  of  their  patients  through  the  entire 
context,  so  to  speak,  of  their  illness.  A  patient  operated  on  in  one 
site  probably  should  have  some  effort  taken  to  consider  global  care, 
whether  it  be  the  entire  package  of  health  care  provided  in  home 
or  in  some  type  of  extended  care  facility,  if  it  is  tied  to  a  particular 
treatment.  Certainly  without  any  question  the  fee-for-service  pro- 
grams, I  think,  are  going  to  increase  in  amount  if  we  move  more 
patients  into  managed  cost. 

I  would  like  to  conclude  by  saying  that  issues  that  the  college 
has  been  very  concerned  about  in  quality  of  care  have  been  that 
there  should  be  some  regulations,  and  I  hate  that  word  very  much, 
because  overregulation  has  not  probably  achieved  the  results  we 
wanted,  but  if  managed  care  arrangements  are  going  to  continue 
to  proliferate,  there  should  be  at  least  some  look  taken  at  them 
that  beneficiaries  would  have  a  reasonable  time  before  they  can  be 
transferred  from  that  back  to  the  traditional  fee-for-service  pro- 
gram. 

I  think  without  this  type  of  support,  as  well  as  having  some  type 
of  support  for  them  on  trauma  issues,  where  patients  cannot  be 
transferred  from  facilities  in  which  they  are  taken  simply  because 
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they  happen  to  belong  to  another  managed  care  program,  is  an  im- 
portant issue. 

I  think  we  would  be  glad  to  assist  any  way  we  could  in  trying 
to  figure  out  methods  by  which  we  might  be  able  to  contain  cost. 
Thank  you. 

[The  prepared  statement  of  Paul  A.  Ebert  follows:] 

Prepared  Statement  of  Paul  A.  Ebert,  Director,  American  College  of 

Surgeons 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  Paul  A.  Ebert.  MD, 
FACS,  Director  of  the  American  College  of  Surgeons.  On  behalf  of  the  more  than 
60,000  Fellows  of  the  College.  I  am  pleased  to  share  our  views  with  you  about  sev- 
eral Medicare  program  issues. 

Budget  Reduction  and  Medicare 

Mr.  Chairman,  we  recognize  that  your  subcommittee  and  the  new  Congress  face 
an  especially  difficult  task  in  seeking  to  balance  the  health  care  needs  of  older 
Americans  with  the  enormous  pressures  confronting  you  to  constrain  the  ever-in- 
creasing growth  Of  the  federal  budget.  We  realize  that  all  citizens  will  be  called 
upon  to  make  some  further  sacrifices  if  any  efforts  to  deal  with  the  deficit  problem 
are  to  succeed.  But,  we  also  hope  that  you  will  proceed  with  your  review  of  the  pro- 
gram in  a  most  deliberate  manner  so  that  the  public  will  fully  understand  the  impli- 
cations that  any  budget  reduction  plan  may  hold  for  the  Medicare  program  and  its 
beneficiaries. 

On  several  occasions  during  the  last  two  years,  we  appeared  before  this  sub- 
committee to  express  our  concerns  about  President  Clinton's  health  system  reform 
plan,  which  would  have  been  financed  largely  by  massive  cuts  in  the  Medicare  pro- 
gram. We  still  believe  that  dramatic  Medicare  cuts  of  the  magnitude  proposed  by 
the  Administration — consisting  almost  entirely  of  major  payment  reductions  to  those 
who  now  provide  services  to  beneficiaries — would  seriously  undermine  continued 
support  for  the  program.  In  particular,  the  disparity  in  payment  levels  for  surgical 
services  provided  to  Medicare  patients  compared  with  private  plans  in  some  parts 
of  the  country  has  widened  dramatically  in  recent  years.  This  is  because  in  several 
previous  budget  bills.  Congress  has  already  made  very  significant  and,  in  many  in- 
stances, absolute  payment  reductions  for  the  surgical  services  needed  by  older  Amer- 
icans. These  are  real  payment  reductions  for  many  operations,  not  just  reductions 
in  the  rate  of  increase  in  the  fees  for  those  services.  We  believe  that  further  massive 
Medicare  cuts — especially  if  they  are  earmarked  for  deficit  reduction  rather  than 
health  system  reform — cannot  be  realistically  achieved  without  potential  disruption 
to  the  infrastructure  that  now  serves  the  health  care  needs  of  millions  of  older  and 
disabled  Americans. 

Since  the  budget  reduction  goals  for  Medicare  now  tentatively  set  by  this  Con- 
gress are  of  a  larger  magnitude  than  ever  discussed  before,  we  urge  you  to  proceed 
carefully  and  with  great  caution. 

Balanced  Approach  of  Incentives  for  Providers  and  Beneficiaries 

In  addition  to  our  concerns  about  the  magnitude  of  possible  Medicare  budget  cuts, 
we  are  concerned  about  the  underlying  design  of  any  budget  control  plan.  The  Col- 
lege believes  that  cost  control  under  Medicare  or  any  other  federal  program  should, 
insofar  as  possible,  rely  on  incentives  rather  than  on  heavy-handed  or  formula-driv- 
en approaches  that  simply  seek  to  "ratchet  down"  payment  rates  in  arbitrary  ways. 
Such  incentives  should  include  both  performance-based  methods  and  marketplace 
pressures  to  make  both  patients  and  providers  more  aware  of  the  costs  of  medical 
care. 

The  American  College  of  Surgeons,  as  you  know,  has  long  been  a  supporter  of  pol- 
icy devices  like  expenditure  targets  (in  the  form  of  Medicare  volume  performance 
standards)  that  provide  incentives  to  meet  spending  targets  for  surgical  and  other 
physicians'  services.  These  targets  also  involve  physicians  and  physicians'  organiza- 
tions in  helping  to  address  growth  in  the  cost  and  volume  of  services  provided  to 
Medicare  patients.  We  think  Congress  may  want  to  consider  expanding  the  concept 
of  expenditure  targets  beyond  Medicare  physicians'  services  and  applying  it  to  other 
service  categories.  Such  performance-based  approaches  are  consistent  with  the  no- 
tion of  using  incentives  to  involve  service  providers  in  addressing  volume-related  is- 
sues. Moreover,  expenditure  targets  are  explicit,  are  set  in  advance,  and  are  clear 
for  all  to  see  before  they  are  applied.  This  means  that  Medicare  beneficiaries,  health 
care  providers,  and  policymakers  all  know  "up  front"  the  reasonable  level  of  federal 
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funding  needed  to  address  the  health  care  requirements  of  older  and,  disabled 
Americans  covered  by  the  program. 

Devices  like  expenditure  targets  make  it  possible  for  the  government  to  establish 
some  predictability  to  spending  increases,  while  transferring  the  risk  for  failing  to 
meet  reasonable  spending  goals  to  those  who  influence  the  volume  of  health  services 
actually  provided.  Surgeons  in  the  U.S.  who  treat  Medicare  patients  have  consist- 
ently met  these  goals  by  keeping  spending  for  their  services  under  Medicare's  an- 
nual targets.  But,  expenditure  targets  are  also  important  for  another  reason — name- 
ly, they  can  be  usea  to  address  spending  issues  while  still  preserving  beneficiary 
choice  of  physician,  hospital,  or  other  suppliers  of  services. 

We  believe  that  the  issue  of  patient  choice  is  especially  important  for  many  Medi- 
care patients.  The  College  supports  the  continuing  ability  of  individuals  and  fami- 
lies, including  the  elderly,  to  meet  their  health  care  needs  through  a  variety  of  ar- 
rangements. Indeed,  we  would  be  very  concerned  if  Congress  proposed  to  redesign 
Medicare  so  that  beneficiary  choice  of  health  plans  is  limited  to  only  one  kind  of 
arrangement.  Today.  Medicare  patients  can  choose  the  traditional  program,  which 
fully  guarantees  patient  choice  of  physician,  or  they  may  enroll  in  a  Medicare  man- 
aged care  plan  if  one  is  offered  in  their  area.  Perhaps  Congress  should  consider  new 
ways  to  broaden  the  choice  of  Medicare  plans  available  in  different  parts  of  the 
country,  but  the  final  decision  about  which  plan  is  best  for  older  Americans  should 
be  left  up  to  them. 

Medicare  Volume  Performance  Standards  (MVPSsj 

Because  the  College  believes  strongly  in  the  need  to  keep  surgeons  and  physi- 
cians, and  their  organizations,  directly  involved  in  Medicare  cost  control  efforts,  I 
would  like  to  focus  for  a  moment  specifically  on  the  MVPS  concept  as  part  of  any 
future  budget  control  strategy. 

Under  the  MVPS.  physicians  and  surgeons  are  given  it  collective  incentive  to  meet 
explicit  expenditure  targets  for  different  categories  of  physicians'  services.  There  are 
three  targets — one  for  surgical  services,  one  for  primary  care  services,  and  one  for 
all  other  physicians'  services.  From  the  beginning,  the  College  s  support  for  the 
MVPS  approach  has  been  premised  on  the  need  for  a  separate,  identifiable  standard 
for  surgical  services.  We  believed  then,  as  we  do  now,  that  if  the  nation's  surgeons 
are  to  be  held  accountable  for  meeting  expenditure  growth  targets,  then  a  separate 
standard  for  surgical  services  is  also  indicated. 

Initially,  the  College  took  no  position  about  whether  other  categories  of  services 
should  have  a  separate  MVPS,  although  we  did  urge  Congress  to  favorably  consider 
requests  made  by  physicians'  organizations  to  establish  other  appropriate  MVPS 
service  categories.  In  fact,  we  testified  in  1993  in  favor  of  a  separate  MVPS  and  fee 
schedule  update  for  primary  care  services.  We  believed  that  such  a  change  would 
allow  policymakers  to  consider  volume  issues  relating  to  justifiable  increases  in  the 
number  of  primary  care  visits  under  a  separate  standard,  at  least  until  definitive 
medical  necessity  criteria,  practice  guidelines,  and/or  a  workable  system  of  physician 
profiling  could  be  developed  to  judge  the  appropriate  utilization  of  those  services. 

The  Physician  Payment  Review  Commission  <PPRC)  has  repeatedly  opposed  the 
use  of  more  than  one  standard  for  setting  targets  for  very  broad  categories  of  quite 
distinct  kinds  of  physicians'  services.  Instead,  PPRC  recommends  eliminating  sepa- 
rate volume  performance  standards  and  fee  schedule  updates  for  the  various  cat- 
egories of  physicians'  services.  Further,  the  Commission  urges  that,  if  the  current 
system  of  standards  and  updates  is  retained,  it  should  be  based  on  the  recent  trends 
in  volume  and  intensity  growth  for  each  service  category.  In  addition,  the  Commis- 
sion states  that  any  such  differential  fee  schedule  updates  should  be  in  effect  for 
only  one  year,  and  that  any  such  differential  should  be  eliminated  after  that  year 
is  over.  The  College  does  not  support  these  recommendations,  since  they  will  only 
dilute  the  incentives  that  are,  in  fact,  working  to  influence  the  rates  of  growth  in 
the  volume  and  intensity  of  surgical  and  other  services  included  in  broadly-defined, 
yet  distinctly  different,  MVPS  service  categories. 

In  recent  recommendations  to  Congress,  the  HHS  Secretary  Shalala  has  proposed 
that  a  single  fee  schedule  update  should  be  implemented  for  all  categories  of  physi- 
cians' services  in  1996,  ignoring  completely  physician  performance  under  targets  al- 
ready established  by  law  and  regulation.  By  recommending  that  the  current  rules 
of  the  game  be  changed  retroactively  and  in  a  manner  that  is  grossly  unfair  to  those 
who  have,  in  good  faith,  worked  to  live  within  the  government's  performance-based 
goals,  the  Secretary  would  severely  undermine  any  incentives  to  control  volume 
under  the  MVPS  system.  Indeed,  the  Secretary's  recommendations  would,  in  fact, 
reward  those  who  have  failed  to  meet  their  expenditure  targets  while  penalizing  the 
surgeons — who  have,  consistently  lived  within  the  Medicare  spending  targets  set  for 
their  services.  This  strikes  us  as  a  bizarre  inversion  of  the  incentives  upon  which 
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the  MVPS  concept  is  based  and.  in  effect,  penalizes  the  physicians  who  have  not 
contributed  to  the  growth  in  Medicare  spending  in  recent  years. 

If  actual  service  volumes  are  no  longer  to  be  considered  in  making  future  fee 
schedule  updates,  then  the  criteria  that  will  be  used  for  such  purposes  should  be 
thoroughly  discussed  and  made  very  explicit  for  patients  and  physicians  alike.  More- 
over, if  changes  in  the  MVPS  concept  are  required,  they  should — in  fairness — be  ap- 
plied prospectively  and  not  be  designed  to  punish  those  who  have  tried  to  work  as 
partners  with  the  government  to  control  Medicare  spending. 

Benefit  Design  Changes 

Finally,  Mr.  Chairman,  part  of  your  efforts  to  examine  Medicare  should  include 
a  reexamination  of  the  beneficiaries'  responsibilities  relating  to  the  overall  costs  of 
the  program.  For  example,  beneficiaries  pay  only  about  one-quarter  of  the  premium 
costs  of  the  Supplemental  Medical  Insurance  (SMI),  or  Part  B,  portion  of  Medicare; 
the  balance  is  financed  from  general  revenues.  However,  these  subsidies,  which  are 
paid  directly  from  the  treasury,  are  provided  on  behalf  of  all  enrollees  65  years  of 
age  and  over  without  regard  to  their  income  or  their  ability  to  pay.  It  seems  odd 
that  some  of  the  wealthiest  people  in  America,  who  are  covered  by  the  program,  are 
not  asked  to  pay  something  more  toward  the  costs  of  supplemental  coverage,  or  at 
least  to  have  some  or  all  of  the  government's  currently  tax-free  contribution  counted 
as  income  to  them. 

Home  health  and  skilled  nursing  facility  services  are  among  the  fastest  growing 
service  sectors  in  the  Medicare  program.  Currently,  copayments  are  not  required 
from  enrollees  for  home  health  benefits,  while  copayments  for  skilled  nursing  facil- 
ity services  are  required  from  enrollees  for  each  day  after  the  first  20  days  of  care. 
In  1994,  the  Congressional  Budget  Office  (CBO)  described  a  number  of  options  for 
reducing  the  deficit,  including  a  proposal  to  require  patient  coinsurance  payments 
equal  to  20  percent  of  the  projected  average  cost  for  each  home  health  visit  and  each 
skilled  nursing  facility  day.  CBO  also  noted  that  Medicare  currently  pays  100  per- 
cent of  an  approved  fee  schedule  for  clinical  laboratory  services — another  rapidly 
growing  part  of  Medicare.  Beneficiaries  currently  pay  a  coinsurance  of  20  percent 
for  most  Part  B  services,  and  a  coinsurance  did  apply  to  laboratory  services  before 
July  1984.  Establishing  coinsurance  requirements  for  home  health  benefits  and  for 
clinical  lab  services  may  be  in  order  and,  according  to  CBO,  could  yield  appreciable 
savings  for  the  program. 

The  Part  B  deductible  is  fixed  by  current  law  at  $100  per  year.  This  deductible 
is  the  amount  of  expenses  for  covered  Part  B  services  that  beneficiaries  must  incur 
annually  before  SMI  benefits  are  paid.  Unlike  the  hospital  insurance,  or  Part  A,  de- 
ductible, the  Part  B  deductible  is  not  "indexed"  or  adjusted  annually  to  reflect 
changes  in  the  costs  of  covered  services.  Indeed,  the  Part  B  deductible  was  last  ad- 
justed by  Congress  in  1991,  when  it  was  raised  from  $75  to  $100.  Perhaps  Congress 
should  adjust  the  Part  B  deductible  upward  beginning  in  1996,  or  else  adopt  some 
sort  of  scheduled  adjustment  for  future  years  that  will  set  the  amount  more  closely 
in  line  with  increases  in  the  costs  of  Part  B  services. 

Thank  you  again,  Mr.  Chairman,  for  this  opportunity  to  express  our  views.  I 
would  be  happy  to  answer  any  questions  that  you  or  the  other  members  of  the  sub- 
committee may  have. 

Mr.  Bilirakis.  Thank  you,  Doctor. 

Dr.  Harr,  your  opening  statement,  please,  sir. 

STATEMENT  OF  PATRICK  B.  HARR 

Mr.  Harr.  Thank  you,  Mr.  Chair. 

My  name  is  Patrick  Harr.  I  am  a  family  physician  from  rural 
northwest  Missouri.  I  am  here  today  as  Chairman  of  the  Board  of 
Directors  of  the  American  Academy  of  Family  Physicians,  an  orga- 
nization that  represents  80,000  physicians  in  this  country  who  take 
care  of  the  majority  of  moms  and  dads  and  grandmas  and  grandpas 
that  utilize  the  Medicare  system  for  their  health  and  well-being. 

You  have  heard  this  morning  that,  indeed,  at  age  30  Medicare 
is  seriously  ill  and  that  by  age  40  it  is  likely  to  be  terminal.  We 
have  also  heard  a  lot  of  potential  solutions  to  some  of  the  problems, 
however,  I  would  like  to  give  you  a  little  bit  different  perspective. 
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As  a  primary  care  physician,  and  particularly  as  a  family  physi- 
cian, I  feel  that  the  problem  lies  basically  in  the  infrastructure  of 
how  we  take  care  of  people.  In  other  words,  we  do  not  have  enough 
primary  care  physicians.  In  spite  of  all  the  rhetoric,  the  one  thing 
that  holds  true  is  that  the  way  to  reduce  cost  is  to  increase  the  ac- 
cess to  primary  care  physicians  and  the  preventive  services  that 
they  provide  for  patients. 

The  only  thing  that  is  about  as  frail  as  the  Medicare  system  in 
this  country  is  the  infrastructure  of  primary  care  presently.  For  ex- 
ample, about  25  percent  of  family  physicians  are  no  longer  accept- 
ing new  Medicare  patients  and  in  some  areas  that  is  as  high  as  35 
percent.  The  reason  for  this  is  that  in  spite  of  all  the  attempts  to 
level  the  playing  field  in  reimbursement  for  primary  care  services, 
we  still  lag  far  behind.  In  fact,  current  reimbursement  is  about  30 
percent  less  than  what  our  actual  costs  are  to  provide  the  service 
in  our  offices. 

Under  the  new  suggestions,  combined  with  the  past  changes 
from  OBRA  1993,  by  the  year  2000  our  reimbursement  level  will 
be  below  what  is  paid  for  Medicare  today.  That  is  not  likely  to  en- 
hance primary  care  services. 

The  PPRC's  recommendation  to  go  to  a  single  conversion  factor 
and  single  volume  performance  standard  we  support.  It  would  en- 
able us  to  change  some  of  the  inequities  in  the  way  primary  care 
services  are  reimbursed. 

But  that  is  just  the  beginning.  The  geographic  differences  that 
exist  across  the  country,  not  only  discriminate  against  primary  care 
versus  our  subspecialist  colleagues,  but  it  also  discriminates 
against  rural  physicians  versus  those  that  practice  in  suburban 
areas.  So  we  would  recommend  eliminating  those  geographic  dif- 
ferences in  order  to  enhance  the  primary  care  infrastructure. 

The  health  profession  shortage  area  bonuses  that  were  enacted 
to  try  to  beef  up  the  number  of  physicians  going  to  shortage  areas 
fall  far  short  of  what  is  necessary  to  be  an  incentive  to  get  someone 
to  go  to  a  low  paying  area.  In  fact,  15  percent  of  these  bonuses  go 
to  subspecialists  in  urban  areas. 

But  that  is  only  part  of  the  equation.  We  must  look  at  not  only 
who  is  in  practice  but  how  people  get  to  practice  and  that  brings 
us  to  the  point  of  education. 

Traditionally,  primary  care  specialties  have  been  discriminated 
against  in  the  way  that  Medicare  supports  medical  education.  And, 
as  a  result,  we  have  the  wrong  specialty  mix  in  this  country.  We 
have  far  too  many  subspecialists  and  not  enough  primary  care  spe- 
cialists to  take  care  of  the  preventive  needs  of  our  population.  So 
we  would  recommend  strongly  looking  at  changing  the  way  that 
DME  and  IME  is  given  to  primary  care  in  the  ambulatory  setting 
in  order  to  finance  the  education  of  these  physicians  who  will  be 
going  out  into  the  areas  to  take  care  of  the  moms  and  dads  and 
the  grandmas  and  grandpas. 

We  have  included  in  our  handout  a  few  of  the  multiple  studies 
that  show  that  primary  care  physicians  in  the  way  they  deliver 
cost-effective  preventive  services  do,  in  fact,  decrease  cost  merely 
by  making  preventive  primary  services  available  to  the  population. 
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So  we  feel  that  this  is  a  strong  indication  as  to  the  direction  that 
you  should  be  looking  in  order  to  answer  the  problems  of  what  do 
we  do  with  the  Medicare  reform . 

In  closing,  I  would  just  remind  you  that  in  spite  of  what  we  do 
with  Medicare  reform,  that  the  one  thing  that  we  cannot  com- 
promise is  the  access  of  our  elderly  patients  to  cost-effective  quality 
health  care. 

Thank  you. 

[The  prepared  statement  of  Patrick  B.  Harr  follows:] 

Prepared  Statement  of  Patrick  B.  Harr,  M.D.,  Chair,  Board  ok  Directors, 
American  Academy  of  Family  Physicians 

introduction 

My  name  is  Patrick  B.  Harr,  M.D.,  and  I  am  Chairman  of  the  Board  of  Directors 
of  the  American  Academy  of  Family  Physicians.  On  behalf  of  the  Academy's  80,000 
members.  I  appreciate  the  opportunity  to  comment  today  on  the  growth  in  Medicare 
expenditures  and  physician  payment  policies. 

The  104th  Congress  is  considering  a  wide  range  of  proposals  to  lower  the  rate  of 
growth  in  Medicare  expenditures.  This  Committee  faces  the  challenge  of  developing 
Medicare  policy  recommendations  necessary  to  reach  Congress'  balanced  budget 
goal.  In  facing  this  task,  we  urge  you  to  recognize  that  many  Medicare  reform  pro- 
posals hold  some  theoretical  possibility  of  reducing  program  expenditures,  but  tnere 
is  only  one  factor  that  has  been  consistently  proven  to  hold  down  per  capita  Medi- 
care outlays:  the  availability  of  primary  care  services.  Your  long-range  success 
in  controlling  Medicare  outlays  will  be  directly  related  to  your  success  in  improving 
beneficiary  access  to  primary  care  services.  Accordingly,  we  ask  you  to  weigh  Medi- 
care reform  proposals  according  to  how  they  support  access  to  primary  care  services. 

primary  care  and  medicare 

The  Council  on  Graduate  Medical  Education  applies  the  term  "primary  care  phy- 
sician" to  family  physicians  and  general  practitioners,  general  pediatricians,  and 
general  internists.  These  primary  care  physicians  deliver  health  care  services  more 
efficiently  and  in  a  less  costly  manner  than  subspecialists.  Family  doctors,  for  exam- 
ple, treat  directly  85-90  percent  of  the  presenting  conditions  of  an  undifferentiated 
patient  population  and  assume  responsibility  for  managing  the  care  of  those  pa- 
tients who  are  referred  for  subspecialty  services. 

Extensive  medical  literature  supports  the  conclusion  that  primary  care  is  cost-ef- 
fective. Several  of  these  studies  are  specific  to  the  Medicare  population.  For  exam- 
ple: 

•  There  is  an  inverse  relationship  between  the  extent  to  which  a  nation's  primary 

care  system  is  developed  and  the  per  capita  cost  of  health  care.  (Starfield, 
JAMA,  October  23/30,  1991). 

•  Per  capita  health  expenditures  decrease  as  the  proportion  of  family  and  general 

physicians  increases.  A  systematic  evaluation  of  variations  in  Medicare  expendi- 
tures for  physician  services  across  the  U.S.  concluded  that  a  higher  proportion 
of  primary  care  physicians  in  a  metropolitan  statistical  area  is  associated  with 
a  significantly  less  expensive  practice  of  medicine  overall,  for  both  in-hospital 
and  out-of-hospital  care.  (Welch,  et  al;  NEJM,  March  4,  1993). 

•  A  study  of  per  beneficiary  Medicare  expenditures  for  physician  services  found  that 

the  most  important  factor  explaining  lower  expenditures  in  rural  areas  is  the 
mix  of  physician  specialties.  Expenditures  are  significantly  lower  when  the  pro- 
portion of  general  and  family  physicians  is  higher  and  expenditures  are  signifi- 
cantly higher  when  the  proportion  of  subspecialists  is  higher.  (Dor  and  Holahan, 
Inquiry,  Winter,  1990). 

•  Increased  availability  of  primary  care  services  for  low-income  populations  reduces 

the  inappropriate  and  expensive  use  of  emergency  departments.  In  one  study, 
nearly  half  (45  percent)  of  patients  waiting  for  emergency  department  care  cited 
unavailability  of  primary  care  services  as  their  reason  for  using  the  emergency 
department.  Only  13  percent  of  those  waiting  had  conditions  clinically  appro- 
priate for  the  emergency  department;  38  percent  were  willing  to  trade  the  emer- 
gency department  visit  for  assurances  of  an  appointment  with  a  primary  care 
clinic  within  3  days.  (Grumbach.  et  al;  AJPH,  March  25,  1992) 


96 


These  studies  illustrate  a  glaring  reality  of  American  medicine:  it  is  overly  spe- 
cialized and  overly  costly,  and  the  two  factors  are  directly  linked.  No  matter  which 
reforms  Congress  adopts  ultimately,  the  cost  explosion  in  the  Medicare  pro- 
gram will  not  be  brought  under  control  until  Congress  improves  the  avail- 
ability of  primary  care  services. 

UNDERSTANDING  MEDICARE  COST  INCREASES 

Given  their  frequent  airing  during  this  year's  budget  process,  data  on  Medicare 
expenditure  increases  are  well  known  to  you  by  now.  Overall  Medicare  expenditure 
growth  has  exceeded  the  growth  in  gross  domestic  product  and  private  sector  health 
expenditures  (between  1992  and  1993,  Medicare  expenditures  increased  11.5  per- 
cent, while  private  health  insurance  expenditures  increased  8.6  percent). 

In  regard  to  Medicare  Part  B,  between  1986  and  1992,  annual  expenditures  rose 
at  an  average  rate  of  8.8  percent. 

However,  within  the  broad  range  of  Part  B  services,  growth  rates  varied  dramati- 
cally. For  example,  between  1991  and  1994,  the  annual  growth  rate  for  physician 
services  dropped  to  3.5  percent,  substantially  below  the  10.5  percent  growth  rate  be- 
tween 1986  and  1991.  While  there  has  been  a  recent  up  turn  in  spending  for  physi- 
cian services,  the  rate  of  increase  is  still  greatly  below  other  Medicare  Part  B  serv- 
ices. 

Understanding  the  growth  in  Medicare  expenditures  requires  going  beyond  the 
aggregate  numbers  and  examining  demographic  changes,  the  variation  in  growth 
among  the  different  categories  of  service,  and  the  impact  of  high-cost  chronic  ill- 
nesses. 

Demographic  Changes 

It  is  important  to  recognize  that  a  portion  of  the  increase  in  Medicare  expendi- 
tures reflects  the  growth  in  the  number  of  beneficiaries  and  a  general  aging  in  the 
population.  Furthermore,  the  number  of  disabled  Medicare  beneficiaries  has  in- 
creased at  twice  the  rate  of  elderly  beneficiaries.  Notwithstanding  increases  in  the 
number  and  age  of  the  beneficiary  population,  the  largest  single  growth  factor  is  the 
increase  in  the  number  of  services  rendered  per  beneficiary  (known  as  the  intensity 
of  medical  services).  Undoubtedly,  a  portion  of  the  increase  in  intensity  represents 
laudable  advancements  in  medical  technology,  but  whether  all  of  the  growth  in  this 
category  represents  necessary  and  appropriate  medical  care  is  a  matter  of  some  de- 
bate. 

High  Cost  Chronic  Illness 

It  is  also  important  to  recognize  that  Medicare  expenditures  are  spread  unevenly 
across  the  beneficiary  population.  Approximately  five  percent  of  the  beneficiary  pop- 
ulation accounts  for  half  of  all  expenditures,  ten  percent  of  beneficiaries  account  for 
70  percent  of  expenditures,  and  20  percent  of  beneficiaries  account  for  80  percent 
of  expenditures.  This  uneven  distribution  of  expenditures  reflects  the  high  costs  as- 
sociated with  caring  for  a  small  number  of  beneficiaries  with  expensive  chronic  ill- 
nesses. Achieving  savings  in  the  Medicare  program  requires  much  more  cost-effec- 
tive management  of  the  high-cost  and  chronic  illnesses  borne  by  relatively  few  bene- 
ficiaries. 

Categories  of  Service 

Expenditure  growth  has  also  been  uneven  across  different  categories  of  service. 
Recent  data  from  the  Health  Care  Financing  Administration  indicate  that  expendi- 
tures for  primary  care  services  are  increasing  at  approximately  twice  the  rate  of 
surgical  services,  while  the  growth  rate  for  other  non-surgical  services  falls  in  be- 
tween the  other  two  categories.  This  pattern  replicates  the  pattern  that  occurs  in 
highly  integrated  managed  care  settings,  where  primary  care  services  (mostly  visit 
services)  have  substituted  for  more  expensive  procedural  services. 

For  example,  in  peptic  ulcer  disease,  advances  in  medical  care  have  led  to  the  sub- 
stitution of  endoscopy  (a  service  that  is  in  the  other  non-surgical  service  category) 
and  office  visits  (services  that  are  in  the  primary  care  category)  for  surgery.  Another 
example  would  be  the  substitution  of  watchful  waiting,  which  results  in  more  office 
visits,  for  surgery  in  the  care  of  prostate  disease.  In  both  examples,  medical  ad- 
vances have  led  to  a  decrease  in  surgical  volume  and  an  increase  in  volume  in  the 
other  two  categories  of  service. 

These  examples  illustrate  that  responsibility  for  increases  or  decreases  in  expendi- 
tures within  a  category  of  services  cannot  be  claimed  by  the  physicians  in  any  par- 
ticular specialty.  The  appropriate  substitution  of  primary  care  services  for  costly 
technologically  intensive  services  is  precisely  how  mature  HMOs  are  able  to  achieve 
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cost  savings.  And,  it  is  by  replicating  this  phenomenon  that  savings  can  be  achieved 
in  the  Medicare  program. 

BENEFICIARY  ACCESS  TO  MEDICARE  SERVICES 

As  the  studies  mentioned  above  demonstrate,  the  Medicare  program  generates 
savings  when  primary  care  physicians  in  general,  and  family  physicians  in  particu- 
lar, are  available  to  and  used  by  beneficiaries.  Such  favorable  prospects  for  savings 
stand  in  stark  contrast  to  Medicare's  inadequate  reimbursement  for  primary  care 
services.  It  troubles  the  Academy  greatly  to  know  that  nearly  one-quarter  of  family 
physicians  nationwide  no  longer  accept  new  Medicare  patients.  In  some  areas  more 
than  35  percent  of  family  physicians  do  not  take  new  Medicare  patients. 

Inadequate  reimbursement  is  the  most  commonly  cited  reason  for  this  problem. 
Simply  put,  family  physicians  are  finding  it  more  and  more  difficult  to  accept  new 
Medicare  patients,  because  to  do  so  jeopardizes  the  financial  stability  of  their  prac- 
tices. On  average,  it  costs  approximately  $134  per  hour  to  operate  a  family  practice, 
while  the  Medicare  payment  rate  for  visit  services  is  less  than  $100  per  hour. 

Of  additional  concern  is  that  Medicare  fees  will  continue  to  plummet  downward 
as  a  percentage  of  private  sector  rates.  Because  of  cuts  already  mandated  in 
OBRA93,  the  Physician  Payment  Review  Commission  estimates  that  Medicare  fees 
will  drop  to  54  percent  of  private  sector  rates.  It  is  even  possible  that  Medicare  fee 
levels  could  sink  to  43  percent  of  the  private  sector — below  current  Medicaid  rates — 
if  additional  fee  cuts  are  adopted  by  this  Congress.  The  disparity  between  program 
versus  private  fee  rates  may  force  even  more  family  physicians  to  consider  closing 
off  their  practices  to  new  Medicare  patients.  Hence,  we  are  genuinely  concerned  that 
further  reductions  in  Medicare  physician  fees  may  create  real  access  problems  for 
elderly  patients  especially  those  in  rural  and  inner-city  areas. 

This  Congress  must  take  the  necessary  steps  now  to  prevent  an  access  crisis  that 
could  occur  as  early  as  the  turn  of  the  century.  In  this  vein,  the  Academy  would 
like  to  thank  this  committee  for  its  support  of  an  earlier  PPRC  recommendation  fa- 
voring a  resource-based  practice  expense  (RBPE)  component  in  the  Medicare  fee 
schedule.  Enacted  as  part  of  OBRA93.  this  shift  in  Medicare's  method  of  paying  for 
overhead  expenses  should  bring  practice  expense  payments  up  to  their  actual  costs 
for  office-based  services — the  sort  performed  most  often  by  family  physicians.  It  is 
actions  such  as  adoption  of  the  resource-based  practice  expense  policy  that  will  en- 
able generalists  to  continue  delivering  services  to  elderly  patients. 

CHANGES  IN  THE  MEDICARE  FEE  SCHEDULE 

A  Single  Conversion  Factor  and  a  Single  Volume  Performance  Standard  (VPS) 

The  AAFP  supports  the  PPRC  recommendation  that  the  three  separate 
conversion  factors  and  VPSs  be  discarded  in  favor  of  a  single  conversion 
factor  and  VPS  applicable  to  all  medical  services.  Such  a  policy  would  correct 
a  flaw  that  undermines  the  integrity  of  Medicare  physician  payment. 

Under  the  current  VPS  system,  a  performance  standard  or  expenditure  target  is 
determined  for  a  given  year.  Two  years  later,  actual  expenditure  growth  for  the  year 
is  compared  to  the  performance  standard.  Updates  to  the  fee  schedule  are  reduced 
or  increased  by  the  amount  the  actual  expenditure  growth  exceeds  or  falls  below  the 
performance  standard.  Under  the  default  formula  that  determines  the  annual  up- 
dates, the  Medicare  Economic  Index,  which  is  a  measure  of  inflation  in  the  cost  of 
medical  practice,  is  used  to  set  the  conversion  factor  update.  The  MEI  is  increased 
or  decreased  depending  on  how  actual  expenditures  compare  to  the  VPSs.  If  expend- 
itures exceed  the  VPS,  the  MEI  can  be  reduced  by  a  maximum  of  five  percentage 
points. 

The  VPS  takes  into  consideration  a  number  of  factors  that  contribute  to  the  in- 
crease in  Medicare  expenditures  for  physician  services.  These  factors  include  in- 
creases in  fees,  increases  in  the  average  number  of  Part  B  enrollees,  the  impact  of 
changes  in  laws  and  regulations,  and  the  average  annual  percentage  growth  in  the 
volume  and  intensity  of  physician  services  for  the  previous  five  years.  This  last  fac- 
tor is  automatically  reduced  by  a  performance  standard  factor  of  four  percentage 
points. 

The  MFS  was  established  with  the  passage  of  OBRA89.  As  originally  conceived, 
the  resource-based  fee  schedule  put  all  physician  services  on  a  common  scale.  Rel- 
ative reimbursement  for  all  services  would  have  been  based  on  a  single  conversion 
factor,  and  physicians  would  have  been  collectively  responsible  for  controlling  ex- 
penditures for  all  physician  services.  During  the  negotiations  leading  up  to  passage, 
a  separate  conversion  factor  for  surgical  services  was  established.  This  created  a 
problem  for  primary  care  physicians,  because  primary  care  services  were  combined 
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with  other  non-surgical  services,  expenditures  for  which  were  increasing  rapidly.  Be- 
cause at  that  time  Congress  was  unlikely  to  reverse  itself  and  establish  a  single  con- 
version factor,  the  Academy  supported  the  creation  of  a  third  conversion  factor  for 
primary  care  services.  The  third  primary  care  category  was  created  in  OBRA93. 

Separate  VPSs  and  fee  updates  for  three  categories  of  services  has  led  to  distor- 
tions in  the  worth  of  relative  values  so  that  they  no  longer  reflect  resource-based 
relative  values.  The  RVUs  in  each  category  are  no  longer  worth  the  same  amount. 
Currently,  the  conversion  factor  for  surgical  services  is  8.4  percent  and  14.0  percent 
higher  than  the  conversion  factors  for  primary  care  and  other  non-surgical  services, 
respectively.  Because  the  conversion  factor  updates  are  permanent,  consecutive 
higher  updates  for  surgical  services  are  compounded. 

The  distortion  in  relative  value  is  exacerbated  by  HCFA's  use  of  a  single  pooled 
trend  line  for  the  growth  in  volume  and  intensity  in  all  three  categories  of  service. 
In  other  words,  instead  of  the  a  separate  volume  and  intensity  factor  being  cal- 
culated for  each  of  the  three  categories  of  service  based  on  the  average  increase  in 
expenditures  for  services  within  each  category,  HCFA  applies  uniformly  an  all-serv- 
ice average  to  all  three  categories.  OBRA90  requires  that  a  separate  volume  and  in- 
tensity trend  be  used  for  each  category.  But,  for  several  reasons  mostly  having  to 
do  with  the  availability  of  data,  HCFA  has  continued  to  use  a  pooled  volume  and 
intensity  factor.  With  the  continued  use  of  a  pooled  volume  and  intensity  factor,  the 
discrepancy  in  conversion  factors  becomes  virtually  perpetual.  Surgical  services, 
which  have  experienced  the  lowest  expenditure  growth,  will  always  compare  favor- 
ably to  the  pooled  expenditure  growth  and,  therefore,  always  receive  a  higher  up- 
date. 

The  Physician  Payment  Review  Commission  projects  that  discrepancies 
between  the  conversion  factors  may  soon  become  large  enough  to  erase  the 
redistribution  in  payments  from  surgical  and  other  non-surgical  services  to 
primary  care  services  that  was  supposed  to  occur  under  the  MFS. 

For  these  reasons,  the  Academy  endorses  the  adoption  of  a  single,  all-serv- 
ice conversion  factor  and  a  single  VPS  for  all  services.  As  it  was  originally 
intended,  the  VPS  system  provided  an  incentive  for  physicians  in  all  specialties  to 
exercise  collective  responsibility  for  reducing  inappropriate  care.  Theoretically,  es- 
tablishing a  single  conversion  factor  would  recognize  the  substitution  of  services 
that  occurs  between  categories  of  service.  However,  because  Medicare  services  are 
artificially  divided  into  three  different  categories,  primary  care  physicians  are  penal- 
ized for  these  appropriate  increases  in  expenditures  for  visit  services  through  reduc- 
tions in  the  update  for  the  primary  care  conversion  factor,  and  surgeons  receive  a 
bonus  for  a  decrease  in  surgical  volume  for  which  they  had  little  responsibility.  Pri- 
mary care  physicians  should  not  have  to  "pay"  for  advances  in  medical  care  that 
reduce  the  need  for  surgery  any  more  than  surgeons  should  have  to  "pay"  for  the 
increased  volume  that  might  occur  due  to  innovative  new  surgical  procedures. 

Using  Five  Year  Trends  to  Estimate  Volume  and  Intensity 

By  taking  a  fixed  four  percentage  point  reduction  from  the  five-year  trend  in  vol- 
ume and  intensity,  the  performance  standard  factor  unlinks  the  volume  and  inten- 
sity factor  from  actual  trends  in  health  care  delivery.  Regardless  of  how  much  physi- 
cians reduce  the  volume  and  intensity  of  services,  volume  and  intensity  must  be  re- 
duced by  an  additional  four  percentage  points  or  the  updates  will  be  reduced.  In  ad- 
dition, using  historic  growth  rates  will  eventually  undermine  the  incentive  to  control 
volume  and  intensity.  Lower  growth  rates  initially  yield  higher  updates,  but  as  they 
are  incorporated  into  the  rolling  five-year  averages,  the  VPS  will  be  lowered. 

PPRC  has  estimated  the  impact  of  the  current  default  formula  utilizing  various 
estimates  of  future  expenditure  growth.  In  all  cases,  updates  beginning  in  1997  are 
negative.  Indeed,  the  default  update  for  primary  care  services  in  1996  is  minus  2.2 
percent.  Within  the  next  five  to  seven  years,  Medicare  fees  will  drop  below  their  cur- 
rent level,  even  without  considering  inflation.  The  large  penalties  in  the  updates 
would  occur,  in  part,  because  of  the  low  rates  of  growth  from  1992  to  1996  will  be 
reflected  in  the  five-year  average  growth  of  volume  and  intensity.  Considering  that 
Medicare  payment  rates  are  already  below  cost  for  most  of  the  services  provided  by 
family  physicians,  these  current-law  reductions  cannot  be  sustained. 

The  Academy  supports  PPRC's  recommendation  that  projected  increases  in  per 
capita  gross  domestic  product  (GDP)  plus  two  percentage  points  substitute  for  the 
five-year  rolling  average  growth  in  volume  and  intensity.  The  extra  percentage 
points  help  account  for  advances  in  technology.  This  recommendation  is  intended, 
in  part,  to  link  Medicare  expenditure  growth  to  the  rest  of  the  economy. 

On  a  theoretical  level,  support  for  this  option  hinges  largely  on  its  linking  in- 
creases in  Medicare  expenditures  to  growth  in  the  rest  of  the  economy,  with  provi- 
sion for  advances  in  medical  care.  Since  this  recommendation  affects  the  VPS  cal- 
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culation  only,  there  would  still  be  allowance  for  increases  in  enrollment  and  prices 
and  for  changes  in  law  and  regulation.  Furthermore,  medical  inflation,  as  measured 
by  the  MEL  would  still  be  incorporated  in  the  update. 

Budget-neutrality  Adjustments 

In  a  matter  related  to  revision  of  the  formula  for  calculating  Medicare  fees,  the 
Academy  is  concerned  about  HCFA's  current  practice  of  making  adjustments  to  rel- 
ative values  in  order  to  maintain  budget  neutrality  in  the  Medicare  physician  fee 
schedule.  The  Academy  supports  PPRC's  recommendation  that  such  adjust- 
ments be  made  in  the  conversion  factor  rather  than  the  relative  values. 

HCFA  institutes  across-the-board  reductions  in  all  relative  value  units  to  com- 
pensate for  increases  in  aggregate  relative  work  values  added  to  the  resource-based 
relative  value  scale  (RBRVS)  by  the  Relative  Value  Update  Committee  process  and 
the  HCFA  "refinement"  process.  These  reductions  maintain  the  statutorily-man- 
dated  budget  neutrality  of  the  fee  schedule. 

While  it  may  be  necessary  at  times  to  manipulate  Medicare  payment  to  achieve 
defined  policy  objectives,  such  as  budget  neutrality,  the  AAFP  believes  these  objec- 
tives should  be  met  without  distorting  the  relative  value  scale.  Although  not  perfect, 
the  RBRVS  goes  a  long  way  toward  describing  the  appropriate  relationship  between 
several  thousand  physician  services.  Accordingly,  adjustments  to  relative  values 
should  only  be  related  to  changes  in  resource  consumption.  Other  adjustments,  un- 
related to  changes  in  resource  consumption,  will  only  distort  the  RBRVS.  Thus,  the 
AAFP  believes  that  budget-neutrality  should  be  accomplished  through  manipula- 
tions in  the  conversion  factor  or  by  establishing  a  new  budget  neutrality  adjustment 
factor. 

Furthermore,  the  AAFP  believes  that  in  the  budget-neutrality  process, 
evaluation  and  management  (E/M)  services  should  be  protected  from 
changes  in  the  relative  values  of  other  services,  since  such  services  are  more 
likely  to  be  reduced  as  a  result  of  the  "RBRVS  creep"  associated  with  procedural 
services.  Ideally,  protection  of  E/M  services  would  be  accomplished  by  a  separate 
budget-pool  for  E/M  services.  E/M  services  would  be  subject  to  budget-neutrality  re- 
sulting from  relative  value  refinements  within  their  own  pool.  However,  this  would 
require  a  change  in  the  law. 

Graduate  Medical  Education 

The  aggregate  supply  and  specially  mix  of  physicians  currently  produced  in  the 
U.S.  medical  education  system  are  a  direct  reflection  of  the  financial  incentives  in 
the  federal  programs  supporting  these  activities.  Specifically,  the  strong  impatient 
bias  in  Medicare's  graduate  medical  education  support  and  Medicare's  traditional 
under-payment  for  primary  care  services  have  influenced  powerfully  the  distribution 
of  the  physician  workforce  towards  specialization.  Ironically,  while  the  market  for 
medical  care  increasingly  demands  more  primary  care  services,  the  medical  edu- 
cation system  continues  to  produce  a  surplus  of  physicians  narrowly  trained  in  sub- 
specialty fields.  Changing  the  specially  mix  of  the  physician  workforce  will  require 
a  reversal  in  the  current  incentives  and  establishing  a  meaningful  connection  be- 
tween the  market  for  medical  care  and  medical  education. 

A  July  1994,  report  by  the  Office  of  Inspector  General  of  the  Department  of 
Health  and  Human  Services  reached  the  same  conclusion.  In  that  report,  the  In- 
spector General  recommended  that  the  "Health  Care  Financing  Administration 
(HCFA)  reevaluate  Medicare's  current  policy  of  paying  GME  costs  for  all  physician 
specialties.  In  its  reevaluation,  HCFA  should  consider  submitting  legislation  to  re- 
duce or  even  possibly  eliminate  Medicare's  investment  in  GME  costs  for  specialties 
with  a  surplus  of  physicians." 

In  order  to  make  primary  care  services  available  to  Medicare  beneficiaries,  Medi- 
care GME  funding  must  support  primary  care  training,  based  in  ambulatory  set- 
tings. The  AAFP  believes  any  serious  Medicare  reform  proposal  should,  at  a  mini- 
mum, include  the  following  GME  changes: 

•  limit  the  number  of  funded  first  year  residency  positions  to  110  percent  of  the 

number  of  1994  U.S.  medical  school  graduates; 

•  eliminate  the  penalty  in  DME  and  IME  payments  for  the  time  that  residents 

spend  in  non-hospital  ambulatory  training  facilities  such  as  physicians  offices, 
group  practices,  community  health  centers,  and  HMOS. 

•  up-weight  DME  and  IME  payments  for  primary  care  residence  positions; 

•  limit  DME  and  IME  payments  to  the  first  three  years  of  residency  training;  and 

•  remove  the  DME  and  IME  components  of  the  Average  Adjusted  Per  Capita  Cost 

(AAPCC)  from  Medicare  capitation  rates  and  redirect  these  funds  for  primary 
care  and  ambulatory  training. 
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The  Academy's  recommendations  for  reforming  Medicare  GME  support  are  similar 
to  the  recommendations  made  recently  by  the  Council  on  Graduate  Medical  Edu- 
cation, which  are  estimated  to  yield  more  than  $6  billion  in  budget  savings  over  five 

years. 

HPSA  Bonus  Payments 

By  whatever  measure  you  might  emp?oy.  this  nation  suffers  from  a  severe  short- 
age of  primary  care  physicians,  and  some  geographic  areas  are  particularly  under- 
served.  Since  1986,  the  number  of  federally  designated  primary  care  health  profes- 
sions shortage  areas  has  increased  from  1949  to  2492,  and  the  number  of  primary 
care  physicians  needed  to  eliminate  these  shortages  has  grown  from  4314  to  4877. 

Since  1989.  physicians  who  treat  Medicare  patients  in  HPSAs  have  been  entitled 
to  bonus  payments  equal  to  10  percent  of  the  amount  Medicare  pays  for  services. 
In  theory,  the  bonus  payments  act  as  incentives  to  attract  new  physicians  to  under- 
served  areas  and  to  discourage  physicians  in  those  areas  from  leaving.  However,  as 
noted  by  PPRC,  the  Council  on  Graduate  Medical  Education,  and  the  HHS  Inspector 
General's  Office,  Medicare  bonus  payment  program  is  not  well  structured  for  this 
purpose.  Almost  half  of  the  bonus  payments  accrues  to  physicians  who  provide  little 
or  no  primary  care.  In  addition,  almost  15  percent  of  bonus  payments  go  to  urban, 
hospital-based  subspecialists. 

As  the  Inspector  General  noted  in  a  June,  1994  report,  providing  "incentive"  pay- 
ments to  non-primary  care  physicians  who  fail  to  deliver  primary  care  services  or 
who  practice  in  attractive  environments  is  both  unnecessary  and  inconsistent  with 
Federal  priorities.  Congress  should  modify  the  Medicare  incentive  payment  program 
to  target  it  more  effectively  to  primary  care.  The  Academy  supports  the  Inspec- 
tor General's  recommendation  that  the  program  be  changed  to  provide  20 
percent  bonuses  to  physicians  providing  services  in  HPSAs  and  eliminate 
bonuses  for  non-primary  care  services  in  urban  areas.  The  increase  in  the 
size  of  the  payments  would  make  them  more  effective  incentives.  The  elimination 
of  incentives  for  specially  services  in  urban  areas  would  more  effectively  target  the 
program  to  primary  care. 

Geographic  Adjustment  Factor  (GAF) 

The  AAFP  has  long  advocated  the  elimination  of  the  geographic  adjust- 
ment factor,  which  is  a  differential  in  physician  fees  based  on  practice  location.  In- 
stead, there  should  be  a  single  fee  for  the  same  service  regardless  of  the  geographic 
location  of  the  physician  providing  the  service.  This  position  is  based  on  the  premise 
that  equivalent  service  should  result  in  equivalent  compensation.  Further,  this  posi- 
tion is  consistent  with  federal  policies  that  incorporate  uniform  national  rates.  For 
example,  uniform  national  rates  apply  to  federal  income  tax.  social  security  pay- 
ments, and  the  Medicare  Part  B  premium.  A  policy  of  uniform  payment  should  only 
be  modified  to  achieve  explicit  policy  goals  'e.g.,  targeted  adjustments  for  dem- 
onstrated shortfalls  in  access  to  care). 

The  impact  of  the  GAF  can  be  seen  in  by  comparing  the  Medicare  allowable 
amount  for  a  mid-level  established  patient  office  visit  across  geographic  payment 
areas.  For  example,  the  Medicare  allowable  amount  for  this  service  in  Oakland, 
California  is  $38.87  while  Medicare  allows  only  $31.75  for  the  same  service  in  Ne- 
braska. The  allowance  for  the  physician  in  Oakland  is  22  percent  more  than  the  al- 
lowance for  the  physician  in  Nebraska. 

And,  the  GAF's  impact  is  not  limited  to  practice  costs.  In  the  example  above,  Med- 
icare allows  $20.71  for  the  physician  work  component  in  Oakland,  but  only  $19.13 
in  Nebraska.  By  definition,  the  work  is  the  same,  but  Medicare  pays  physicians  dif- 
ferently simply  based  on  where  they  practice. 

The  GAF  is  based  on  a  set  of  geographic  practice  cost  indices  (GPCIs)  developed 
by  the  Urban  Institute  and  the  Center  for  Health  Economics  Research  (UI/CHER). 
With  the  exceptions  of  malpractice  insurance  costs,  for  which  HCFA  maintains  a  na- 
tional data  set,  and  equipment,  supplies  and  other  costs,  for  which  HCFA  assumes 
there  are  uniform  national  prices,  the  UI/CHER  indices  utilize  proxy  data  assessing 
geographic  variation  in  costs. 

The  current  GPCIs  allege  that  there  is  substantial  geographic  variation  in  physi- 
cian practice  costs.  This  variation  in  practice  costs  corresponds  with  community  size. 
Specifically,  the  indices  show  urban  communities  as  having  higher  costs  and  rural 
areas  as  having  lower  costs. 

The  large  variation  in  practice  costs  suggested  by  the  GPCIs  means  that  their  use 
in  adjusting  the  Medicare  physician  fee  schedule  has  a  substantial  impact  on  physi- 
cian payments.  That  impact  is  to  perpetuate  a  substantial  portion  of  the  geographic 
differential  in  Medicare  prevailing  fees  that  existed  before  HCFA  implemented  the 
Medicare  physician  fee  schedule.  Given  the  impact  of  a  geographic  differential  on 
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the  maldistribution  of  physician  services,  it  is  of  essential  policy  importance  to  ver- 
ify the  accuracy  of  the  current  GPCIs, 

There  are  several  grounds  on  which  to  challenge  the  ability  of  the  GPCIs  to  accu- 
rately and  appropriately  reflect  true  and  legitimate  differences  in  physician  practice 
costs  (i.e.,  those  differences  that  are  not  attributable  to  practice  style  for  which  ad- 
justment would  be  inappropriate). 

Physician  surveys  conducted  by  Medical  Economics  and  the  American  Medical  As- 
sociation i'AMA)  provide  a  sharply  contrasting  picture  of  the  geographic  variation  in 
physician  practice  costs.  These  surveys  tend  to  show  the  cost  of  rural  physician 
practice  to  be  as  high  or  slightly  higher  than  in  urban  locations.  Medical  Economics 
nas  reported  higher  practice  costs  for  rural  physicians  in  recent  years. 

While  neither  the  AMA  nor  Medical  Economics  surveys  provide  a  definitive  pic- 
ture of  geographic  differences  in  physician  practice  costs,  they  are  consistent  and 
reliable.  These  data  suggest  that  the  finding  of  higher  urban  than  rural  practice 
costs  may  be  erroneous  and  provide  further  evidence  of  the  need  to  validate  the  cur- 
rent indices. 

We  note  that  eliminating  inappropriate  geographic  differentials  was  a  major  focus 
of  Medicare  physician  payment  reform,  because  geographic  differentials  proved  to  be 
a  strong  disincentive  in  regard  to  physicians  choosing  a  rural  practice  location. 
HCFA  has  not  systematically  and  verifiably  demonstrated  significant  differences  in 
the  cost  of  practice,  which  might  be  used  to  justify  continuing  geographic  differen- 
tials in  the  Medicare  fee  schedule.  We  believe  that  eliminating  geographic  differen- 
tials from  a  Medicare  physician  fee  schedule  is  likely  to  have  a  significant  and  posi- 
tive impact  on  the  availability  of  medical  care  to  rural  beneficiaries.  If  a  GPCI  is 
to  be  utilized,  we  feel  it  incumbent  on  HCFA  to  validate  any  geographic  index  that 
it  proposes  to  use  in  modifying  physician  fees. 

LONG-RANGE  MEDICARE  REFORM 

When  Medicare  was  created  30  years,  it  was  designed  to  replicate  closely  the  mod- 
els of  health  insurance  then  in  use  by  private  insurers.  Physicians  were  paid  on  a 
fee-for-service  basis,  and  hospitals  received  cost-based  reimbursement.  While  the 
Medicare  program  has  made  notable  advancements  in  developing  the  DRG  system 
for  hospital  reimbursement  and  the  resource-based  relative  value  scale  for  physician 
payment,  it  remains  basically  an  insurance  program  that  pays  the  bills  it  receives 
from  providers. 

In  contrast,  the  private  sector  has  responded  to  an  increasingly  competitive  mar- 
ket and  evolved  beyond  the  traditional  insurance  model.  Private  payers  now  employ 
a  wide  variety  of  techniques  to  restrain  costs  and  improve,  quality.  Among  these 
techniques  are  selective  contracting,  capitation,  risk-sharing,  clinical  guidelines, 
consumer  information,  and  many  others.  The  private  market  is  now  characterized 
by  competing  plans  bidding  for  covered  lives  on  the  basis  of  cost,  quality,  and  serv- 
ice. 

The  Academy  believes  that  Medicare  should  no  longer  big  shielded  from  the 
changes  occurring  in  the  larger  health  care  market.  Medicare  beneficiaries  should 
be  provided  with  a  range  of  health  plan  choices,  and  those  choices  should  be  accom- 
panied by  incentives  to  select  the  more  cost-effective  plans. 

Bringing  the  Medicare  program  in  synch  with  the  private  market  will  be  a  long 
and  involved  task.  The  Academy  looks  forward  to  the  opportunity  to  participate  in 
this  important  work. 

CONCLUSION 

The  stakes  are  extremely  high  as  this  Committee  begins  the  important  task  of  de- 
termining how  Medicare  outlays  will  be  reduced  to  help  eradicate  the  federal  budget 
deficit.  At  the  end  of  this  legislative  session,  we  must  be  able  to  assure  older  Ameri- 
cans that  their  access  to  comprehensive,  cost-effective  health  care  services  has  not 
been  compromised  by  Medicare  reform  efforts.  Although  reconciling  deficit  reduction 
with  a  high  level  of  beneficiary  services  may  seem  contradictory  on  its  face,  this  is 
not  necessarily  so.  Revising  the  Medicare  fee  schedule  to  boost  primary  care  serv- 
ices— as  intended  by  the  authors  of  the  resource-based  relative  value  system — serves 
the  purpose  of  controlling  Medicare  expenditures. 

The  studies  cited  above  demonstrate  conclusively  that  the  availability  of  primary 
care  services  improves  access  for  Medicare  beneficiaries  while  lowering  program  ex- 
penditures. Indeed,  support  for  primary  care  positions  the  Medicare  program  to 
interface  effectively,  with  the  marketplace  as  it  shifts  to  integrated  systems  of  care. 
Moreover,  improvements  in  the  fee  schedule  that  narrow  the  gap  between  reim- 
bursement levels  for  primary  care  and  other  families  of  services  would  ensure  access 
to  the  very  type  of  service  on  which  managed  care  is  built. 
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These  beneficial  goals  can  be  achieved  in  part  by  enactment  of  several  important 
recommendations,  including  a  single  conversion  factor  and  VPS  applicable  to  all 
services.  The  Academy  strongly  supports  this  policy  recommendation  as  an  overdue, 
reasonable  step  towards  eradicating  confusion  and  inaccuracy  in  the  fee  schedule 
while  restoring  its  original  intent.  Likewise,  the  Academy  also  urges  you  to  replace 
the  current  performance  standard  factor  formula  with  one  based  on  projected  GDP 
per  capita  plus  one  or  two  percentage  points.  This  approach  is  preferable  to  the 
present  formula  as  modified  by  OBRA93. 

As  you  work  to  craft  a  Medicare  reform  policy,  please  do  not  hesitate  to  call  upon 
the  American  Academy  of  Family  Physicians  for  counsel  and  input.  Family  physi- 
cians are  eager  to  work  with  you  on  this  challenging  undertaking. 

Thank  you  for  this  opportunity  to  speak  with  you  about  the  Medicare  program. 
At  this  time,  I  would  be  happy  to  answer  your  questions. 

Mr.  Bilirakis.  Thank  you,  Doctor. 

I  just  want  to  express  my  gratitude  to  all  3  of  you.  You  are  very 
busy  people  and  you  are  willing  to  come  here  to  testify  to  help  us 
out. 

Let  me  start  off  the  questioning.  This  would  be  a  question  to 
each  one  of  you,  so  I  would  start  with  Dr.  Johnson's  answer  and 
then  go  right  across.  The  Physician  Payment  Review  Commission 
has  recommended  moving  from  3  separate  performance  standards 
to  just  1,  and  I  am  wondering  what  the  AMA's,  the  American  Col- 
lege of  Surgeons,  and  the  Academy  of  Family  Physician's  view  is 
on  this  recommendation.  Dr.  Johnson? 

Mr.  Johnson.  The  entire  system  is  so  arcane.  As  a  matter  of 
fact,  earlier  in  the  year  I  had  the  responsibility  to  testify  on  this 
subject,  along  with  Dr.  Ebert,  and  found  it  so  difficult  to  craft,  an 
understanding  of  the  way  that  the  various  factors  of  the  perform- 
ance standard  and  the  related  issues  fit  together.  I  am  pleased  to 
tell  you  that  under  the  proposal  that  the  American  Medical  Asso- 
ciation has  offered,  we  would  be  able  to  get  rid  of  a  significant 
amount  of  that  arcane  material  that  is  used  in  the  current  pro- 
gram. 

Even  in  our  proposed  restructuring  of  the  traditional  Medicare 
program,  we  would  have  a  simpler  system.  The  questions  that  were 
asked  earlier  about  whether  or  not  Part  A  and  Part  B  should  be 
combined,  if  someone  goes  into  Medichoice,  basically  they  will  use 
a  voucher-type  acquisition  tool  to  purchase  a  plan  that  is  going  to 
cover  all  of  their  needs.  So  if  we  get  into  a  situation  where  we  have 
to  offer  testimony  with  respect  to  the  technical  issues  of  the  MVPS, 
or  any  of  the  other  factors,  we  have  and  are  willing  to  continue  to 
do  that,  but  the  proposal  we  have  put  before  the  country,  basically, 
for  transforming  Medicare  would  simply  eliminate  those  things. 

Now,  we  would  keep  the  relative  value  scale  that  we  have  all 
worked  so  hard  on.  We  would  keep  the  update  processes  for  that, 
and  we  would  continue  to  be  committed  to  trying  to  make  that  as 
effective  as  it  can  be  as  an  allocation  mechanism  to  allocate  re- 
sources. And  then,  as  we  did  that,  we  could  use  that  in  a  better 
system  for  fee-for-service  than  is  currently  used,  because  the  gov- 
ernment could  decide,  based  on  an  access-based  approach,  how 
much  our  service  is  costing,  where  the  conversion  factor  for  the 
government  side  of  the  program  should  be,  what  is  the  government 
conversion  factor  going  to  be.  Each  physician  could  set  his  or  her 
conversion  factor  according  to  how  much  it  cost  to  deliver  the  serv- 
ice. And  patients  could  literally  compare  conversion  factors  and  go 
to  the  more  cost-efficient  provider. 
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So  the  relative  value  scale,  the  lessor  based  relative  value  scale, 
when  properly  developed,  offers  us  a  positive  way  of  facilitating  the 
understanding  of  patients  of  how  much  services  cost,  and,  in  fact, 
enhances  the  ability  within  fee-for-service  mechanisms,  those 
choices.,  and  particularly  in  a  redone  traditional  Medicare,  to  make 
wiser  decisions  on  how  to  use  the  system. 

So,  in  summary,  Mr.  Chair,  we  would  get  rid  of  the  more  arcane 
parts  and  keep  the  parts  that  work  well  and  make  the  system  sim- 
pler, less  regulation,  and  more  cost  effective.  A  better  marketplace. 

Mr.  Bilirakis.  Dr.  Ebert. 

Mr.  Ebert.  Mr.  Chairman,  we  supported  the  multiple  MVPS's 
initially.  I  think  you  have  to  realize  when  the  fee  schedule  or  pay- 
ment schedule  went  in  place  there  was  great  concern  there  would 
be  an  overreaction  and  there  would  be  an  increase  in  volume.  Sur- 
gery at  that  time  was  considered  one  of  the  major  reasons  for  the 
increase  in  escalating  health  care  costs.  And  we  said,  why  not 
make  the  MVPS  similar  to  line  item  budgets,  the  more  you  had, 
the  better  you  had,  and  the  better  you  would  be  and  the  more  apt 
you  would  follow  your  line  item  and  see  where  you  were. 

We  fared  well  with  it  because  the  volume  of  operations  done  in 
the  country  has  not  come  up.  Thus,  the  system  was  created.  So  re- 
wards were  given  if  you  didn't  increase  volume.  That  goes  to  the 
question  of  whether  doctors  have  the  ability  to  increase  volume  in 
services.  We  did  not  believe  surgeons  would  act  indiscriminately 
because  they  would  keep  the  same  indications  for  operations. 
Whether  it  has  helped  to  keep  costs  down,  I  don't  know.  I  can  only 
say  within  surgery  we  have  stayed  within  our  target. 

I  don't  believe  anyone  is  going  to  make  the  targets  with  the  4 
percent  reduction  put  in  that  you  heard  given  this  morning.  We 
looked  at  it  also  as  an  opportunity  for  the  profession  to  participate 
in  cost  controls.  I  would  have  thought  you  probably  would  have 
done  better  with  more  targets  rather  than  fewer,  but  it  may  be  pos- 
sible that  everyone  else  is  opposed  to  them,  although  we  have  done 
better  with  them. 

Mr.  Bilirakis.  Thank  you.  Dr.  Harr. 

Mr.  Harr.  Thank  you.  As  I  said  earlier,  we  are  supportive  of  the 
PPRC  recommendation.  The  inequities  that  the  current  system  has 
created  over  the  last  few  years  have  widened  the  gap  between  re- 
imbursement between  surgical,  nonsurgical,  or  primary  care  physi- 
cians. The  inequities  are  great  enough  that  our  updates  will  be 
negative  for  1996  and  1997.  We  look  at  any  opportunity  to  change 
that  trend  as  one  that  would  be  welcome. 

Of  course,  in  primary  care,  what  we  do  is  volume  intense.  The 
number  of  patients  we  see  and  the  times  that  we  need  to  see  them 
for  their  preventive  services  and  ongoing  chronic  care,  by  nature, 
is  volume  driven.  So  the  nature  of  our  specialty  in  some  ways  puts 
us  at  a  disadvantage  because  of  volume  performance  targets. 

So  I  think  that  as  a  practicing  physician,  I,  too,  echo  Dr.  John- 
son's sentiments,  it  is  extremely  difficult  for  me  to  understand  all 
the  nuances  of  the  way  that  this  Medicare  fee  schedule  is  put  to- 
gether. And  if  we  can  make  one  that  is  simpler  and  fairer  and  more 
equitable,  then  that  would  be  the  one  that  we  would  be  in  favor 
of. 
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Mr.  Bilirakis.  Weil,  thank  you.  My  time  has  expired.  I  am  going 
to  shift  over  to  Dr.  Ganske  now  But  if  we  do  not  get  more  mem- 
bers coming  in,  we  will  probably  go  back  to  a  second  round.  Greg. 
So  proceed,  sir. 

Mr  Ganske.  Thank  you,  Mr.  Chairman. 

Dr.  Harr,  2  weeks  ago  on  the  Healthline  daily  news  briefing 
there  was  a  very  interesting  report  that  caught  my  eye,  and  I 
would  like  your  reaction  to  it.  This  was  a  Business  Brief.  "Humana 
to  reeducate  its  new  docs".  Humana  said  its  second  quarter  earn- 
ings would  be  up  from  its  earnings  in  the  same  quarter  last  year 
but  lower  than  analysts  had  expected.  The  warning  brought  an  ab- 
rupt end  to  the  recovery  of  Humana  stocks  that  had  been  under 
way  since  mid-April.  Humana  attributed  the  lower  earnings  to 
"higher  medical  costs  due  to  increased  utilization  of  medical  serv- 
ices". 

Humana  officials  said  that  as  the  company  expanded  into  new 
markets,  physicians  new  to  their  HMO  performed  more  expensive 
tests  or  recommended  referrals  that  were  not  built  into,  quote,  typi- 
cal cost  structure,  unquote.  Humana  said  that  it  would  attempt  to 
identify  those  physicians  and  to,  "reeducate  them  about  Humana's 
medical  philosophy  " 

Are  you  concerned  about  the  university  of  medicine  at  Humana 
as  it  relates  to  family  practice? 

Mr.  Harr.  Well,  I  would  have  to  say  yes,  I  am,  because  if  you 
read  between  the  lines  that  means  if  you  do  not  learn  well,  you  get 
deselected. 

I  think  that  one  of  the  problems  that  we  have  is  that  managed 
care  has  afforded  sort  of  a  working  marketplace  of  how  primary 
care  services  fit  into  the  scheme  of  things  and  demonstrates  in 
many  instances  ways  of  producing  cost  savings.  On  the  other  hand, 
sometimes  what  we  do  is  not  enough,  and  I  realize  that  there  are 
some  companies  who  want  to  reeducate  their  physicians  as  to  the 
services  that  should  be  done,  as  they  see  it,  they  being  the  insur- 
ance company,  Humana  or  whatever,  and  I  still  think  that  we  have 
to  be  driven  by  what  is  best  for  the  patient. 

Mr.  Ganske.  Let  me  follow  that  up.  A  number  of  contracts  with 
HMO's  have  hold  harmless  clauses  in  them.  My  wife  is  a  family 
practitioner  and  is  a  participant  in  some  of  these  contracts.  That 
basically  means  that  if  she  decides  that  a  patient  is  too  sick  to  go 
home  but  the  HMO  decides  that  the  patient  has  been  there  long 
enough,  the  patient  is  now  faced  with  staying  in  the  hospital  at 
their  own  cost  or  my  wife  has  to  have  them  sign  out  against  medi- 
cal advice. 

Has  this  been  a  problem,  do  you  think,  for  other  members  of  the 
family  practice  profession? 

Mr.  Harr.  Yes,  it  has.  And  this  has  been  discussed  extensively 
in  our  professional  liability  committee,  and  hold  harmless  clauses 
are  an  area  that  put  our  members  at  extreme  risk.  Unfortunately, 
some  members  are  not  as  careful  in  reading  their  contracts  as  they 
should  be  and  some  people  sign  contracts  without  realizing  there 
is  a  hold  harmless  clause  in  them.  One  of  our  major  education  ef- 
forts is  to  make  sure  that  physicians  know  that  those  hold  harm- 
less clauses  really  put  them  at  major  risk  and  we  feel  that  risk 
should  be  shared  and  we  should  not  be  held  out  beyond  the  HMO. 


105 


Mr.  Ganske.  Would  it  be  the  panel's  opinion  that  as  we  look  at 
managed  care  as  an  option,  and  I  think  it  should  be  one,  as  we  look 
at  in  terms  of  fundamental  restructuring,  that  hold  harmless 
clauses  should  be  addressed?  Dr.  Johnson. 

Mr.  Johnson.  Absolutely,  Congressman.  We  appreciate  what 
managed  care  has  done  in  terms  of  the  positive  contributions  that 
have  been  made  across  the  board.  Managed  care  has  taught  us,  for 
example,  better  ways  to  utilize  the  hospitals  themselves,  in  a  more 
cost-effective  way.  Managed  care  has  taught  us  how  to  shift  serv- 
ices from  one  setting  to  another  in  order  to  be  more  cost  effective, 
frequently  into  the  outpatient  setting,  where  appropriate.  And  we 
would  certainly  share  Dr.  Ebert's  concerns  that  that  can  be 
overdone.  Managed  care  has  taught  us  that  the  use  of  good  infor- 
mation is  of  value  and  that  there  are  educational  opportunities  to 
learn  what  works  and  what  does  not  work  and  to  use  that  well. 

The  problem  with  the  hold  harmless  clause  is  that  if  the  inten- 
tions are  not  the  best  or  they  are  not  in  the  best  interest  of  pa- 
tients, they  can  attempt  to  absolve  themselves  of  any  responsibility 
with  respect  to  the  outcomes  of  their  intentions  and  to  shift  that 
entire  burden,  the  liability  burden,  on  to  the  physician.  In  a  system 
that  we  have  already  suggested  is  terribly  inefficient  to  begin  with, 
that  is  to  say,  the  dispute  resolution  system,  so  it  makes  no  sense 
to  us  that  they  should  be  able  to  do  that. 

Now,  that  is  not  an  antimanaged  care  statement;  it  is  a  state- 
ment in  favor  of  having  the  managed  care  option  function  in  a  way 
that  is  more  in  the  interest  of  patients  and  their  physicians  than 
currently  exists, 

Mr.  Ganske.  Dr.  Ebert,  does  the  American  College  of  Surgeons 
have  concern  about  this? 

Mr.  Ebert.  Yes,  sir,  I  would  certainly  agree  with  what  has  been 
said.  I  prefer  to  call  them  managed  cost  programs.  And  in  the  situ- 
ation you  are  describing,  they  really  are  managing  care.  And,  basi- 
cally, the  responsibility  has  to  be  given  to  some  physician-surgeon 
for  the  management  of  that  patient,  and  I  think  their  judgment 
should  be  upheld. 

We  see  this  very  commonly,  as  I  mentioned,  in  trauma  situa- 
tions, where  patients  happen  to  appear  in  one  emergency  room  and 
that  hospital  may  not  be  a  member  of  the  particularly  managed 
care  program.  But  to  get  approval  for  treatment,  even  under  emer- 
gency circumstances,  many  managed  care  programs  demand  that 
you  get  prior  approval.  And  a  lot  of  times  transfers  are  asked,  or 
requested  much  earlier  and  not  in  the  best  interest  of  the  patient 
and  not  with  the  approval  of  the  surgeons. 

Mr.  Ganske.  I  think  it  has  been  a  part  of  traditional  medical  eth- 
ics that  care  that  is  recommended  should  not  be  predicated  upon 
financial  gain.  Would  all  of  you  agree  with  that. 

Mr.  Johnson.  Definitely. 

Mr.  Ebert.  Definitely. 

Mr.  Harr.  Definitely. 

Mr.  Ganske.  There  is  an  aspect  to  managed  care  that  concerns 
me  deeply,  and  I  would  like  to  get  your  input  on  this.  That  is  a 
subject  of  withholds.  Just  to  review  this  for  a  second,  this  is  a  situ- 
ation where  a  primary  care  doctor  has  part  of  their  capitation  with- 
held on  the  basis  of  then  keeping  the  number  of  their  referrals  lim- 
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ited.  And  if  they  exceed  a  certain  numerical  goal,  then  the  withhold 
is  lost. 

Would  you  care  to  comment  on  that,  Dr.  Harr? . 

Mr.  Harr.  That  is  one  aspect  of  managed  care  that  really  sends 
a  shiver  down  my  back.  Fortunately,  where  I  am  in  rural  Missouri, 
I  am  still  largely  in  a  fee-for-service,  discounted  fee-for-service 
practice.  Not  many  managed  care  companies  have  come  knocking 
on  the  door.  But  as  I  talk  to  my  colleagues  across  the  country,  some 
who  are  heavily  involved  in  managed  care,  this  risk  that  the  physi- 
cian is  assuming,  the  idea  of  a  withhold  sort  of  goes  against  the 
grain  of  doing  what  is  best  for  the  patient  at  that  point  in  time. 

I  think  that  if  we  advocate  for  the  patient  first,  then  you  end  up 
having  to  bite  the  bullet  in  the  end.  Whether  you  can  survive  in 
that  setting  depends  on  the  amount  of  the  withhold.  I  don't  like  the 
idea  of  a  withhold  hanging  overhead  because  I  do  think  it  inter- 
feres with  that  interface  between  what  your  patient  needs  and 
what  you  do  for  your  patient. 

Mr.  Ganske.  Dr.  Johnson,  would  it  seem  to  you  that  if  a  patient 
were  aware  that  withholding  a  certain  amount  of  care  is  of  finan- 
cial benefit  that  that  might  interfere  with  the  doctor-patient  rela- 
tionship in  terms  of  that  very  essential  trust  that  you  need  be- 
tween the  patient  and  the  doctor. 

Mr.  Johnson.  The  way  that  I  have  chosen  over  time  to  address 
that  question  is  to,  particularly  when  one  views  the  conventional 
wisdom  that  seems  to  be  out  there,  that  the  incentives  that  we 
have  today  are  wrong,  that  is  to  say,  fee-for-service  incentives,  and 
we  should  reverse  those  and  use  capitation,  withhold,  and  so  forth, 
to  put  exactly  the  kind  of  ethical  implications  you  are  talking 
about. 

But  to  weigh  it  against  conventional  wisdom,  if  one  looks  at  it 
as  follows,  suppose  you  were  a  patient  and  you  were  fortunate 
enough  to  have  a  choice  between  2  physicians,  but  both  of  those 
physicians  were  trying  to  game  the  system.  One  of  them  was  gam- 
ing the  system  by  giving  you  the  care  that  you  need  plus  a  little 
extra,  and  the  other  was  gaming  the  system  by  withholding  some 
of  the  care  that  you  need.  Which  one  would  you  pick? 

Now,  they  are  both  wrong.  Both  of  them  should  be  given  the  ap- 
propriate care  in  the  appropriate  setting  at  the  appropriate  time  of 
the  illness,  but  to  say  that  one  of  these  incentives  is  intrinsically 
better  than  the  other  no  matter  which  way  you  do  it  is  wrong.  So 
it  comes  back,  then,  to  the  conventional  wisdom.  I  would  suggest 
to  you  that  the  way  to  gain  control  over  the  finances  of  the  system 
is  to  flip  the  incentives.  To  put  the  doctor  into  a  potentially  unethi- 
cal, untenable  situation  simply  does  not  hold  water,  in  my  judg- 
ment. 

That  is  not  to  say  that  those  arrangements  should  not  be  allowed 
to  exist,  as  long  as  the  physician  who  is  functioning  in  such  an  ar- 
rangement does  so  by  choice  and  is  shielded  from  any  adverse  ef- 
fect to  his  or  her  practice  by  having  done  the  right  thing  for  the 
patient. 

Mr.  Ganske.  Dr.  Ebert. 

Mr.  Ebert.  Well,  it  seems  like  you  might  just  put  this  in  the 
same  category  that  a  company  has  an  obligation  to  a  patient,  the 
same  as  a  surgeon  has  when  they  present  all  the  information  re- 
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garding  an  operation.  So  I  would  just  say  that  I  think  this  is  a  dis- 
closure that  should  be  made  to  any  patient  who  is  participating  in 
a  particular  managed  care  program.  Thus,  the  patient  essentially 
has  informed  consent.  If  they  decide  to  make  the  choice  to  purchase 
that  service  knowing  that  there  may  be  financial  incentives  so  to 
speak  for  withholding  service,  fine,  but  at  least  they  were  informed 
and  had  the  choice  made  prospectively. 

Mr.  Ganske.  So  it  would  seem  to  me  that  the  panel  would  at 
least  be  in  agreement  with  the  concept  that  if  in  fact  those  types 
of  arrangements  continue,  that  the  patient  ought  to  be  fully  in- 
formed of  the  financial  arrangements  that  exist  between  the  physi- 
cian and  the  contracting  company? 

Mr,  Johnson.  Yes. 

Mr.  Ebert.  Yes. 

Mr.  Harr.  Yes. 

Mr.  Ganske.  Let  me  go  to  a  little  different  topic,  since  I  have  got 
all  the  time. 

In  the  1960's  and  1970's  and  1980's,  there  was  a  great  experi- 
ment with  medical  manpower,  and  there  was  a  great  expansion  of 
medical  school  enrollments.  Part  of  the  thinking  behind  that  was 
that  if  we  increase  the  number  of  physicians  greatly,  competition 
will  work  to  bring  prices  down  and  we  will  also  better  serve  under- 
served  areas. 

In  fact,  it  looks  like  with  the  increased  numbers  of  doctors  we 
have  seen  increased  medical  expenditures.  I  guess  I  would  like 
each  of  you  to  reflect  a  little  bit  about  where  we  ought  to  go  with 
medical  manpower.  Should  we  be  looking  at  a  global  policy  for  this 
country,  where  we,  for  instance,  might  set  up  a  combined  govern- 
ment-private commission? 

Because  that  would  not  be  possible  currently  because  of  our  anti- 
trust laws.  Dr.  Johnson? 

Mr.  Johnson.  We  are  very  interested  in  finding  a  way  to  deal 
with  this  particular  issue  that  does  not  put  the  American  Medical 
Association  at  risk  with  respect  to  the  antitrust  laws,  and  any  as- 
sistance you  could  give  us  on  that  would  be  greatly  appreciated. 

There  are  all  kinds  of  ramifications,  not  the  least  of  which,  in  a 
discussion  of  cost  with  respect  to  the  Medicare  program,  is  the  cost 
of  training  medical  students  and  physicians  in  postgraduate  train- 
ing. If,  in  fact,  for  purposes  of  discussion,  without  making  a  claim 
in  one  direction  or  another,  we  are  training  too  many  medical  stu- 
dents and  training  too  many  physicians,  and  a  work  force  commis- 
sion of  some  type  were  to  reveal  that,  there  is  an  obvious  oppor- 
tunity to  save  a  substantial  amount  of  money. 

So  even  before  we  get  to  the  concerns  that  you  have  raised,  if  we 
could  start  at  the  front  end  with  a  reasonable  way  to  know  what 
the  true  work  force  needs  are  and  make  the  system  more  cost  effec- 
tive with  respect  to  that  issue,  we  believe  there  is  an  opportunity 
for  significant  savings.  However,  we  need  the  blessing,  if  you  will, 
of  some  kind  of  approach  from  Congress  that  would  enable  us  to 
enter  into  discussions  of  work  force  or  what  really  makes  sense  for 
the  country  without  violating  the  antitrust  laws. 

Mr.  Ganske.  Dr.  Ebert. 

Mr.  Ebert.  Well,  I  think  you  have  COGME  in  the  past  that  has 
done  a  fairly  good  job  of  studying  specialties  and  total  numbers,  at 
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least  as  to  what  the  requirements  are  concerned.  What  we  have 
never  had  is  essentially  an  effector  arm  that  could  implement  any 
of  the  policies  of  COGME. 

So  I  think  I  would  certainly  support  a  private-government  com- 
mission or  any  type  of  commission  to  address  these  issues  if  we  felt 
there  was  any  possibility  there  might  be  an  effector  arm  down  the 
road. 

I  think  just  studying  it  again  and  having  another  piece  of  paper 
is  not  going  to  help  us  any,  but  I  agree  with  Dr.  Johnson,  there 
could  be  a  considerable  amount  of  cost  savings  especially  on  the  in- 
direct medical  costs  that  are  tied  to  residents.  Right  now  there  is 
no  incentive  anyplace  in  the  system  to  reduce  work  force. 

Mr.  Ganske.  Dr.  Harr,  has  your  organization  taken  a  position  on 
the  number  of  family  practice  residency  positions? 

Mr.  Harr.  Yes,  we  have  looked  at  work  force  issues  in  detail 
really  since  1989,  At  the  present  time,  we  are  developing  policy  on 
the  future  needs  of  this  country  for  family  physicians.  We  are  look- 
ing at  that  from  different  scenarios.  We  have  to  take  into  account 
the  penetration  of  managed  care,  because  the  requirements  are  dif- 
ferent, depending  on  the  amount  of  penetration  across  the  country 
with  managed  care  organizations. 

We  have  long  proposed  a  mix  of  50  percent  generalists  and  50 
percent  specialists  and  half  of  those  generalists  being  family  physi- 
cians. And  I  will  tell  you  we  are  in  the  process  of  rethinking  the 
numbers,  because  it  depends  on  the  marketplace  as  far  as  the  spe- 
cific numbers. 

We  know  we  are  oversupplied  with  physicians  in  this  country  in 
general  and  we  are  undersupplied  in  primary  care  physicians.  And 
there  have  been  very  few  incentives  to  change  the  way  we  train 
physicians  in  our  medical  schools.  The  number  of  physicians  who 
come  to  this  country  annually  are  equal  to  the  output  of  60  medical 
schools  who  come  to  this  country  to  train  every  year,  and  many  of 
them  remain  in  our  physician  work  force. 

So  I  think  we  have  to  address  a  lot  of  issues,  and  I  would  echo 
what  has  been  said  before  about  the  need  to  have  a  good,  well- 
based  national  policy  on  how  we  pay  for  our  physicians'  education, 
the  number  we  educate,  and  what  type  we  educate. 

Mr.  Ganske.  Thank  you. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired. 
Dr.  Harr,  does  your  association  have  recommendations  toward 
that  end? 

Mr.  Harr.  If  this  hearing  were  in  August,  I  would.  Our  commis- 
sion on  education  currently  is  crafting  a  plan  that  will  go  before 
our  board  for  approval. 

Mr.  Bilirakis.  Well,  please  submit  it  to  us  as  quickly  as  you  get 
it,  whether  it  be  August  or  now.  We  have  a  September  schedule 
when  it  comes  to  the  Medicare-Medicaid  picture,  but  we  don't  have 
any  specific  schedule  when  it  comes  to  the  overall  health  care  re- 
form concept. 

Mr.  Harr.  I  think  we  can  certainly  do  that. 
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Mr.  Bilirakis.  All  right.  Let  me  ask  you,  sir  as  I  was  not  here 
for  most  of  Dr.  Ganske's  questioning,  did  you  get  into  the  gate- 
keeper concept? 

Mr.  Ganske.  To  some  extent. 

Mr.  Bilirakis,  To  some  extent. 

To  you,  Dr.  Harr,  representing  primary  care  physicians,  do  you 
feel  that  the  gatekeeper  concept  ought  to  be  a  part  of  Medicare, 
particularly?  Some  physicians  have  suggested  that  to  me. 

Mr.  Harr.  Well,  as  a  primary  care  physician.  I  am  sort  of 
amazed  a  little  bit  by  the  term  "gatekeeper,"  because  gatekeeper 
sort  of  implies  that  you  are  a  triage  officer  and  I  think  that  pri- 
mary care  physicians  have  far  more  to  offer  than  just  the  ability 
to  triage  and  save  the  system  money. 

Mr.  Bilirakis.  What  would  you  call  it?  I  am  using  the  word 
"gatekeeper."  Certainly  I  don't  think  that  your  role  should  be  lim- 
ited to  that,  obviously. 

Mr.  Harr.  Understand,  but  there  are  some  people  who  expound 
that  role  for  gatekeepers. 

I  look  at  primary  care  physicians  as  the  patient's  advocate  to 
help  guide  them  through  this  maze  of  medical  technology  and  what 
is  best  for  them,  given  their  current  circumstance  or  current  ill- 
ness, their  current  work,  their  family,  whatever.  The  primary  care 
physician's  job  is  to  help  them  get  through  that  illness  the  best 
quality,  most  cost-effective  way. 

Now,  if  that  is  your  definition  of  gatekeeping,  then  I  accept  that 
role  and  that  definition. 

Mr.  Bilirakis.  Weil,  my  definition  of  gatekeeper  is,  again  in  the 
role  of  Medicare,  a  requirement  that  a  patient  go  to  a  primary  care 
physician  first  in  terms  of  future  care. 

Mr.  Harr.  Our  policy  has  long  been  that  patients  should  have  a 
choice  of  a  personal  physician  and  that  we  advocate  that  that  per- 
sonal physician  should  be  a  family  physician. 

Mr.  Bilirakis.  You  advocate  that  but  you  don't  think  the  Federal 
Government  should  advocate  that? 

Mr.  Harr.  I  think  if  the  Federal  Government  would  advocate  our 
policy  we  would  certainly  be  in  favor  of  it. 

Mr.  Bilirakis.  Do  you  have  a  brief  that  would  support  your  rea- 
sons for  that  policy? 

Mr.  Harr.  I  think  we  can  supply  that  to  you. 

Mr.  Bilirakis.  How  soon  can  you  supply  that  to  us?  It  is  prob- 
ably already  prepared. 

Mr.  Harr.  Yes. 

Mr.  Bilirakis.  So  get  that  to  us  by  the  end  of  the  4th  of  July 
holiday,  meaning  the  end  of  next  week? 
Mr.  Harr.  I  think  that  is  possible. 

Mr.  Bilirakis.  If  you  will  furnish  that  to  this  committee,  I  would 
appreciate  it. 

[The  following  information  was  received  for  the  record:] 

. . .  (b)  All  private  and  public  health  plans  would  seek  to  control  costs  and  to  en- 
hance the  quality  and  appropriateness  of  health  services  using  a  primary  care 
model.  Toward  this  end  all  basic  health  plans  would: 

•  require  enrollees  to  have  a  Personal  Physician,  who  is  a  family  physician/general 
practitioner,  general  internist,  or  general  pediatrician,  and  who  will  serve  as 
their  source  of  regular  and  ongoing  medical  care.  A  requirement  that  the  Per- 
sonal Physician  be  in  one  of  the  generalist  specialties  should  be  phased  in  as 
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the  specialty  maldistribution  of  physicians  is  corrected  (for  example,  during  the 
transition  period,  an  obstetrician/gynecologist  could  serve  as  a  Personal  Physi- 
cian;) 

Mr.  Bilirakis.  I  don't  know  whether  the  other  2  gentlemen  have 
comments  toward  that  end.  Very  briefly,  I  would  like  to  hear  them. 
Mr.  Johnson.  Thank  you,  Mr.  Chairman. 

In  my  earlier  testimony  I  suggested  that  we  would  like  for  pa- 
tients to  have  both  the  opportunity  and  the  responsibility  to  make 
a  wise,  prospective  choice  of  physician  and  financing  plan.  The 
choice  of  a  physician  is  a  very  important  one  and  it  is  a  choice  that 
should  be  made  when  the  person  is  well,  not  when  he  or  she  is 
standing  on  the  steps  of  the  emergency  department.  But  that  per- 
son could  be  any  of  a  variety  of  prospectives  or  it  might  change. 
The  person  that  the  patient  wants  as  his  or  her  advocate  might  be 
different  in  different  circumstances. 

For  example,  it  might  be  an  ENT  surgeon  who  has  previously 
treated  the  patient  for  sinus  surgery  to  correct  some  condition,  and 
the  individual  now  has  a  new  illness  that  is  much  like  the  previous 
one  and  knows  where  to  go.  So  in  those  circumstances,  we  do  not 
believe  that  that  individual  should  have  to  go  through  a  gate- 
keeper. 

So  who  the  patient's  advocate  is  going  to  be  may  change  from  one 
circumstance  to  another.  But  if  an  individual  wants  to  be  in  a  plan 
that  enables  him  or  her  to  make  that  decision,  then  we  think  the 
person  should  have  the  right  to  do  that.  That  is  not  to  speak 
against  primary  care.  On  the  contrary,  we  support  the  notion, 
again,  that  individuals  should  pick  someone  who  is  going  to  be 
their  advocate,  and  typically  that  would  be  a  primary  care  physi- 
cian. 

Mr.  Bilirakis.  Your  premise  is  a  patient  is  mandated  to  go 
through  a  primary  care  physician  first,  as  that  would  result  in  less 
cost. 

And  in  setting  up  a  choice  of  plans  for  beneficiaries,  you  suggest 
that  there  might  be  one  plan  similar  to  managed  care.  They  would 
be  able  to  select  their  primary  care  physician,  but  would  have  a 
lower  premium,  is  that  correct? 

Mr.  Johnson.  It  might  or  might  not  be  correct.  In  other  words, 
what  we  are  saying  is  the  patient  should  have  the  opportunity  to 
pick  a  plan  that  might  have  that  requirement.  But  the  patient 
should  also  have  the  opportunity  to  pick  a  plan  that  did  not  have 
that  requirement. 

Mr.  Bilirakis.  Of  course. 

Mr.  Johnson.  And  sometimes,  for  example,  one  of  the  beauties 
of  the  medical  savings  accounts  is  that  instead  of  having  someone 
else  making  those  decisions,  the  individual  makes  some  of  those  de- 
cisions and  has  an  opportunity  to  create  some  savings. 

So  I  guess  the  part  where  I  might  disagree  is  where  the  savings, 
in  fact,  fall.  But  we  certainly  would  advocate  including  those  kinds 
of  plans  that  would  have  that  requirement. 

Mr.  Bilirakis.  That  is  really  what  I  am  getting  at.  I  would  like 
to  see  that. 

[The  information  referred  to  follows:] 
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Medical  Savings  Accounts 

why  the  american  medical  association  supports  medical  savings  accounts 
What  are  MS  As? 

A  Medical  Savings  Account  (MSA)  is  a  proposed  method  for  individuals  to  fund 
their  health  care.  It  is  a  tax-deferred  bank  or  savings  account  individuals  and  fami- 
lies may  establish  to  pay  for  their  health  care  expenses  and  medical  insurance.  It 
also  allows  them  to  accumulate  savings  to  pay  for  future  medical  expenses  and  for 
more  general  uses  after  retirement. 

Anyone  would  be  eligible  to  choose  an  MSA  as  an  alternative  to  current  ways  of 
funding  medical  care.  For  an  employee  choosing  an  MSA,  the  employer  would  pur- 
chase a  high-deductible  (catastrophic)  insurance  policy  for  the  employee  and  deposit 
cash  into  an  MSA  each  year  in  lieu  of  providing  the  employee  low-deductible  insur- 
ance or  enrollment  in  a  Health  Maintenance  Organization.  The  price  of  the  cata- 
strophic policy  plus  the  cash  deposit  must  equal  the  cost  of  the  alternative  coverage. 
The  employee  then  would  use  the  cash  in  the  MSA  to  pay  for  ordinary  health  ex- 
penses until  the  deductible  of  the  catastrophic  policy  is  met.  Unspent  balances  could 
be  invested  and  accumulate  earnings  that  are  tax-free. 

The  self-employed  and  others  would  establish  MSAs  by  purchasing  a  high-deduct- 
ible policy  and  depositing  the  amount  of  the  deductible  in  the  account.  Like  em- 
ployee accounts,  health  expenditures  from  the  MSA  are  tax-free,  and  accumulated 
balances  earn  interest  which  are  also  tax-free. 

The  premium  for  a  catastrophic  health  policy  is  less  expensive  than  low-deductible 
or  first-dollar  coverage.  A  common  example  is  that  of  an  average  employer  spending 
$4,500  per  employee  for  standard  health  coverage.  For  an  employee  choosing  the 
MSA  insurance  option,  the  employer  would  take  approximately  one-third,  or  $1,500, 
and  purchase  a  $3,000  deductible  policy  for  the  employee,  depositing  $3,000  in  the 
employee's  MSA. 

What  are  MSAs  Intended  to  Accomplish  ? 

MSA's  have  been  proposed  as  a  measure  of  health  system  reform.  The  basic  objec- 
tive is  to  provide  stronger  incentives  for  consumers  to  be  price  conscious  in  shopping 
for  and  purchasing  health  care  than  are  presented  by  standard,  low-deductible 
health  coverage. 

With  traditional  insurance,  consumers  are  insulated  from  prices  and  do  not  per- 
ceive the  full  cost  of  consuming  health  care  resources.  Therefore,  they  do  not  exert 
as  much  pressure  on  providers  for  economic  efficiency  as  they  would  if  they  were 
spending  what  they  perceive  to  be  their  own  money  or  paying  the  full  cost  of  medi- 
cal care  more  directly  out  of  their  own  pockets.  The  result  is  that  many  prices  are 
higher  than  they  otherwise  would  be,  and  many  providers  are  less  efficient  than 
they  cold  be. 

Because  unspent  MSA  balances  accrue  as  savings,  consumers  will  treat  MSA  bal- 
ances as  their  own  money  rather  than  someone  else's  (i.e.,  the  insurance  company's 
or  the  employer's).  This  will  have  the  effect  of  making  prices  more  meaningful  in 
the  market  for  medical  care.  Meaningful  prices  will  stimulate  price  competition 
among  health  care  providers,  which  will  operate  to  constrain  the  rate  of  growth  in 
health  expenditures  and  prices.  As  a  result,  both  medical  care  and  medical  insur- 
ance will  become  more  affordable,  relieving  pressure  on  health  budgets  of  both  gov- 
ernment and  business  as  well  as  individuals  who  are  currently  not  insured  and  pay 
for  medical  care  out-of-pocket. 

MSAs  were  contained  in  14  health  reform  bills  introduced  in  the  103rd  Congress, 
and  have  actually  been  enacted  in  seven  states.  Without  the  exemption  from  federal 
taxes,  however,  the  incentives  for  savings  are  not  significant.  Federal  tax  laws  must 
be  amended  to  allow  unspent  balances  in  MSAs  to  be  carried  over  to  subsequent 
years  without  penalty. 

Benefits  of  MSAs  to  Consumers 

•  Consumers  will  get  more  for  their  money  with  high-deductible  insurance.  The 
first  $1,500  to  $2,000  of  insurance  benefits  cost  more  in  premiums  than  is  returned 
to  consumers  in  claims.  In  contrast,  the  money  paid  for  health  care  from  the  MSA 
will  not  be  subject  to  insurance  company  administrative  charges. 

•  Better  choice  among  therapies  can  be  made  based  on  their  clinical  value.  Equal 
tax-treatment  of  out-of-pocket  spending  will  reduce  incentives  to  select  among  com- 
peting therapies  solely  on  the  basis  of  insurance  coverage. 

•  With  consumers  making  their  own  health  care  spending  decisions,  the  physi- 
cian-patient relationship  will  be  freed  from  the  intrusion  of  third-party  payors.  Phy- 
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sicians  are  less  pressured  to  withhold  beneficial  care  or  to  obtain  third-party  author- 
ization for  proposed  treatments,  an  often  time-consuming  process. 

•  MSAs  place  fewer  restrictions  on  the  range  of  medical  services  covered.  Current 
insurance  plans  may  limit  certain  services,  products,  or  equipment.  With  MSAs, 
consumers  have  increased  access  to  services  not  typically  covered,  including  long- 
term  care  services,  eye  care  services,  and  prescription  drugs. 

•  The  portability  feature  of  MSAs  enhances  job  mobility  by  removing  the  "job- 
lock"  feature  of  traditional  employment-based  coverage.  Furthermore,  accumulated 
funds  in  MSAs  would  provide  a  source  of  funds  for  workers  who  become  unemployed 
to  purchase  bridge  insurance  when  they  are  between  jobs.  The  current  cost  of  con- 
tinuation insurance  is  prohibitive  for  many  persons. 

•  Because  funds  deposited  in  MSAs  are  not  subject  to  a  "use  it  or  lose  it"  rule, 
MSA  balances  can  become  an  important  savings  vehicle  and  source  of  funds  for  pur- 
chasing long-term  care  insurance  and  other  post-retirement  needs  not  covered  by 
Medicare. 

Why  the  AMA  Supports  MSAs 

The  American  Medical  Association  (AMA)  has  supported  MSAs  since  1986  when 
it  recommended  allowing  individuals  to  save  toward  medical  needs  in  retirement. 
Over  a  period  of  time,  wide-spread  use  of  MSAs  could  eventually  lead  to  the  self- 
funding  of  health  care  during  retirement.  This  would  reduce  the  financial  burden 
on  the  Medicare  program  which  otherwise  cannot  sustain  the  growth  in  demand  for 
medical  care  from  a  growing  elderly  population  in  conjunction  with  the  declining 
number  of  workers  contributing  to  their  support. 

The  AMA  also  supports  MSAs  as  a  method  for  individuals  to  fund  the  costs  of 
long-term  care.  The  financial  burden  of  long-term  care  is  a  serious  problem  for  many 
Americans  and  government.  Making  up  12%  of  national  health  expenditures,  about 
36%  of  funding  comes  from  personal  resources.  41%  from  Medicaid,  and  23%  from 
other,  primarily  public,  sources.  Only  1-2%  of  long-term  care  expenditures  are  fund- 
ed by  private  insurance.  The  projected  growth  in  long-term  care  expense  cannot  be 
sustained  by  government;  MSAs  are  one  approach  to  relieving  the  burden  by 
"privatizing'  the  financing  of  long-term  care. 

The  AMA  also  endorses  MSAs  as  one  of  the  best  approaches  to  assuring  patients' 
freedom  of  choice  in  health  insurance.  In  particular,  it  is  one  of  the  best  ways  to 
operationalize  the  concept  of  individually-owned  insurance  for  the  purpose  of  achiev- 
ing portability  of  insurance  for  employees  who  may  switch  employers.  The  lack  of 
portability  is  an  impediment  to  job  mobility  manifested  in  "job  lock"  which  makes 
many  employees  reluctant  to  change  jobs  because  they  fear  losing  health  insurance 
coverage. 

MSAs  are  a  market  approach,  rather  than  a  regulatory  approach,  to  our  health 
system  problems,  particularly  that  of  the  rising  cost  of  medical  care.  Rather  than 
achieving  cost  containment  through  government  regulation  of  prices  through  price 
controls,  or  imposing  arbitrary  ceilings  or  "global  budgets"  on  expenditures  as  many 
have  proposed,  the  AMA  believes  that  it  is  better  to  let  individuals  make  the  choices 
of  what  health  care  should  be  produced  and  how  much  health  care  is  worth  through 
their  individual  control  over  expenditures.  MSAs  accomplish  this  by  letting  individ- 
uals determine  the  value  of  health  care  by  spending  their  own  money — rather  than 
what  they  perceive  as  someone  else's  money  when  they  have  traditional  insurance — 
on  health  care. 

MSAs  are  the  best  approach  to  strengthening  the  market  for  medical  care  by  giv- 
ing patients  the  opportunity  to  choose  to  be  more  involved  in  their  medical  care 
choices  and  decisions.  For  those  who  choose  MSAs  for  their  medical  coverage,  price 
will  become  a  more  important  consideration  in  their  choices,  an  element  in  the  mar- 
ket which  is  seriously  lacking  at  the  present  time.  Furthermore,  MSAs  have  the  po- 
tential for  substantially  improving  the  physician-patient  relationship,  which  physi- 
cians feel  has  been  significantly  eroded  by  the  increasing  intrusion  of  third  parties 
with  the  growth  of  managed  care. 

Criticisms  of  MSAs  and  AMA's  Response 

•  "Consumers  cannot  shop  for  medical  care  because  they  are  not  knowledgeable 
enough.  Furthermore,  consumers  cannot  shop  for  medical  care  when  they  are  sick, 
do  not  have  the  luxury  of  time  or  ability  to  postpone  decisions  as  they  do  when  shop- 
ping for  ordinary  goods  and  services,  and  are  not  necessarily  rational  when  such  de- 
cisions have  to  be  made." 

AMA  Response:  Such  a  criticism  rests  on  a  misunderstanding  of  the  manner  in 
which  most  consumers  arrange  for  medical  care.  Of  course,  few  do  shop  around  or 
can  shop  around  when  faced  with  an  immediate  need  for  treatment  of  a  serious  ill- 
ness or  injury.  Rather,  most  consumers  make  long-term  arrangements  in  anticipa- 
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tion  of  being  in  a  situation  where  their  ability  to  shop  or  make  important  decisions 
is  compromised.  The  essence  of  the  traditional  patient-physician  relationship  with 
a  regular  personal  physician  is  such  a  long-term  arrangement  that  establishes  the 
general  courses  of  action  to  be  taken  in  case  the  patient  has  serious  medical  needs. 
Thus,  one  typically  does  not  "shop  around"  when  medical  contingencies  arise,  but 
relies  on  pre-established  relationships  for  dealing  with  problems.  Medical  needs,  es- 
pecially serious  ones,  are  not  highly  predictable.  Dealing  with  them  requires  ad- 
vance planning  and  establishing  relationships  with  providers  who  can  be  called  on 
when  medical  needs  arise. 

•  "Medical  savings  accounts  would  attract  healthy  people . . .  the  pool  of  applicants 
for  regular  coverage  would  consist,  increasingly  of  people  who  are  more  ill 
and . . .  drive  their  premiums  higher." 

AMA  Response:  Yes,  this  will  happen.  But  this  is  a  good  result  rather  than  a  bad 
one.  As  premiums  for  regular,  low-deductible  coverage  increase  for  the  sicker  indi- 
viduals, they  will  have  an  incentive  to  switch  to  higher-deductible  coverage.  They 
will  find  that  they  save  money  because  they  will  no  longer  pay  the  insurance  com- 
pany overhead  to  process  the  MSA  funds  that  they  know  they  will  spend  for  certain. 

•  "Healthy  people  will  buy  catastrophic  policies  until  they  become  sick  or  preg- 
nant; then  they  will  switch  to  ordinary  coverage." 

AMA  Response:  This  is  a  problem  (adverse  selection)  where  people  have  a  wide 
choice  of  plans,  such  as  in  the  Federal  Employees  Health  Benefits  Plan,  but  the 
plans  are  not  adequately  risk-rated.  The  best  way  to  prevent  adverse  selection  is 
to  structure  choices  so  that  people  pay  a  price  to  switch  if  they  have  a  change  in 
their  underlying  health  status.  Without  such  provisions,  adverse  selection  will  con- 
tinue to  be  a  problem  whether  or  not  MSAs  are  among  the  options. 

•  "Catastrophic  coverage  can  drive  consumers  away  from  low-cost  primary  care, 
which  would  come  out  of  their  pockets,  toward  high-tech,  costly  fixes  when  they  let 
a  preventable  problem  fester." 

AMA  Response:  This  is  an  exaggeration.  It  can  happen,  obviously,  but  it  happens 
even  when  the  money  cost  of  consuming  preventive  and  other  services  is  zero.  This 
is  because  there  are  other  costs  of  consuming  medical  care  that  are  sometimes  many 
times  higher  than  the  money  costs,  such  as  the  time  costs  and  psychic  costs. 

•  "Since  most  medical  expenditures  are  concentrated  among  a  relatively  few  high- 
cost  users,  there  is  little  room  for  savings  at  the  low  end  of  the  expenditure  distribu- 
tion where  MSA  incentives  operate.'" 

AMA  Response:  While  it  is  true  that  4-5%  of  the  population  spend  one-half  of  the 
total  health  care  expenditure,  it  is  also  true  that  two-thirds  of  the  total  is  on  annual 
medical  bills  of  $5,000  or  less.  Thus,  there  is  a  much  larger  potential  for  MSAs  to 
affect  spending  through  incentives  for  economical  choices  than  the  high-end  con- 
centration considered  alone  suggests.  Another  savings  that  will  accrue  to  use  of 
MSAs  is  administrative  cost  due  to  the  fact  that  insurance  company  processing  ex- 
penses are  much  the  same  for  a  small  claim  as  a  larger  claim,  much  of  which  will 
be  saved  by  owners  of  high-deductible  policies. 

Mr.  Bilirakis.  Dr.  Harr,  Dr.  Ebert,  do  you  have  comments  in 
that  regard? 

Mr.  Ebert.  I  hate  to  see  more  medicine  being  practiced  I  guess 
by  regulation. 
Mr.  Bilirakis.  Yes,  I  would,  too. 

Mr.  Ebert.  I  think  you  run  a  great  risk.  And  this  is  not  an 
antifamily  practice  comment.  But  in  so  many  emergency  situations 
patients  come  in  and  they  know  oftentimes  what  they  need  or  who 
they  need  to  see.  I  could  give  a  lot  of  examples.  You  do  not  need 
to  be  a  rocket  scientist  to  figure  out  if  you  have  a  certain  kind  of 
problem  you  need  to  see  a  certain  kind  of  person  right  away. 

Having  to  make  contact  through  another  physician  just  to  get 
seen  by  someone  is — you  have  no  idea  how  hard  it  is  to  do  that. 
We  live  with  that  now,  getting  approval,  so  to  speak,  for  getting 
treatments.  And  if  we  had  to  have  a  level  where  every  patient  who 
was  seen  in  an  emergency  room,  let's  say,  for  example,  had  to  have 
a  primary  care  physician  contacted,  or  if  every  patient  who  went 
to  a  specialist  with  a  myocardial  infarction  couldn't  be  treated  be- 
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cause  they  could  not  be  approved,  I  think  that  is  meddlesome  medi- 
cine. 

Mr.  BlLlRAKlS.  All  right.  Well,  thank  you.  My  time  has  expired. 
Well,  all  right.  Do  you  have  anything,  Greg? 
Mr.  Ganske.  Just  one  question. 

As  we  look  at  managed  care  as  an  increased  option,  and  look  for 
some  other  fundamental  changes,  I  would  like  each  of  your  com- 
ments just  very  briefly.  If  we  were  looking  at  yearly  or  annual  open 
enrollments,  have  your  organizations  taken  a  position  on  that? 

Mr.  JOHNSON.  The  answer  for  us  is  yes,  we  have.  That  the  indi- 
vidual should  be,  and  I  think  I  said  that  in  my  testimony,  if  the 
person  is  dissatisfied  with  the  plan  he  or  she  has  chosen,  that  indi- 
vidual should  be  able  to  change  plans,  just  as  if  the  individual  is 
dissatisfied  with  his  or  her  physician  the  person  should  be  able  to 
change. 

Mr.  Ganske.  But  my  question  has  to  do  with  how  often  that 
could  be  done.  What  do  you  think  about  an  annual  open  enroll- 
ment? 

Mr.  Johnson.  We  used,  in  our  testimony  and  in  our  thinking, 
the  model  of  the  Federal  employee  health  benefit  plan,  which  is  not 
perfect — one  of  its  imperfections  is  it  does  not  have  as  wide  an 
array  of  choices  as  we  are  proposing— but  one  of  the  things  that 
has  seemed  to  work  is  the  annual  period  of  enrollment.  So  I  believe 
we  would  advocate  starting  off  with  an  annual  opportunity.  Cer- 
tainly, we  would  not  want  people  to  be  able  to  change  in  mid- 
stream.. 

If  that  resulted  in  a  significant  adverse  selection  problem,  then 
I  think  we  would  have  to  look  at  how  to  deal  with  that  adverse  se- 
lection problem.  If,  on  the  other  hand,  it  did  not,  then  we  would 
probably  stick  with  the  annual  cycle. 

Mr.  Ganske.  Briefly,  Dr.  Ebert. 

Mr.  Ebert.  I  want  to  answer  two  ways,  Dr.  Ganske.  I  think  that 
the  patient  should  have  the  right  to  drop  the  plan  any  time  they 
wish.  I  think  we  should  certainly  be  the  patient's  advocate  and  say 
no  matter  when,  if  the  patient  was  dissatisfied,  they  should  be  able 
to  change  the  plan.  On  the  other  hand,  I  think  the  plan  should 
have  some  obligation  to  the  patient  and  not  be  able  to  drop  the  pa- 
tient simply  because  an  illness  occurs. 

I  don't  know  whether  that  should  be  1  year,  90  days,  6  months, 
but  I  think  there  should  be  something  written  in  that  limits  the 
ability  to  have  the  plan  to  dismiss  patients. 

Mr.  Ganske.  Dr.  Harr. 

Mr.  Harr.  I  think  that  would  be  a  good  starting  point,  but  I 
agree  I  don't  know  if  we  have  enough  data  to  really  know  which 
time  period  works  best. 

In  echoing  what  Dr.  Ebert  has  said,  patients  should  be  able  to 
opt  out  if  they  are  not  getting  the  services  that  they  feel  they 
should  under  their  plan  or  if  they  are  unhappy  with  the  physician 
panel  within  that  plan,  or  they  cannot  strike  a  good  relationship 
with  a  physician  of  choice  in  that  plan,  they  ought  to  be  able  to  opt 
out. 

I  don't  think  we  have  enough  data  to  say  specifically  1  year  ver- 
sus a  number  of  months  or  whatever  is  really  appropriate  yet.  But 
I  think  that  would  be  a  starting  point. 
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Mr.  Ganske.  Thank  you. 

Mr.  Bilirakis,  Gentlemen,  again  my  thanks.  I  wanted  to  be  able 
to  question  you  regarding  the  Medicare  Program's  regulations.  The 
things  that  I  hear  on  an  everyday  basis  from  physicians  particu- 
larly down  in  my  area  I  am  sure  I  can  multiply  all  over  the  coun- 
try. The  AMA's  written  testimony  and  some  of  the  others,  have 
mentioned  the  enormous  burden  that  HCFA,  et  cetera,  has  placed 
upon  your  physicians.  Hopefully,  you  have  conducted  analyses  to 
determine  the  costs  of  this  burden  to  the  taxpayers  and  maybe 
what  those  indirect  costs  might  be,  and  conceivably  maybe  even 
made  some  suggested  changes.  If  that  is  the  case,  I  would  ask,  and 
I  ask  unanimous  consent  of  the  committee,  that  you  submit  that 
information  to  us  as  soon  as  you  can,  We  are  working  on  these 
things  now,  and  we  just  do  not  know  what  kind  of  success  we  are 
going  to  have  with  the  Congressional  Budget  Office  as  far  as  scor- 
ing any  changes. 

The  more  we  can  find  savings  in  areas  like  waste,  fraud,  and 
abuse,  the  defensive  medicine  idea,  changing  tort  reform,  and  areas 
such  as  this,  and  can  have  the  scoring  done  by  the  Congressional 
Budget  Office,  it  improves  the  entire  picture. 

So  I  would  ask  you  to  submit  that  information  to  us  as  soon  as 
you  possibly  can.  If  you  cannot  get  it  here  in  time  for  us  to  be  able 
to  use,  well  then,  you  cannot  complain  about  the  process.  Thank 
you  very  much  for  being  here. 

[The  following  information  was  received  for  the  record:] 

Family  Physician  Workforce  Reform:  Recommendations  of  the  American 
Academy  of  Family  Physicians 

introduction 

(1)  The  health  care  systems  of  countries  now  dedicated  to  universal  coverage  for 
and  access  to  health  care  are  based  on  a  foundation  of  generalist  physicians  of  high- 
er proportion  than  is  now  present  in  the  United  States.  In  these  countries,  as  well 
as  in  the  more  cost  efficient,  closed  panel  health  maintenance  organizations  (HMOs) 
in  the  United  States,  generalist  physicians  usually  constitute  approximately  50  per- 
cent or  more  of  the  physician  pool,  compared  to  34  percent  in  the  United  States  at 
large.1,2 

(2)  In  1961,  half  of  U.S.  physicians  were  generalists.  Since  then,  the  percentage 
has  dramatically  declined.  In  1990,  33.5  percent  (183,349/547,310)  of  active 
allopathic  physicians  were  generalists,  with  13.9  percent  in  general  internal  medi- 
cine, 12.9  percent  in  family  practice,  and  6.7  percent  in  general  pediatrics.3  In  1990, 
55.4  percent  (12,550/22,653)  of  active  osteopathic  physicians  were  in  general  prac- 
tice.4 

(3)  Concurrently,  many  non-primary  care  specialties  and  subspecialties  experi- 
enced significant  growth.  Between  1980  and  1990,  major  increases  occurred  in  emer- 
gency medicine  (150  percent),  radiology  (118  percent),  radiation/oncology  (78  per- 
cent), and  anesthesiology  (63  percent).  The  pediatric  subspecialties  also  grew  sub- 
stantially (117  percent),  as  did  the  internal  medicine  subspecialties  of  gastro- 
enterology (85  percent),  pulmonary  disease  (64  percent),  and  cardiology  (61  percent). 
Lagging  below  the  32  percent  aggregate  physician  growth  rate  for  the  decade  were 
family  practice  (17  percent)  and  general  surgery  (13  percent).5 

(4)  The  increasing  generalist-specialist  imbalance  in  the  United  States  under- 
mines the  ability  to  achieve  universal  health  care  access  and  limits  the  capability 
to  meet  the  demands  of  managed  care  and  underserved  rural  and  urban  popu- 
lations. Unless  current  trends  are  reversed,  primary  care  services  may  increasingly 
be  provided  by  limited  specialists  and  sub-specialists  who  have  had  little  or  no  pri- 
mary care  training  or  continuing  education.  Such  services  can  be  expected  to  be  both 
costly  and  inefficient  as  limited  specialists  tend  to  use  technologies  and  procedures 
of  their  specialties  more  than  do  generalists.6- 7'8  Furthermore,  because  of  their  nar- 
rower educational  focus,  limited  specialists  will  more  frequently  seek  consultation 
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for  patients  who  have  common  acute  and  chronic  illnesses.  Services  may  be  frag- 
mented and  duplicated  by  visits  to  multiple  specialists.9, 10- n- 16 

(5)  The  current  ( 1992)  American  Academy  of  Family  Physicians'  (AAFP)  position 
is  that  half  of  physicians  produced  in  the  United  States  should  be  generalists  (or 
primary  care),  and  half  the  generalists  should  be  family  physicians.  The  problem 
now  identified  with  this  AAFP  position  is  that  percent  goals  (half)  do  not  control 
for  the  denominator  (i.e.  half  of  far  too  many  may  be  too  many).  In  addition,  the 
need  in  the  U.S.  for  physicians,  and  generalist  physicians,  is  changing  as  the  deliv- 
ery system  evolves  toward  more  managed  care, 

(6)  While  much  discussion  in  the  United  States  in  recent  years  has  focused  on 
percentages  of  physicians  that  should  be  allocated  in  the  various  specialties,  of  more 
importance  may  be  the  number  of  physicians  by  specialty  per  100,000  population. 
The  U.S.  currently  has  approximately  240  physicians  per  100,000  people.  As  re- 
cently as  January  1995,  a  Medical  Economics  review  of  Kaiser  Permanente  systems 
across  the  country  showed  an  average  of  50-55  percent  generalist  physicians  with 
a  total  physician  requirement  of  143  physicians/100,000  population.12 

(  7)  Steven  Schroeder,  MD,  now  president  of  the  Robert  Wood  Johnson  Foundation, 
warned  in  1984  that  "The  European  experience  suggests  that  the  United  States' 
most  pressing  health  manpower  problem  is  an  over  supply  of  specialists."  He  further 
stated  that,  "If  reductions  in  physician  supply  are  desired,  they  should  come  from 
reducing  foreign  trained  physicians,  not  medical  school  enrollment." 13  It  is  useful 
to  recall  that  in  1981  the  Graduate  Medical  Education  National  Advisory  Committee 
report  recommended  a  reduction  in  medical  school  class  size,  a  sharp  restriction  on 
the  entry  of  IMGs  and  a  freeze  on  the  number  of  non-physician  providers  (NPPs) 
being  trained.14  Had  those  recommendations  been  implemented,  it  is  unlikely  the 
U.S.  would  be  confronting  the  bulge  in  physician  supply  that  appears  certain  to 
occur  after  the  turn  of  the  century.15 

PLANNING  NEEDS 

(8)  What  is  the  right  number  of  total  physicians,  and  particularly  generalist  physi- 
cians? What  impact  would  enfranchisement  of  the  entire  population  for  covered 
health  care  services  have  on  the  current  physician  workforce?  What  role  will  non- 
physician  providers  play  in  the  future  health  care  delivery  system?  What  areas  of 
primary  care  services  will  be  adequately  or  inadequately  met  by  restraining  of  sub- 
specialists  in  the  next  two  decades?  How  will  managed  care  affect  the  demand  for 
and  supply  of  physician  services? 

(9)  In  1970,  the  American  Academy  of  Family  Physicians  projected  that,  based  on 
a  ratio  of  1  family  physician  per  every  2,000  persons,  there  would  be  a  shortage  of 
45,000  family  physicians  by  the  year  1975.  This  number  was  adjusted  in  the  late 
1970s  to  a  recommendation  of  1  family  physician  per  2,750  people.  As  preventive 
health  care  and  health  promotion  become  more  integral  parts  of  future  health  sys- 
tems, it  seems  appropriate  to  consider  as  models  large  health  maintenance  organiza- 
tions which  currently  assign  panels  of  1,300-2,000  patient  enrollees  to  each  family 
physician,  or  even  fewer,  depending  on  the  percentage  of  elderly  patients  or  patients 
with  special  needs. 

(10)  In  an  attempt  to  make  reasonable  projections  for  future  physician  workforce 
needs,  the  AAFP's  Commission  on  Education  has  reviewed  current  literature  and 
elected  to  use  the  projections  developed  by  Weiner  (prepared  for  the  Council  on 
Graduate  Medical  Education  in  1993  and  recently  published  in  the  Journal  of  the 
American  Medical  Association)  as  modified  by  Kindig.16  17  These  annual  projections 
are  for  a  20-year  physician  supply  based  on  physician  numbers  in  1990.  The  COE 
recommends  the  Weiner/Kindig  scenario  described  as  "medium  family  practice"  in 
which  family  physicians  comprise  50  percent  of  all  allopathic  generalists,  DO  gener- 
alists increase  to  125  percent  of  1990  levels  (to  6.8/100,000),  and  NP/PA  equivalents 
increase  to  150  percent  of  1990  levels  (to  2.6/100,000).  In  this  scenario,  the  U.S. 
would  need  69  full-time  equivalent  MD  generalist  physicians,  6.8  DO  generalists, 
and  2.6  NP/PAs  per  100,000  population.  To  ensure  adequate  supply,  the  number  of 
MD  generalist  physicians  was  increased  by  10  percent  resulting  in  the  following  pro- 
jections for  MD  family  physicians,  based  on  76  MD  generalist  physicians  per 
100,000: 

MD  FP/100,000  =  (total  MD  GEN.  REQ./100,000  -  6.8  DO  -  2.6  NP/PA)  X  0.50 
33.3  =  (76  -  6.8  DO  -  2.6  NP/PA)  X  0.50 

(11)  Using  this  formula,  one  obtains  a  needed  MD  family  physician  to  population 
ratio  of  33.3  per  100,000.  To  reach  this  goal,  3,870  MD  family  practice  residency 
graduates  will  be  needed  annually  for  the  next  15  years,  beginning  in  1996  and  cul- 
minating in  2010.  Nearly  3.000  are  currently  produced  annually.  Recent  increases 
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in  family  practice  residency  positions  have  established  a  trend  that  seems  to  place 
the  MD  family  practice  goal  of  3,870  graduates  per  year  within  reach. 

(12)  The  desired  scenario  is  one  in  which  50  percent  of  generalist  physicians  are 
general  internists  and  pediatricians,  at  a  ratio  of  33.3  per  100,000  population.  Simi- 
lar to  family  physicians,  3,870  will  need  to  be  produced  each  year.  The  desired  sce- 
nario recognizes  the  contribution  of  osteopathic  physicians,  predominately  family 
physicians,  to  the  workforce  by  recommending  a  25  percent  increase  to  a  ratio  of 
6.8  per  100,000  population.  Primary  care  nurse  practitioners  and  physician  assist- 
ants are  also  recognized  as  contributing  to  the  primary  care  workforce  by  serving 
in  integrated  practices  under  the  supervision  of  primary  care  physicians.  The  de- 
sired scenario  includes  a  50  percent  increase  to  a  ratio  of  2.6  primary  care  NP/PAs 
per  100,000  population. 

(13)  A  steady  rate  should  eventually  be  developed  to  produce  appropriate  numbers 
of  physicians  to  replace  physicians  leaving  practice  while  serving  tne  needs  of  an 
increasing  population.  An  immediate  concern,  however  is  that  there  are  many  com- 
munities today  that  are  critically  underserved  for  health  care  services,  primarily 
generalist  services.  Projections  may  look  appropriate  15  years  in  the  future,  but 
what  can  be  done  in  the  interim?  Suggestions  would  seem  to  focus  on  immediate 
capacity  expansion  in  the  training  of  generalist  physicians,  especially  family  physi- 
cians. 

(14)  There  are  currently  approximately  17,600  allopathic  and  osteopathic  grad- 
uates each  year  entering  post-graduate  year  one  (PGY-I)  positions,  witn  more  than 
24,000  total  PGY-I  positions  available.  Additional  PGY-I  positions  are  filled  by  inter- 
national medical  graduates  (IMGs)  who  in  1993  filled  6,742  PGY-I  slots.  While 
international  medical  graduates  do  provide  important  service  to  their  training  insti- 
tutions, they  often  train  in  non-primary  care  specialties,  and  frequently  remain  in 
the  United  States  after  training,  contributing  to  the  non-generalisVgeneralist  imbal- 
ance and  to  the  rapidly  developing  oversupply  of  physicians.  This  issue  is  well  ad- 
dressed by  the  Fourth  Report  of  the  Council  on  Graduate  Medical  Education 18  and 
by  Rivo  and  Satcher, 5  suggesting  an  initial  approach  to  limit  PGY-I  positions  to  110 
percent  of  the  1990  level  of  allopathic  and  osteopathic  graduates  with  a  50  percent 
generaiist/50  percent  non-generalist  ratio  in  PGY-I  positions  (50/50-110).  The  10 
percent  excess  PGY-I  positions  would  provide  additional  choice  as  to  community  of 
training  and  would  allow  adequate  positions  for  American  born  foreign  medical 
graduates  who  return  for  training  in  preparation  to  enter  the  physician  workforce. 

(15)  The  long-term  impact  of  the  50/50-110  scenario  on  the  future  size  of  the  phy- 
sician workforce  is  projected  to  reduce  the  projected  physician  supply  by  about 
90,000  to  790,000  or  9  percent  below  projected  levels  in  2020.  This  nation's  physi- 
cian-to-population ratio  would  remain  at  the  1990  level  of  about  240/100,000  in 
2020,  or  11  percent  below  the  projected  level  of  270/100,000.19 

(16)  The  recommendations  in  this  report  are  based  on  a  20-year  projection,  begin- 
ning with  1990  numbers,  using  2010  as  a  target.  The  best  approach  at  this  time 
seems  not  to  attempt  a  certain  prediction  of  the  future  but  to  make  reasonable  as- 
sumptions and  immediately  start  to  accomplish  necessary  educational  and  legisla- 
tive action  to  provide  effective  physician  workforce  reform.  However,  it  is  important 
that  these  recommendations  be  reviewed  and  revised  as  necessary  every  three  to 
five  years,  to  make  mid-course  corrections  to  achieve  desired  goals. 

STRATEGIC  DIRECTIONS 

Rationale  and  Recommendations 

(17)  A.  What  level  of  training  capacity  does  this  country  need  for  family  physi- 
cians and  over  what  time  frame? 

Recommendation  1:  To  achieve  the  desired  ratio  of  33.3  MD  family  physicians  per 
100,000  population  in  2010,  3,870  MD  family  physicians  will  need  to  be  produced 
annually  in  the  U.S.,  an  increase  of  approximately  900  over  current  annual  produc- 
tion. 

Recommendation  2:  There  should  be  up  to  484  ACGME  accredited  family  practice 
residency  programs  by  7/1/2000,  assuming  an  average  of  8-9  PGY-I's,  and  8-10  PGY- 
II's. 

(18)  Assuming  managed  care  does  not  penetrate  as  fast  as  Weiner17  predicts  (40- 
65  percent  by  2010),  that  all  underserved  areas  should  be  adequately  served  by  gen- 
eralists,  and  assuming  a  10  percent  surplus  or  "cushion"  of  generalists  is  desirable, 
then  the  generalist  to  population  ratio  recommended  is  76/100,000.  Assuming  2.6 
NP/PA/100,000,  this  leaves  73.4  generalist  physicians/100,000.  If  6.8  are  DOs,  this 
leaves  66.6  MD  generalist  physicians/100,000  population.  It  is  further  recommended 
that  50  percent  of  these  generalist  physicians  in  the  United  States  be  family  physi- 
cians, resulting  in  a  ratio  of  33.3  MD  family  physicians  per  100,000  population. 
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(19)  The  U.S.  is  currently  producing  nearly  3,000  MD  family  physicians  per  year. 
To  achieve  a  ratio  of  33.3  MD  family  physicians/100,000  population  by  2010,  3,870 
MD  family  physicians  will  need  to  be  produced  each  year,  beginning  in  1995-96. 

(20)  Currently,  419  ACGME-accredited  family  practice  residencies  average  22.5 
residents  per  program,  and  7.8  PGY-I's  each.  An  additional  22  residencies  are  ap- 
proved but  are  likely  to  have  few  residents  until  7-1-96. 

(21)  First  year  positions  offered  in  family  practice  residency  programs  have  been 
increasing  over  the  past  two  years  at  approximately  0.5  PGY-I  positions  per  pro- 
gram (200/year).  3,252  of  3,338  (97.4  percent)  PGY-1  positions  in  family  practice 
were  filled  on  7/1/95.  In  addition,  there  are  3,238  PGY-II  and  2,920  PGY-III  resi- 
dents, for  a  total  of  9,410  family  practice  residents  in  training. 

(22)  430  ACGME-accredited  family  practice  residencies  graduating  an  average  of 
nine  residents  each  per  year,  or  alternately  484  ACGME-accredited  family  practice 
residencies  graduating  an  average  of  eight  residents  per  year,  will  produce  3,870 
family  practice  graduates  per  year.  Currently,  240+  DO's  enter  and  graduate  from 
ACGME-accredited  family  practice  residencies  annually.  It  is,  therefore,  rec- 
ommended that  on  average  ACGME-accredited  family  practice  residencies  accept  8- 
9  PGY-I's  (MD  and  DO)  (currently  7.8),  and  8-10  PGY-H's  (MD  and  DO),  in  a  total 
of  approximately  430  to  484  ACGME-accredited  family  practice  residencies.  This  im- 
plies a  modest  expansion  in  size  of  existing  residency  programs  and  the  develop- 
ment of  a  modest  number  of  new  residencies  in  areas  of  need. 

(23)  Assuming  adequate  interest  by  students  in  pursuing  careers  in  family  prac- 
tice, and  given  the  current  rate  of  growth  in  new  residencies  (61  since  1990),  there 
would  be  480  ACGME-accredited  family  practice  residencies  by  7/1/99. 

(24)  B.  How  is  the  need/supply  for  family  physicians  related  to  the  need/supply 
of  other  generalists,  MD,  DO,  PA,  NP? 

Recommendation  3:  To  achieve  the  desired  ratio  of  33.3  per  100,000  population 
by  2010,  3,870  general  internists  and  pediatricians  will  need  to  be  produced  annu- 
ally, an  increase  of  approximately  400  over  current  annual  production.  This  can  be 
accomplished  without  additional  residency  positions  if  65  percent  of  MD  pediatrics 
graduates  and  45  percent  of  MD  internal  medicine  graduates  remain  in  generalist 
careers. 

Recommendation  4:  To  achieve  the  projected  increase  of  25  percent  DO  general- 
ists, approximately  600  DOs  should  train  in  family  practice  residency  programs  each 
year.  Based  on  historical  experience,  family  practice  residency  programs  should  an- 
ticipate that  up  to  one-half  may  train  in  ACGME-approved  programs. 

Recommendation  5:  To  achieve  the  projected  increase  of  50  percent  in  primary 
care  NP/PA's,  there  should  be  2.6  primary  care  nurse/practitioners  and  physicians 
assistants  per  100,000  population  by  the  year  2010  practicing  in  integrated  practices 
under  the  supervision  of  primary  care  physicians. 

(25)  The  assumptions  used  by  the  AAFP  Commission  on  Education,  based  on  pro- 
jections of  Weiner,  modified  by  Kindig,  assume  50  percent  of  generalist  physicians 
are  trained  in  general  internal  medicine  or  general  pediatric  residencies.  Assuming 
a  goal  of  76  generalists/100,000  population  of  which  6.8  are  DO  (a  25  percent  in- 
crease) and  2.6  are  NP/PA  (a  50  percent  increase),  33.3/100,000  would  be  MD  gen- 
eral internal  medicine  or  general  pediatrics,  an  amount  equal  to  family  physicians, 
or  3,870  graduates  per  year.  Should  more  than  50  percent  of  generalist  physicians 
be  family  physicians,  correspondingly  fewer  general  internists  and  pediatricians 
would  be  needed. 

(26)  Currently,  approximately  40  percent  of  residents  entering  internal  medicine 
and  60  percent  of  residents  entering  pediatrics  can  be  expected  to  practice  as  gener- 
alists, although  both  percentages  may  increase.20  Therefore,  approximately  2,240 
MD  general  internists,  and  1,260  MD  general  pediatricians  are  produced  each  year, 
a  total  of  3,500.  An  additional  370  MD  general  internists  and  general  pediatricians 
will,  therefore,  be  needed  annually.  Should  65  percent  of  MD  pediatric  residents  re- 
main in  general  pediatrics,  and  45  percent  of  MD  internal  medicine  residents  re- 
main in  general  internal  medicine,  the  goal  would  be  reached  (approximately  3,885) 
without  additional  residency  positions. 

(27)  Family  practice  represents  the  major  choice  of  graduates  of  colleges  of  osteo- 
pathic medicine  who  choose  generalist  careers.  Currently,  approximately  1,600  DOs 
graduate  per  year,  of  which  approximately  30  percent  choose  family  practice.21  Ap- 
proximately one-half  of  these  enter  ACGME-accredited  family  practice  residencies 
directly,  leaving  approximately  240  to  train  in  DO  internships.  After  internship, 
some  transfer  into  ACGME  programs  while  the  remainder  complete  a  two  year  AOA 
family  practice  residency.  This  report  assumes  a  25  percent  increase  in  DO  general- 
ists, approximately  300  in  AOA-approved  family  practice  residency  programs  and 
approximately  300  in  ACGME-accredited  family  practice  residency  programs. 
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Should  this  increase  not  materialize,  correspondingly  more  MD  generalists  would  be 
needed. 

(28)  This  model  also  assumes  an  increase  of  50  percent  in  the  training  of  primary 
care  nurse  practitioners  and  physician  assistants.  It  is  anticipated  that  these  pri- 
mary care  NP/PAs  will  be  working  in  integrated  practices  supervised  by  primary 
care  physicians. 

(29)  C.  How  does  the  need/supply  of  family  physicians  (and  other  generalists )  re- 
late to  the  total  supply  of  physicians,  and  should  total  supply  be  reduced? 

Recommendation  6:  The  number  of  PGY-I  positions  available  in  the  U.S.  should 
be  110  percent  of  the  total  graduates  of  LCME  and  AOA  accredited  medical  and  os- 
teopathic schools. 

Recommendation  7:  At  110  percent  of  annual  MD  and  DO  graduates,  the  number 
of  PGY-I  positions  in  the  U.S.  should  be  17,240  if  55  percent  of  graduates  are  gener- 
alists, or  up  to  18,788,  if  50  percent  of  graduates  are  generalists. 

Recommendation  8:  The  number  of  MD  graduates  in  the  U.S.  should  be  reduced 
by  approximately  500,  from  16,000  to  15,480,  if  50  percent  of  MD  graduates  become 
generalists;  or  by  approximately  1,900,  from  16,000  to  14,073  if  55  percent  of  MD 
graduates  become  generalists. 

Recommendation  9:  The  number  of  DO  graduates  in  the  U.S.  should  remain  at 
1,600  annually. 

Recommendation  10:  Some  medical  schools  will  need  to  decrease  enrollment  or 
close.  Specific  medical  schools  which  should  be  relatively  protected  from  downsizing 
are  those  with  a  recent  track  record  of  producing  generalist  physicians,  physicians 
located  in  and  serving  rural  and  inner  city  populations,  and  physicians  from 
underrepresented  minorities. 

(30)  To  achieve  the  desired  ratio  of  66.6  MD  generalist  physicians  per  100,000 
population,  7,740  graduates  of  the  nation's  LCME  accredited  medical  schools  will 
need  to  enter  and  complete  generalist  residencies  annually  in  the  U.S.  Should  this 
7,740  represent  50  percent  in  a  50-50/110  scenario,  then  the  total  class  size  of  the 
nation's  LCME  accredited  medical  schools  would  be  15,480,  or  about  500  fewer  than 
currently  graduate  annually. 

(31)  However,  assuming  the  same  number  of  7,740  needed  MD  generalists  annu- 
ally but  wishing  to  further  decrease  the  production  of  limited  specialists  and  sub- 
specialists  in  surplus,  then  7,740  generalists  could  represent  more  than  50  percent 
of  total  class  size.  If  7,740,  for  example,  represented  55  percent  of  total  class  size, 
then  only  14,073  MD  graduates  would  be  needed  annually,  approximately  1,900 
fewer  than  currently  produced. 

(32)  The  AAFP  believes  it  is  desirable  that  10  percent  more  GME  positions  be 
available  than  the  number  of  U.S.  graduates,  to  allow  some  flexibility  in  the  choice 
of  specialties  and  residency  sites,  and  to  accommodate  both  U.S.  citizens  receiving 
their  medical  education  abroad,  and  some  IMGs.  Therefore,  the  number  of  first  year 
residency  positions  available  should  be  110  percent  of  the  number  of  graduates  of 
LCME  and  AOA  accredited  schools.  In  this  way,  the  goal  number  of  generalists  can 
be  produced,  while  simultaneously  limiting  the  number  of  non-generalists  (limited 
and  sub-specialists),  which  are  currently  in  an  increasing  surplus.  Assuming  1,600 
DO  graduates  and  15.480  MD  graduates  annually,  110  percent  of  total  MD  and  DO 
graduates  would  be  18,788  PGY-I  positions.  110  percent  of  14,073  MD  and  1,600  DO 
graduates  would  be  17,240  PGY-I  positions.  Currently,  more  than  24,000  PGY-I  po- 
sitions are  available  in  the  United  States. 

(33)  Some  medical  schools  should  decrease  their  enrollment,  or  close,  based  on  na- 
tional workforce  policy.  Schools  should  be  protected  which  have  a  recent  track 
record  of  producing  generalist  physicians,  physicians  located  in  and  serving  rural 
and  inner  city  populations,  and  physicians  from  underrepresented  minorities.  It  is 
desirable  that  the  physician  workforce  reflect  the  diversity  of  the  U.S.  population, 
and  specifically,  that  the  percentage  of  minority  physicians  appropriately  reflect  the 
population. 

(34)  D.  How  is  the  physician  workforce  related  to  the  immigration  of  IMGs? 
Recommendation  11:  1,567-1,708  PGY-I  positions  should  be  available  annually  for 

IMG's. 

(35)  Currently,  more  than  24,000  PGY-I  positions  are  available  and  approximately 
17,600  students  graduate  from  LCME  and  AOA  accredited  medical  schools  annually. 
Therefore,  PGY-I  positions  are  available  for  more  than  137  percent  of  U.S.  grad- 
uates, 6,742  of  which  were  filled  by  international  medical  graduates  in  1993. 

(36)  If  PGY-I  positions  were  limited  to  110  percent  of  current  graduates,  only 
1,760  PGY-I  positions  would  be  available  for  IMG'S.  However,  if  there  were  500 
fewer  U.S.  graduates,  as  we  propose,  then  1,708  PGY-I  positions  would  be  available 
for  IMG'S.  With  1,900  fewer  graduates  per  year,  1,567  PGY-I  positions  would  be 
available  for  IMG'S  In  this  way,  the  needed  production  of  generalist  physicians 
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would  be  assured,  while  limiting  both  the  production  of  limited  and  sub-specialists 
in  surplus,  and  the  total  supply  of  physicians  in  the  United  States. 

(37)  E.  How  should  federal  (and  other)  funds  be  used  to  support  the  training  of 
physicians  to  meet  national  needs? 

Recommendation  12:  Federal  funding  for  graduate  medical  education  should  re- 
flect physician  workforce  policy,  with  preferential  funding  for  training  needed  gener- 
alist  physicians,  and  concomitantly  less  funding  for  the  training  of  limited  ana  sub- 
specialists  in  surplus. 

Recommendation  13:  The  recommendations  of  the  Seventh  Report  of  the  Council 
on  Graduate  Medical  Education  on  financing  medical  education  should  be  imple- 
mented. 

Recommendation  14:  All  payors  of  health  care  services  should  contribute  to  the 
costs  of  medical  education. 

Recommendation  15:  There  should  be  established  a  public-private  entity  to  allo- 
cate funding  for  residency  positions  among  training  programs. 

Recommendation  16:  Residency  programs  should  be  preferentially  funded  which 
have  a  track  record  of  producing  generalist  physicians,  physicians  located  in  and 
serving  rural  and  inner  city  populations,  and  physicians  from  underrepresented  mi- 
norities. 

(38)  Federal  funds  should  proactively  support  federal  physician  workforce  policy, 
with  preferential  funding  for  the  training  of  needed  generalists  and  concomitantly 
less  support  for  the  training  of  non-generalists  (already  in  surplus).  Furthermore, 
future  federal  funding  for  generalist  training  programs  and  positions  should  at  least 
be  equal  to  current  federal  funding  for  such  programs  and  positions,  and  should 
cover  the  actual  costs  to  sponsoring  institutions  incurred  in  the  training  of  needed 
generalists. 

(39)  Principles  for  reform  of  the  financing  of  graduate  medical  education  have 
been  approved  previously  by  the  Academic  Family  Medicine  Organizations  (AAFP, 
ADFM,  AFPRD,  NAPCRG,  and  STFM).  The  Seventh  Report  of  the  Council  on  Grad- 
uate Medical  Education,  published  in  June  1995,  contains  a  series  of  recommenda- 
tions for  funding  of  GME  and  PHS  programs,  which  should  be  implemented.  These 
recommendations  appear  as  Appendix  A. 

(40)  In  addition  to  Medicare  and  the  Public  Health  Service,  all  payors  of  health 
care  services  should  contribute  to  the  costs  of  medical  education.  There  should  be 
a  national  system  established.  A  public-private  entity,  exempt  from  the  Sherman 
Anti-Trust  Act,  should  allocate  funding  for  residency  positions  among  training  pro- 
grams. Residency  programs  should  be  preferentially  funded  which  have  a  track 
record  of  producing  generalist  physicians,  physicians  located  in  and  serving  rural 
and  inner  city  populations,  and  physicians  from  underrepresented  minorities. 

Recommendation. 

(41)  The  Board  of  Directors  of  the  AAFP  recommends  adoption  of  the  following 
16  recommendations. 

1.  To  achieve  the  desired  ratio  of  33.3  MD  familv  physicians  per  100,000  popu- 
lation in  2010,  3,870  MD  family  physicians  will  need  to  be  produced  annually  in  the 
U.S.,  an  increase  of  approximately  900  over  current  annual  production. 

2.  There  should  be  up  to  484  ACGME  accredited  family  practice  residency  pro- 
grams by  7/1/2000,  assuming  an  average  of  8-9  PGY-Is,  and  8-10  PGY-IIs. 

3.  To  achieve  the  desired  ratio  of  33.3  per  100,000  population  by  2010,  3,870  gen- 
eral internists  and  pediatricians  will  need  to  be  produced  annually,  an  increase  of 
approximately  400  over  current  annual  production.  This  can  be  accomplished  with- 
out additional  residency  positions  if  65  percent  of  MD  pediatric  graduates  and  45 
percent  of  MD  internal  medicine  graduates  remain  in  generalist  careers. 

4.  To  achieve  the  projected  increase  of  25  percent  DO  generalists,  approximately 
600  DO's  should  train  in  family  practice  residency  programs  each  year.  Based  on 
historical  experience,  family  practice  residency  programs  should  anticipate  that  up 
to  one-half  may  train  in  ACGME  approved  programs. 

5.  To  achieve  the  projected  increase  of  50  percent  in  primary  care  NP/PA's,  there 
should  be  2.6  primary  care  nurse  practitioners  and  physician  assistants  per  100,000 
population  by  the  year  2010  practicing  in  integrated  practices  under  the  supervision 
of  primary  care  physicians. 

6.  The  number  of  PGY-I  positions  available  in  the  U.S.  should  be  110  percent  of 
the  total  graduates  of  LCME  and  AOA  accredited  medical  and  osteopathic  schools. 

7.  At  110  percent  of  annual  MD  and  DO  graduates,  the  number  of  PGY-I  positions 
in  the  U.S.  should  be  17,240  if  55  percent  of  graduates  are  generalists,  or  up  to 
18,788,  if  50  percent  of  graduates  are  generalists. 

8.  The  number  of  MD  graduates  in  the  U.S.  should  be  reduced  by  approximately 
500,  from  16,000  to  15,480,  if  50  percent  of  MD  graduates  become  generalists;  or 
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by  approximately  1,900,  from  16,000  to  14,073,  if  55  percent  of  MD  graduates  be- 
come generalists. 

9.  The  number  of  DO  graduates  in  the  U.S.  should  remain  at  1,600  annually 

10.  Some  medical  schools  will  need  to  decrease  enrollment  or  close.  Specific  medi- 
cal schools  which  should  be  relatively  protected  from  downsizing  are  those  with  a 
recent  track  record  of  producing  generalist  physicians,  physicians  located  in  and 
serving  rural  and  inner  city  populations,  and  physicians  from  underrepresented  mi- 
norities. 

11.  1,567-1,708  PGY-I  positions  should  be  available  annually  for  IMGs. 

12.  Federal  funding  for  graduate  medical  education  should  reflect  physician 
workforce  policy,  with  preferential  funding  for  training  needed  generalist  physicians, 
and  concomitantly  less  funding  for  the  training  of  limited  and  sub-specialists  in  sur- 
plus. 

13.  The  recommendations  of  the  Seventh  Report  of  the  Council  on  Graduate  Medi- 
cal Education  on  financing  medical  education  should  be  implemented. 

14.  All  payors  of  health  care  services  should  contribute  to  the  costs  of  medical 
education. 

15.  There  should  be  established  a  public-private  entity  to  allocate  funding  for  resi- 
dency positions  among  training  programs. 

16.  Residency  programs  should  be  preferentially  funded  which  have  a  track  record 
of  producing  generalist  physicians,  physicians  located  in  and  serving  rural  and  inner 
city  populations,  and  physicians  from  underrepresented  minorities. 

Appendix  A 

SUMMARY  OF  RECOMMENDATIONS  ON  MEDICARE  AND  PHS  PROGRAMS,  COUNCIL  ON 
GRADUATE  MEDICAL  EDUCATION.  SEVENTH  REPORT,  JUNE  1995 

Medicare 

1.  Continue  to  pay  Medicare  DME  and  IME  for  all  residents  who  are  graduates 
of  U.S.  medical  schools,  but  gradually  reduce  DME  and  IME  for  international  medi- 
cal graduate  residents  to  25  percent  of  the  1995  levels. 

2.  Provide  incentives  for  generalist  training  and  increased  teaching  in  non-hos- 
pital settings. 

a.  DME  and  IME  payments  would  be  made  for  physician  resident  time 
spent  in  all  nonhospital  settings,  to  remove  the  disincentive  for  educational 
programs  in  such  key  nonhospital  settings  as  physician  offices,  group  prac- 
tices, community  health  centers,  and  managed  care  facilities.  Funding 
would  follow  the  resident  to  his  or  her  site  of  training. 

b.  DME  and  IME  payments  for  generalist  residents  in  their  first  three 
years  [and  in  geriatric  and  faculty  development  fellowships] 22  would  be 
upweighted  to  125  percent  to  enhance  primary  care  teaching  capacity.  DME 
and  IME  would  be  downweighted  to  75  percent  for  nongeneralist  positions 
for  the  lesser  of  five  years  or  the  training  required  for  initial  board  certifi- 
cation. 

c.  All  positions  after  the  lesser  of  five  years  or  the  training  required  for 
initial  board  certification  would  be  weighted  at  50  percent  for  both  DME 
and  IME. 

d.  IME  calculations  would  not  be  allowed  to  increase  if  the  hospital's  in- 
patient bed  capacity  decreases. 

3.  Establish  a  transition  program  to  assist  institutions  providing  essential  services 
which  are  dependent  on  IMG  residents. 

4.  Identify  and  remove  the  DME  and  IME  components  of  the  Average  Adjusted 
Per  Capita  Cost  (AAPCC)  from  Medicare  capitation  rates  and  utilize  these  funds 
specifically  for  GME  purposes. 

5.  Create  demonstration  projects  to  foster  the  growth  of  consortia  to  manage  medi- 
cal education  policy  and  financing. 

Public  Health  Service 

1.  Reauthorize,  at  1995  pre-recision  appropriated  levels,  the  National  Health 
Service  Corps,  Title  VII  (Health  Professions  Education),  and  primary  care  research. 

2.  Consolidate  Title  VII  programs  and  include  the  National  Health  Service  Corps 
in  the  consolidation  as  recommended  in  the  President's  fiscal  year  1996  Budget  Pro- 
posals and  the  Health  Professions  Education  Consolidation  and  Reauthorization  Act 
of  1995  (S.  555). 

3.  Title  VII  educational  programs  which  are  funded  either  should  have  dem- 
onstrated effectiveness,  or  through  program  design  should  demonstrate  a  high  likeli- 
hood of  achieving  specified  outcomes.  Priority  should  be  given  to  those  primary  care 
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training  programs  which  place  a  high  percentage  of  graduates  in  primary  care  prac- 
tice, in  rural  communities,  and  in  underserved  urban  and  rural  areas. 

4.  Reauthorize  the  Council  on  Graduate  Medical  Education  (COGME)  as  rec- 
ommended in  the  President's  fiscal  year  1996  Budget  Proposal  and  the  Health  Pro- 
fessions Education  Consolidation  and  Reauthorization  Act  of  1995  (S.  555). 
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Mr.  BlLlRAKlS.  Okay,  the  next  panel  consists  of  Dr.  David 
Sundwall,  the  President  of  the  American  Clinical  Laboratory  Asso- 
ciation; Miss  Margaret  J.  Cushman,  President  and  Executive  Direc- 
tor of  VNA  Healthcare,  Inc.,  representing  the  National  Association 
for  Homecare;  Mr.  R.  Edward  Howell,  Director,  University  of  Iowa 
Hospitals  and  Clinics,  and  he  is  Chairman  of  the  Council  of  Teach- 
ing Hospitals,  representing  the  Association  of  American  Medical 
Colleges;  and  Miss  Janet  Sahr,  President  of  Medi-Rents,  Inc.  She 
is  also  the  Chair  of  the  Board  of  Directors  of  the  National  Associa- 
tion for  Medical  Equipment  Services. 

All  your  prepared  testimonies  are  part  of  the  record.  I  would  ap- 
preciate very  much  if  you  can  hold  your  oral  testimony  to  5  min- 
utes or  as  close  to  it  as  possible. 

We  will  start  off  with  Dr.  Sundwall. 
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STATEMENTS  OF  DAVID  N.  SUNDWALL,  PRESIDENT,  AMER- 
ICAN CLINICAL  LABORATORY  ASSOCIATION;  MARGARET  J. 
CUSHMAN,  ON  BEHALF  OF  NATIONAL  ASSOCIATION  FOR 
HOMECARE;  R.  EDWARD  HOWELL,  CHAIRMAN,  COUNCIL  OF 
TEACHING  HOSPITALS,  ON  BEHALF  OF  ASSOCIATION  OF 
AMERICAN  MEDICAL  COLLEGES:  AND  JANET  SAHR,  CHAIR- 
MAN,  BOARD  OF  DIRECTORS,  NATIONAL  ASSOCIATION  FOR 
MEDICAL  EQUIPMENT  SERVICES 

Mr.  Sund wall ,  Mr.  Chairman,  thank  you  very  much. 

First  of  all,  I  wanted  to  assure  you  this  is  not  my  testimony.  I 
will  be  referring  to  that  but  only  as  a  visual  aid.  I  will  try  to  be 
brief. 

I  am  David  Sundwali,  President  of  the  American  Clinical  Labora- 
tory Association,  the  national  organization  representing  the  inde- 
pendent labs,  most  of  the  independent  labs  in  our  country.  I  have 
been  full-time  president  since  September  of  this  past  year  but  I  am 
also  a  practicing  physician.  I  see  patients  weekly  and  I  want  you 
to  know  that  I  appreciate  on  a  firsthand  basis  the  absolute  value 
of  clinical  laboratory  testing  in  the  prevention,  diagnosis,  and  treat- 
ment of  disease. 

I  v/ant  you  also  to  know  that  our  members,  the  ACLA  members, 
understand  the  difficult  job  this  committee  has  in  controlling  the 
growth  of  Medicare  expenditures.  We  are  very  pleased  to  be  able 
to  say  that  it  appears  that  we  have  good  news  to  report  on  the  ex- 
penditures for  clinical  laboratory  testing.  Recent  efforts  on  the  part 
of  Congress  and  the  administration  have  been  successful  in  reduc- 
ing the  expenditures  for  lab  tests. 

In  the  interest  of  time  today,  I  would  like  to  make  4  quick  points: 
(1)  to  explain  to  you  what  I  mean  when  I  tell  you  that  spending 
is,  in  fact,  down  for  clinical  laboratory  testing;  (2)  why  we  believe 
coinsurance  for  lab  tests  is  a  bad  idea;  (3)  to  make  a  case  for  a  sin- 
gle payer  in  the  name  of  efficiency  and  simplifying  the  rules  that 
HCFA  works  under  now;  and  (4)  to  encourage  you  to  pass  a  law 
that,  or  bill,  that  has  already  been  introduced  that  relates  to  direct 
billing  for  laboratory  services. 

First,  with  regard  to  spending  for  clinical  laboratory  tests.  It  does 
represent  a  relatively  small  part  of  Medicare,  Part  B,  only  about 
5  percent  in  1993.  Like  all  providers,  we  have  undergone  very  sub- 
stantial cuts  in  reimbursement  over  the  past  10  years.  But  for  labs, 
however,  I  want  to  emphasize  that  this  has  not  been  a  reduction 
in  the  amount  of  future  increases  but  have  been  real  cuts  in  actual 
payment  received.  In  fact,  OBRA  93  mandated  a  14  percent  cut  in 
lab  payments,  which  is  still  being  phased  in,  with  a  final  reduction 
scheduled  for  the  next  year,  and  those  cuts  will  total  about  $3.3  bil- 
lion over  5  years. 

As  a  result  of  these  changes  and  changes  within  our  industry, 
the  growth  in  clinical  laboratory  expenditures  for  Medicare  has  in- 
deed been  slow.  Between  1992  and  1993,  Medicare  expenditures  in- 
creased by  only  1.1  percent.  According  to  the  most  recent  Part  B 
trustees  report,  Medicare  payments  for  beneficiaries  for  independ- 
ent lab  services  will  actually  go  down  between  1993  and  1994. 

The  significance  of  these  changes  is  that  the  Medicare  program 
is  paying  substantially  less  for  clinical  laboratory  services  than  it 
was  projected  to  even  a  year  ago.  For  example,  in  January  1994. 
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the  HHS  Office  of  the  Actuary  projected  that  the  1994  expenditures 
for  lab  tests  would  be  about  $2.3  billion.  However,  I  provided  for 
you  a  chart,  and  that  is  in  front  of  all  the  members,  that  was  dis- 
tributed, recent  estimates  indicate  that  in  fact  those  expenditures 
were  not  that  high,  but  were  only  about  $1.9  billion.  That  is  a  re- 
duction of  18  percent. 

And  put  simply  in  terms  of  a  patient,  the  trustees  report  in  1993 
estimated  that  for  each  Medicare  beneficiary  they  would  spend 
about  $86  a  year  for  lab  tests.  With  these  new  projections,  it  is  now 
estimated  those  costs  will  drop  to  only  $58  per  patient  per  year. 

The  significance  for  your  hearing,  of  course,  is  that  it  shows  the 
clinical  laboratory  services  do  appear  to  be  on  the  right  path,  that 
spending  for  those  services  is  under  control. 

But  further,  these  figures  also  are  significant  for  another  pur- 
pose. We  recognize  that  one  proposal  which  has  been  made  in  the 
past,  and  will  likely  be  made  again,  is  for  the  reinstitution  of  a 
copayment  for  lab  services.  As  described  in  our  written  testimony, 
ACLA  believes  that  coinsurance,  which  was  eliminated  by  Congress 
in  1994,  may  have  a  significant  adverse  effect  on  beneficiaries'  ac- 
cess to  lab  services,  impose  an  unfair  financial  burden  on  the  elder- 
ly, and  force  laboratories  to  spend  more  money  on  collection  than 
they  could  possibly  recoup.  Simply  put,  for  a  fee  of  about  $5,  it 
would  cost  us  more  to  bill  for  that  than  we  would  gain. 

In  addition,  however,  for  the  purposes  of  this  hearing  today,  it 
is  important  to  remember  that  because  of  our  reductions  in  labora- 
tory expenditures,  detailed  in  our  testimony,  and  in  the  chart  that 
you  all  have,  the  savings  that  would  be  achieved  from  the 
copayment  would  be  far  less  than  previously  estimated.  For  exam- 
ple, in  the  past  it  was  thought  that  coinsurance  might  save  as 
much  as  $6  billion  over  5  years.  However,  those  estimates  do  not 
take  into  account  the  recent  reduction  in  clinical  laboratory  ex- 
penditures. Thus,  the  amount  achieved  by  reinstituting  coinsurance 
would  likely  be  far  less  than  previously  estimated. 

As  noted,  while  we  oppose  a  copayment,  there  are,  however,  sev- 
eral things  we  believe  that  you  in  Congress  can  do  to  ensure  that 
clinical  lab  tests  are  more  appropriately  and  more  cost-efficiently 
provided.  Most  importantly,  ACLA  members  strongly  believe  that 
the  rules  for  payment  applicable  to  clinical  laboratory  testing 
should  be  simplified  and  clarified. 

At  present,  clinical  lab  testing  is  often  subject  to  widely  different 
payment  rules  depending  on  the  particular  carrier  or  the  person 
who  processed  those  claims  involved.  In  particular,  some  carriers 
have  begun  to  impose  their  own  policies  requiring  lab  services  to 
submit  documentation  of  medical  necessity  for  individual  tests. 

Mr.  Bilirakis.  Please  summarize,  Doctor. 

Mr.  Sundwall.  This  volume  is  our  compilation  of  the  varying 
rules  imposed  on  us  by  carriers  throughout  the  country  that  we 
have  to  change  requisition  forms  to  comply  with.  It  is  costly  and 
does  not  contribute  anything  to  patient  care. 

Last,  I  just  want  to  make  a  point  with  the  committee  that  we 
would  very  much  appreciate  the  enactment  of  direct  billing.  This 
would  save  money  to  the  entire  health  care  system.  You  already  do 
it  for  Medicare  and  we  encourage  you  to  support  Mr.  Upton  and 
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Mr.  Brown,  who  have  introduced  H.R.  1469,  which  would  introduce 
a  national  direct  billing  policy. 

I  would  be  happy  to  answer  any  questions.  Thank  you. 

[The  prepared  statement  of  David  N.  Sundwall  follows:] 

Prepared  Statement  of  David  N.  Sundwall,  M.D.,  President,  American 
Clinical  Laboratory  Association 

As  the  President  of  the  American  Clinical  Laboratory  Association  ("AC LA"),  I  am 
pleased  to  have  this  opportunity  to  introduce  myself  and  to  present  ACLA's  view 
on  issues  related  to  the  growth  in  Medicare  expenditures  for  clinical  laboratory  serv- 
ices. ACLA  is  an  association  representing  the  leading  independent  providers  of  clini- 
cal laboratory  services,  including  national,  regional  and  local  facilities.  All  ACLA 
members  will  be  significantly  affected  by  any  action  that  Congress  takes  on  Medi- 
care reimbursement  for  laboratories. 

As  a  practicing  physician  myself.  I  know  how  important  clinical  laboratory  testing 
is  to  the  delivery  of  quality  health  care  services.  Laboratory  testing  provides  critical 
information  to  physicians  about  a  patient's  health  status  and  is  an  essential  tool  in 
the  prevention,  diagnosis  and  treatment  of  disease.  ACLA  believes  it  is  vital  to  safe- 
guard patients'  access  to  quality  laboratory  testing. 

ACLA  recognizes,  however,  the  importance  of  ensuring  that  clinical  laboratory 
services  are  used  appropriately,  and  in  the  most  cost-effective  manner  possible.  This 
morning,  I  will  review  several  of  the  areas  where  ACLA  believes  steps  could  be 
taken  to  promote  the  appropriate  utilization  and  payment  of  laboratory  services.  We 
will  also  address  one  significant  legislative  proposal  that  has  been  made  in  the 
past — the  reimposition  of  coinsurance  for  laboratory  services — which,  we  believe, 
would  adversely  affect  the  level  of  services  that  laboratories  are  able  to  provide.  In 
my  testimony  today,  however,  I  would  like  to  begin  by  providing  for  you  some  back- 
ground about  the  current  status  of  payments  for  clinical  laboratory  services. 

A.  Growth  in  Expenditures  for  Clinical  Laboratories  Is  Significantly  Less  than  Had 
Been  Projected 

As  explained  below,  clinical  laboratory  testing  is  a  small  part  of  the  Medicare  Part 
B  dollar.  Along  with  all  providers,  however,  clinical  laboratories  have  undergone 
very  substantial  cuts  in  reimbursement  over  the  past  ten  years.  These  cuts  have  not 
been  a  reduction  in  the  amount  of  future  increases,  but  rather  have  been  real  cuts 
in  the  actual  payment  that  laboratories  receive  for  their  services.  These  cuts,  plus 
other  recent  regulatory  changes,  have  had  their  intended  effect.  Growth  in  clinical 
laboratory  expenditures  for  Medicare  has  been  very  slow.  In  fact,  as  explained 
below,  the  HHS  Office  of  the  Actuary  recently  projected  that  the  Medicare  per  bene- 
ficiary payment  for  clinical  laboratory  services  provided  by  independent  laboratories 
will  go  down  between  1993  and  1994.  Although  we  recognize  the  importance  of  con- 
trolling the  growth  in  Medicare  expenditures,  we  are  pleased  to  be  able  to  say  that 
it  appears  that  payments  to  clinical  laboratories  are  under  control.  Further,  because 
of  the  deep  cuts  in  real  terms  that  laboratories  have  faced  in  the  past,  any  signifi- 
cant additional  reduction  will  seriously  jeopardize  the  ability  of  laboratories  to  con- 
tinue to  provide  testing  services  at  the  same  level  that  they  do  today. 

According  to  recent  estimates,  in  1993,  the  last  year  for  which  complete  informa- 
tion is  available,  Medicare  Part  B  paid  $2.8  billion  for  laboratory  testing  services. 
This  amounts  to  about  5%  of  all  Part  B  expenditures.1  This  figure  includes  services 
provided  by  independent  laboratories,  hospital  laboratories  and  physician  office  lab- 
oratories. Moreover,  when  viewed  on  a  per  beneficiary  basis,  laboratory  testing  re- 
mains a  bargain  for  the  Medicare  Program.  According  to  the  Part  B  Trustees  Re- 
port, Medicare  only  paid  about  $57.75  for  clinical  laboratory  services  from  independ- 
ent clinical  laboratories,  for  each  Medicare  enrollee.  For  1995,  that  number  was  ex- 
pected to  rise  to  only  about  $58.75,  substantially  less  than  the  Program  pays  for 
physician,  outpatient  hospital  or  virtually  any  other  provider  of  Part  B  services.2 

Even  though  laboratory  services  are  such  a  small  part  of  the  entire  Part  B  dollar, 
laboratories  have  sustained  substantial  cuts  in  reimbursement  in  recent  years.  The 
national  limitation  amounts,  which  put  a  ceiling  on  the  level  of  clinical  laboratory 
reimbursement,  have  been  consistently  reduced  over  the  past  eight  years.  In  fact, 


luWhat  U.S.  Laboratories  Sell  to  Medicare  Part  B,"  Laboratory  Industry  Report,  at  5  (Vol.  IV, 
No.  2)  (Mar.-Apr.  1995)  (hereinafter  "Laboratory  Industry  Report"),  According  to  the  Health  Care 
Financing  Administration's  ("HCFA")  Financial  Report  for  Fiscal  Year  1993,  total  Part  B  ex- 
penditures were  expected  to  be  about  $52.4  billion  in  1993. 

2  Board  of  Trustees,  Federal  Supplementary  Medical  Insurance  Trust  Fund.  1995  Annual  Re- 
port of  the  Board  of  Trustees  at  42  &  51  ( 1995">(hereinafter  "1995  SMI  Trustees  Report"). 
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laboratories  are  currently  part  way  through  a  three-year  reduction  in  these  limita- 
tion amounts,  a  reduction  mandated  by  OBRA'93.  Under  those  provisions,  the  na- 
tional limitation  amounts  were  reduced  from  88%  of  the  fee  schedule  medians  in 
1993  to  76%  of  the  medians  in  1996.  In  addition,  OBRA'93  also  eliminated  the  CPI 
update  for  laboratory  services  for  1994  and  1995.  These  cuts  amount  to  a  reduction 
of  over  $3.3  billion  in  laboratory  payments  over  five  years—more  than  Medicare 
paid  for  laboratory  services  in  all  of  1993. 

Moreover,  it  is  important  to  emphasize  that  these  cuts  are  not  reductions  in  the 
future  rates  of  increases,  as  has  been  true  for  some  other  types  of  providers.  Thus, 
while  most  providers  have  continued  to  receive  fee  increases,  but  at  a  level  that  is 
less  than  previously  projected,  laboratories  have  seen  cuts  in  the  payment  amounts 
they  actually  rer.eivft.  As  a  result  of_the  changes  imposed  by  OBRA'93,  the  amount 
that  Medicare  pays  for  a  common  clinical  laboratory  test  will  go  down  by  about  4.8% 
just  between  1994  and  1995.  When  the  changes  mandated  by  OBRA'93  are  fully  im- 
plemented, the  total  reductions  will  be  about  14%. 

These  cuts  in  reimbursements,  and  other  regulatory  changes  such  as  implementa- 
tion of  the  Stark  self-referral  law,  have  had  the  effect  of  significantly  slowing  the 
growth  in  Medicare  expenditures  for  clinical  laboratory  testing.  Between  1992  and 
1993,  Medicare  Part  B  expenditures  for  clinical  laboratory  testing  increased  by  only 
about  1.1%  according  to  recently  published  estimates.3  This  is  less  than  the  rate  of 
inflation  generally  and  far  less  than  the  rate  of  inflation  observed  in  the  health  care 
field.  Nor  was  that  year  an  aberration.  The  1995  Trustees  Report  projected  that 
Medicare  will  actually  pay  slightly  less  for  clinical  laboratory  services  per  bene- 
ficiary in  1994  than  it  paid  in  1993.  In  1995,  the  amount  is  expected  to  rise  by  only 
about  2.1%, 4 

The  significance  of  these  changes  is  that  the  Medicare  Program  is  now  paying  sig- 
nificantly less  for  clinical  laboratory  services  than  it  was  projecting  even  a  year  ago. 
For  example,  in  June,  1994,  the  HHS  Office  of  the  Actuary  projected  that  1994  ex- 
penditures for  independent  clinical  laboratories  would  be  about  $2,333  billion.  By 
December  1994,  however,  the  Actuary  estimated  payments  would  be  only  about 
$1,923  billion,  a  reduction  of  almost  18%.5  Or,  put  another  way,  in  the  1993  Trust- 
ees Report,  the  HHS  Office  of  the  Actuary  estimated  that  in  1995,  Medicare  Part 
B  would  be  paying  about  $86.51  per  beneficiary  for  independent  clinical  laboratory 
services.6  In  the  1995  Report,  however,  the  Actuary's  estimate  had  dropped  signifi- 
cantly, and  they  estimated  that  1995  payments  for  those  same  services  would  only 
be  about  $58.75,  or  almost  one-third  less  than  they  expected  just  two  years  ago.7 

In  sum,  laboratory  expenditures  are  a  small  part  of  the  Medicare  Part  B  dollar, 
yet  they  have  been  substantially  reduced  over  the  past  few  years.  These  cuts  have 
dramatically  decreased  the  amount  that  Medicare  pays  for  clinical  laboratory  serv- 
ices. These  payments  will  go  down  again  in  1996,  as  the  final  changes  mandated 
by  OBRA'93  are  instituted.  Unfortunately,  however,  like  all  providers,  laboratories 
face  increasing  cost  pressures.  Additional  significant  reductions  in  payments  to  clini- 
cal laboratories  cannot  help  but  have  an  impact  on  the  ability  of  laboratories  to  fur- 
nish testing  services.  It  will  also  affect  the  ability  of  laboratories  to  provide  testing 
to  rural  areas,  medically  underserved  areas  and  nursing  homes,  all  of  which  are 
more  expensive  to  service. 

ACLA  recognizes,  however,  that  this  Committee  has  an  interest  in  ensuring  that 
clinical  laboratory  services  are  used  appropriately  and  in  the  most  cost-effective 
manner  possible.  Therefore,  I  would  now  like  to  discuss  several  actions  that  ACLA 
would  like  to  suggest  to  further  promote  the  appropriate  utilization  and  payment 
of  clinical  laboratory  services.  We  would  also  like  to  discuss  the  proposals  to  rein- 
state coinsurance,  a  proposal  that  has  been  made  in  the  past,  and  one  which,  ACLA 
believes,  would  adversely  affect  the  ability  of  clinical  laboratories  to  maintain  the 
same  level  of  service  that  they  provide  today. 

B.  Clarification  and  Simplification  of  Clinical  Laboratory  Ordering  and  Billing 

Because  of  the  reductions  in  reimbursement  that  laboratories  have  recently  expe- 
rienced, it  is  vital  that  other  costs  be  controlled  as  much  as  possible.  ACLA  believes 
that  clarification  and  simplification  of  the  rules  applicable  to  clinical  laboratory  test- 
ing would  have  a  beneficial  impact  on  the  utilization  of  laboratory  testing  and  also 
help  reduce  unnecessary  administrative  costs.  Such  actions  will  ensure  that  physi- 
cians fully  understand  the  impact  of  their  test-ordering  decisions;  that  Medicare 


3  Laboratory  Industry  Report  at  5. 

4 1995  SMI  Trustees  Report  at  49. 

5  Information  from  the  HHS  Office  of  the  Actuary. 

6 1993  SMI  Trustees  Report,  at  51. 

7 1995  SMI  Trustees  Report,  at  51. 
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pays  only  for  appropriate  testing;  and  that  the  Medicare  program  can  adequately 
monitor  and  enforce  its  laboratory  payment  policies.  As  explained  below,  recently 
HCFA  and  the  laboratory  industry  have  been  working  to  try  to  simplify  and  clarify 
the  rules  applicable  to  clinical  laboratory  reimbursement.  However,  there  are  addi- 
tional areas  in  which  we  believe  Congressional  action  may  be  necessary. 

Because  clinical  laboratories  do  not  order  tests,  it  is  the  physician's  responsibility 
to  determine  the  testing  that  is  medically  necessary  for  his  or  her  patients.  ACLA 
believes,  however,  that  laboratories  must  work  with  physicians  to  ensure  that  they 
understand  the  appropriate  use  of  clinical  laboratory  testing  and  the  impact  of  their 
test-ordering  decisions  on  the  Medicare  program.  Thus,  ACLA  has  established 
guidelines  that  encourage  ACLA  members  to  explain  the  tests  that  are  included  in 
panels  and  profiles  which  are  offered,  and  to  provide  physicians  with  information 
about  how  Medicare  pays  for  the  tests  ordered.  By  working  with  physicians  in  this 
way,  ACLA  believes  that  laboratories  can  help  ensure  that  physicians  understand 
the  tests  that  they  are  ordering  and  the  financial  impact  of  their  decisions  on  the 
Medicare  program.  In  the  long  run,  ACLA  believes  such  increased  communication 
between  laboratories  and  physicians  will  result  in  more  appropriate  utilization  of 
services. 

ACLA  has  also  worked  with  HCFA  and  a  variety  of  medical  specially  groups  to 
clarify  the  rules  applicable  to  "automated  multichannel  chemistry"  testing.  In  the 
past,  HCFA  has  expressed  concern  about  the  manner  in  which  such  "testing  was  or- 
dered, coded  and  billed.  Further,  in  a  number  of  instances,  the  Medicare  carriers, 
the  contractors  who  process  Medicare  claims  for  laboratory  services,  have  instituted 
their  own  policies  covering  this  testing.  As  each  carrier  developed  its  own  rules  in 
this  area,  however,  it  caused  great  confusion  and  concern  in  the  industry.  Earlier 
this  year,  HCFA  issued  a  new  proposal  related  to  the  billing  and  payment  of  auto- 
mated multichannel  chemistries.  ACLA  and  other  groups  have  submitted  comments 
to  HCFA  on  its  proposal,  and  ACLA  continues  to  work  with  the  agency  and  other 
groups  on  this  policy.  ACLA  believes  that  if  the  rules  applicable  to  this  testing  are 
clarified,  it  will  help  to  ensure  that  physicians  understand  the  impact  of  their  test- 
ordering  decisions  and  that  laboratories  bill  correctly  for  the  testing  that  physicians 
order. 

Although  laboratories  continue  to  work  with  HCFA  in  these  areas,  laboratories 
are  also  faced  with  an  increase  in  administrative  expenses  because  of  another  new — 
and,  we  believe,  ill-conceived — billing  requirement  that  has  been  imposed  by  many 
Medicare  carriers.  Because  of  these  new  requirements,  laboratories  are  forced  to 
spend  more  on  administrative  concerns  and  less  on  the  actual  provision  of  clinical 
laboratory  services.  ACLA  believes  that  this  is  an  unnecessary  and  inappropriate  re- 
sult for  the  Medicare  Program  to  encourage. 

In  particular,  many  carriers  have  recently  begun  to  impose  their  own  policies  re- 
quiring laboratories  to  submit  documentation  of  medical  necessity  for  specific,  indi- 
vidual tests.  In  most  instances,  the  carriers  require  that  a  numerical  code  describing 
the  patient's  condition  or  diagnosis,  referred  to  as  an  "ICD-9  code,"  be  included  as 
a  separate  line-item  for  certain  tests.  If  the  particular  code  is  not  one  that  the  car- 
rier recognizes  as  appropriate  for  the  test  ordered,  then  payment  to  the  laboratory 
is  denied. 

These  requirements  cause  numerous  problems  for  all  parties.  First,  as  the  physi- 
cian is  the  only  one  who  can  determine  what  testing  to  order  and  what  code  to  as- 
sign, it  makes  little  sense  to  deny  payment  to  the  laboratory  if  the  code  is  not  sub- 
mitted or  if  the  code  selected  by  the  physician  is  not  acceptable  to  the  carrier.  The 
laboratory  cannot  compel  the  physician  to  turn  over  the  information  if  it  is  not  fur- 
nished to  the  laboratory;  it  cannot  refuse  to  perform  the  testing  that  the  physician 
orders,  if  the  appropriate  information  is  not  supplied;  and  it  cannot  "second-guess" 
the  physician's  medical  judgment  concerning  whether  or  not  the  testing  ordered  is 
appropriate.  Thus,  it  seems  wholly  unreasonable  to  deny  payment  to  the  laboratory 
in  this  situation. 

Further,  the  imposition  of  these  requirements  results  in  an  increase  in  the  admin- 
istrative costs  borne  by  the  laboratory.  Because  of  other  demands  on  their  time  and 
the  time  of  their  staffs,  physicians  often  justifiably  view  the  requirement  that  they 
submit  an  ICD-9  code  as  unnecessary  and  burdensome.  If  the  physician  does  not 
supply  the  information,  however,  laboratories  then  have  no  choice  but  to  contact  the 
physician  to  try  to  obtain  it.  However,  to  obtain  this  information,  laboratories  are 
often  forced  to  hire  additional  staff  whose  only  responsibility  is  to  sit  on  the  tele- 
phone and  call  doctors'  offices  to  try  to  obtain  the  necessary  codes.  This  results  in 
a  significant  increase  in  the  laboratory's  cost,  for  no  good  reason. 

Furthermore,  the  requirements  imposed  by  carriers  vary  greatly.  While  a  carrier 
in  one  state  may  require  documentation  for  cholesterol,  a  carrier  in  a  neighboring 
state  may  not,  but  may  require  it  for  a  blood  count.  A  carrier  in  another  state  may 
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require  documentation  for  still  a  third  type  of  test.  Moreover,  even  when  two  car- 
riers require  documentation  for  the  same  test,  the  particular  codes  that  they  will 
accept  as  justification  vary  greatly.  As  a  result,  a  patient  in  one  state  may  have  his 
testing  paid  for  by  Medicare,  while  a  patient  in  a  neighboring  state  may  not.  Indeed, 
if  two  patients,  who  live  across  the  street  from  each  other,  go  to  doctors  who  use 
laboratories  located  in  two  different  states — as  can  easily  happen — then  one  patient 
may  have  his  testing  paid  for  by  Medicare,  while  the  other  mav  not,  even  though 
they  have  exactly  the  same  clinical  condition.  This  is  clearly  an  aosurd  result. 

ACLA  believes,  therefore,  that  it  is  very  important  to  eliminate  the  different  rules 
and  policies  that  apply  to  clinical  laboratories  in  order  to  reduce  the  administrative 
costs  that  result.  Today,  over  40  different  carriers,  representing  59  jurisdictions, 
process  Medicare  laboratory  claims.  This  means  that  a  large  national  laboratory 
with  facilities  in  many  locations  will  have  to  monitor  and  comply  with  different 
rules  for  each  carrier  jurisdiction.  As  demonstrated  above,  such  differences  on  rel- 
atively basic  issues  lead  to  confusion  and  wasted  effort  by  all  parties,  and  increase 
the  administrative  costs  associated  with  clinical  laboratory  testing. 

ACLA  believes  that  administrative  costs  could  be  reduced  and  procedures  sim- 
plified, if  laboratories  did  not  have  to  deal  with  numerous,  different  carriers.  It 
would  be  far  more  reasonable  if  a  laboratory  with  multiple  locations  could  submit 
all  of  its  claims  through  a  single  carrier.  In  this  way,  the  laboratory  would  only  have 
to  become  familiar  with  a  single  set  of  carrier  policies  and  personnel,  a  change  that 
would  greatly  simplify  the  billing  process.  Although  at  one  time,  laboratory  reim- 
bursement levels  varied  significantly  among  carrier  jurisdictions — a  factor  which 
may  have  made  it  more  important  to  have  multiple  carriers — those  differences  are 
rapidly  disappearing.  Most  testing  today  is  reimbursed  at  the  uniform,  national  lim- 
itation amounts,  which  cap  laboratory  payment.  Thus,  the  current  system  cannot  be 
justified  by  the  existence  of  significant  payment  differentials  among  carriers. 

As  a  result,  ACLA  urges  the  Subcommittee  to  consider  recommending  a  consolida- 
tion of  the  carrier  responsibilities  for  laboratory  services,  and  to  encourage  the  de- 
velopment of  uniform  policies  with  respect  to  coverage  and  payment  issues.  We  also 
urge  the  Subcommittee  to  consider  legislation  that  would  permit  laboratories  to  sub- 
mit all  their  claims  through  a  single  carrier,  regardless  of  the  location  of  the  individ- 
ual facility  performing  the  testing.  We  believe  that  enactment  of  such  policies  will 
help  reduce  administrative  costs  for  laboratories  and,  ultimately,  for  the  Medicare 
system.  Moreover,  such  a  system  will  also  reduce  fraud  and  abuse  concerns,  because 
it  will  be  easier  for  laboratories  to  comply  with  a  single  uniform  standard  and  it 
will  be  easier  for  HCFA  to  monitor  compliance  with  such  a  standard. 

C.  Enactment  of  Direct  Billing  Will  Promote  Appropriate  Utilization  of  Testing. 

Appropriate  Medicare  utilization  of  laboratory  testing  would  also  be  aided  by  en- 
actment of  a  direct  billing  mandate,  i.e.,  a  requirement  that  the  laboratory  perform- 
ing the  tests  bill  the  patient  or  insurer  for  those  services.  This  provision  would  sim- 
plify the  billing  structure  of  the  industry  and  lead  to  a  more  rational  market  for 
laboratory  services.  Enactment  of  such  a  requirement  would  promote  a  more  cost- 
conscious  and  efficient  system  for  delivery  of  testing  services  than  currently  exists. 
We  are  very  pleased  that  two  members  of  this  Subcommittee,  Mr.  Upton  and  Mr. 
Brown,  have  introduced  H.R.  1461,  the  "Direct  Billing  Act,"  which  would  enact  such 
a  direct  billing  requirement.  We  hope  other  members  of  the  Subcommittee  will  also 
support  it. 

Today,  while  laboratories  are  required  to  bill  the  Program  directly  for  testing  per- 
formed for  Medicare  beneficiaries,  they  are  not  required  to  bill  the  patient  or  re- 
sponsible third-party  payor  for  non-Medicare  testing.  Billing  physicians,  rather  than 
patients,  promotes  the  practice  of  mark-up  by  the  physician,  resulting  in  higher 
costs  to  the  patient  or  third-party  payor,  with  no  real  added  value.  As  reimburse- 
ment for  the  services  physicians  provide  directly  to  their  patients  continues  to  be 
reduced,  their  selection  of  the  laboratory,  the  number  and  frequency  of  tests  re- 
quested, and  the  types  of  tests  requested,  tend  to  be  influenced  by  the  potential  for 
additional  income. 

In  most  cases  physicians,  as  wholesale  customers,  wield  sufficient  market  power 
to  demand  and  receive  significant  pricing  concessions  from  laboratories,  thus  maxi- 
mizing the  potential  for  mark-ups.  The  result  is  that  physicians  pay  lower  prices, 
while  other  retail  payors,  pay  for  laboratory  tests  at  a  higher  level.  Direct  billing 
will  eliminate  the  underlying  structural  problem  that  leads  to  this  cost  shifting. 

Enactment  of  direct  billing  would  have  several  important  benefits.  Most  signifi- 
cantly, it  would  result  in  reduced  utilization  of  laboratory  testing  and  lower  costs, 
as  found  in  a  recent  study  conducted  by  the  Center  for  Health  Policy  Studies 
("CHPS").  CHPS  compared  the  experience  of  Medicare  and  Blue  Cross/Blue  Shield 
plans  in  direct  billing  and  non-direct  billing  states.  CHPS  found  that  laboratory 
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prices  and  utilization  were  significantly  higher  in  non-direct  billing  states  than  in 
states  that  require  direct  billing.  CHPS  also  concluded  that  if  a  national  direct  bill- 
ing law  were  enacted,  annual  savings  in  national  health  care  expenditures  of  be- 
tween $2.4  and  $3.2  billion  could  be  achieved,  as  a  result  of  reduced  utilization  and 
lower  prices.  This  translates  into  savings  of  between  $12  and  $16  billion  over  the 
next  five  years. 

In  addition,  CHPS  also  suggested  that  the  enactment  of  direct  billing  could  help 
reduce  Medicare  expenditures  for  clinical  laboratory  services.  Even  though  direct 
billing  already  exists  for  Medicare,  the  CHPS  study  found  that  even  Medicare  utili- 
zation was  lower  when  the  state  required  direct  billing  for  private  payors.  CHPS 
concluded  that  this  reduction  resulted  from  a  "spillover  effect" — that  in  direct  billing 
states,  physicians  changed  their  ordering  patterns  for  both  Medicare  and  non-Medi- 
care patients  alike.  As  a  result,  utilization  of  clinical  laboratory  services  reimbursed 
by  Medicare  was  lower  in  direct  billing  states  than  in  non-direct  billing  states. 
Therefore,  ACLA  also  urges  the  Subcommittee  to  consider  the  enactment  of  a  na- 
tional direct  billing  law.  such  as  H.R.  1461. 

D.  Coinsurance  is  an  Additional  Cut  for  Laboratories 

In  the  past,  some  legislative  proposals  have  suggested  the  reimposition  of  20%  co- 
insurance for  clinical  laboratory  services.  Coinsurance  for  clinical  laboratory  services 
was  eliminated  by  Congress  in  1984,  with  the  approval  of  the  laboratory  industry 
and  HCFA,  when  the  current  fee  schedule  methodology  was  adopted.  Under  that 
methodology,  coinsurance  was  eliminated,  but  the  fee  schedules  were  set  at  60%  of 
then-prevailing  charges.  ACLA  fullv  expects  the  reinstatement  of  coinsurance  to  be 
proposed  again  in  the  upcoming  debate  over  Medicare  reductions.  ACLA  opposes 
this  proposal  for  the  reasons  discussed  below. 

First,  imposition  of  coinsurance  would  constitute  an  additional  cut  in  laboratory 
reimbursement  because  the  cost  of  billing  the  coinsurance  would  frequently  exceed 
the  amount  collected.  Although  the  amount  of  the  coinsurance  is  often  just  a  few 
dollars,  on  average,  it  would  often  cost  nearly  as  much  just  to  produce  the  additional 
invoice  covering  the  coinsurance.  Further,  in  most  instances,  laboratories  will  have 
to  bill  several  times,  thus  further  increasing  the  laboratories'  costs.  Past  experience 
with  coinsurance  suggests  that  in  many  instances,  laboratories  would  have  to  write 
off  as  much  as  50%  or  more  of  the  amounts  billed,  due  to  the  uncollectability  of 
these  relatively  small  amounts.  Indeed,  these  problems  are  the  very  reason  that 
Congress  eliminated  the  coinsurance  requirement  in  1984  and  mandated  the  current 
methodology 

An  example  will  illustrate  the  actual  impact  of  the  reinstatement  of  coinsurance. 
The  national  limitation  amount  for  a  Pap  smear,  for  example,  is  $7.33.  This  is  the 
maximum  that  can  be  billed  for  that  test,  and  in  some  instances,  the  laboratory  is 
paid  even  less.  If  a  20%  coinsurance  were  applied  to  this  amount,  then  the  labora- 
tory would  have  to  bill  the  patient  for  $1.47.  If  the  laboratory  has  to  bill  twice  to 
collect  that  amount,  as  frequently  happens,  the  laboratory  will  have  to  spend  64 
cents  just  in  postage.  When  the  additional  cost  of  paper,  processing,  labor  and  ad- 
ministrative costs  are  added  in,  it  becomes  clear  that  the  cost  of  billing  will  easily 
exceed  the  amount  the  laboratory  will  collect.  Furthermore,  the  fraud  and  abuse 
laws  mandate  that  the  laboratory  make  reasonable  efforts  to  collect  the  copayment; 
thus  preventing  the  laboratory  from  simply  writing  it  off. 

Reinstatement  of  coinsurance  would  also  amount  to  a  new  burden  on  bene- 
ficiaries. According  to  some  estimates,  it  would  transfer  to  beneficiaries  additional 
aggregate  outlays  of  approximately  $6  billion  over  five  years.8  Further,  because  the 
laboratory  usually  does  not  have  contact  with  the  patient,  the  beneficiary  often  does 
not  know  to  what  laboratory  his  or  her  testing  is  sent.  Beneficiaries  may,  therefore, 
be  confused  by  receiving  a  bill  for  some  small  amount  from  an  entity,  with  which 
they  have  had  no  direct  contact.  This  situation  only  adds  to  the  difficulties  of  collec- 
tion. 

Furthermore,  reimposition  of  coinsurance  amounts  to  a  substantial  cut  in  reim- 
bursement for  laboratories — a  cut  of  between  10%  and  15%,  according  to  some 
ACLA  members.  This  reduction,  coupled  with  additional  cuts  of  approximately  15% 
imposed  by  OBRA'93,  would  amount  to  a  substantial  reduction  in  laboratory  reim- 
bursement. Such  a  reduction  seems  especially  unfair  in  view  of  the  fact  that  labora- 
tories account  for  only  about  5%c  of  Part  B  expenditures.  In  addition,  such  cuts  will 
make  it  more  difficult  for  laboratories  to  serve  some  higher  cost  areas,  including 
rural  areas  and  nursing  homes. 


8  However,  as  these  estimates  do  not  appear  to  take  into  account  the  reductions  in  clinical 
laboratory  expenditures  detailed  above,  the  actual  amount  achieved  by  instituting  coinsurance 
will  likely  be  less  than  $6  billion. 
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Finally,  coinsurance  for  laboratory  services  would  have  no  impact  on  utilization 
of  laboratory  services.  For  ancillary  services,  such  as  laboratory  testing,  imposition 
of  copayment  obligations  on  Medicare  beneficiaries  will  not  curtail  utilization  be- 
cause patients  do  not  decide  when  to  order  testing  nor  do  thev  select  the  testing 
laboratory.  Medicare-covered  laboratory  services  can  only  be  ordered  by  physicians. 
As  the  Congressional  Budget  Office  noted  in  a  1990  Report: 

Cost-sharing  probably  would  not  affect  enrollees'  use  of  laboratory  services 
substantially . . .  because  decisions  about  what  tests  are  appropriate  are  gen- 
erally left  to  physicians,  whose  decisions  do  not  appear  to  depend  on  enroll- 
ees' cost  sharing.9 

A  recent  report  by  the  Office  of  Technology  Assessment  came  to  a  similar  conclu- 
sion.10 In  sum,  ACLA  believes  that  the  reinstitution  of  coinsurance  will  have  a  sig- 
nificant, adverse  effect  on  beneficiaries'  access  to  laboratory  services;  will  shift  an 
unfair  burden  onto  the  elderly;  and  will  force  laboratories  to  spend  more  money 
than  they  can  expect  to  collect. 

CONCLUSION 

We  would  like  to  thank  the  Subcommittee  for  this  opportunity  to  submit  our 
views.  We  look  forward  to  continuing  to  work  with  the  Subcommittee  on  these  is- 
sues. I  would  be  happy  to  answer  any  questions  you  may  have. 

Mr.  Bilirakis.  Thank  you  very  much,  sir. 
Miss  Cushman. 

STATEMENT  OF  MARGARET  J.  CUSHMAN 

Ms.  Cushman.  My  name  is  Margaret  Cushman  and  I  am  Presi- 
dent and  CEO  of  the  VNA  Health  Care,  Inc.,  covering  Greater 
Hartford-Greater  Waterbury,  Connecticut.  I  am  pleased  to  rep- 
resent the  National  Association  for  Homecare  at  this  hearing. 

I  want  to  commend  you,  Mr.  Chairman,  for  holding  this  impor- 
tant hearing.  Home  health  represents  a  small  but  growing  part  of 
the  entire  Medicare  program.  The  Medicare  home  health  care  pro- 
gram will  serve  an  estimated  3.6  million  beneficiaries  this  year  and 
expenditures  are  expected  to  reach  $16  billion.  That  represents  an 
average  increase  of  nearly  23.5  percent  a  year  in  the  past  28  years. 
But  much  of  this  increase  can  be  attributed  to  one-time  expansions 
or  clarifications,  as  were  reinforced  by  Mr.  Ratner  earlier  today, 
that  were  specifically  designed  to  allow  individuals  access  to  addi- 
tional in-home  services. 

The  growth  of  home  health  care  is  beginning  to  moderate  and  it 
can  be  expected  to  fall  to  more  modest  levels  in  the  next  2  years, 
to  7.8  percent  by  1997,  and  in  succeeding  years  to  2  percent  or 
lower.  Sustaining  this  lower  growth  rate  are  a  number  of  key  un- 
derlying factors  that  have  always  influenced  the  growth  in  home 
health  utilization,  which  include  (1)  pressure  to  find  cost-effective 
alternatives  to  institutional  care;  (2)  the  dramatic  shifts  in  age  dis- 
tribution in  the  United  States  population;  (3)  improved  access  to 
home-based  services;  and  (4)  the  transfer  of  hospital  and  sophisti- 
cated medical  technologies  to  home. 

These  factors,  in  combination  with  strong  individual  public  pref- 
erences for  care  at  home,  indicate  a  future  of  additional  need  for 
and  use  of  home  care.  But  as  in  any  area,  growth  brings  with  it 
the  potential  for  an  unethical  or  illegal  behavior.  The  National  As- 
sociation for  Homecare  strongly  believes  it  is  the  responsibility  of 
all  parties  involved,  patients,  payers,  providers,  and  government,  to 
act  aggressively  against  fraudulent  or  abusive  home  care  providers. 


9CBO,  "Reducing  the  Deficit:  Spending  and  Revenue  Options"  at  140  (February.  1990). 
10  OTA,  "Benefit  Design:  Patient  Cost-Sharing"  at  5  (Feb.  1994). 
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To  this  end,  NAHC  supports,  first,  legislation  to  expand  existing 
health  care  fraud  laws  for  Medicare  and  Medicaid  to  all  payers. 
Second,  the  creation  of  a  private  right  of  action  under  Federal 
antikickback  laws  to  supplement  government  enforcement.  Third, 
increased  funding  for  the  Office  of  the  Inspector  General.  Legisla- 
tion such  as  the  Sara  Weber  bill,  sponsored  by  Congressman 
Brown,  is  also  needed  to  control  the  quality  and  delivery  of  home 
infusion  therapy  services. 

We  would  caution,  however,  that  a  different  form  of  abuse  can 
be  found  in  managed  care.  In  our  traditional  fee-for-service  system, 
incentives  do  exist  for  overutilization  and  for  overcharging.  But 
under  managed  care,  we  may  create  financial  incentives  to  improp- 
erly underutilize  care.  We,  therefore,  strongly  recommend  that 
Congress  develop  new  strategies  to  anticipate  and  address  this  po- 
tential new  type  of  fraud. 

NAHC  is  deeply  concerned  about  proposals  before  this  committee 
to  enact  home  care  copays  and  to  bundle  post-hospital  home  care 
costs  into  the  hospital  DRG  rates.  We  feel  very  strongly  that  both 
these  proposals  would  severely  harm  the  access,  affordability,  and 
availability  of  care. 

Finally,  NAHC  urges  Congress,  instead,  to  mandate  implementa- 
tion of  a  fair  and  equitable  per  episode  prospective  payment  system 
for  home  health  care  with  an  adjuster.  Such  a  system  should  put 
the  onus  for  assuring  appropriate  utilization  on  providers  and  es- 
tablish important  incentives  to  ensure  that  care  is  provided  in  the 
most  efficient  but  least  costly  manner. 

Again,  thank  you  for  the  opportunity  to  testify  on  these  impor- 
tant issues,  and  I  look  forward  to  answering  any  questions. 

[The  prepared  statement  of  Margaret  J.  Cushman  follows:] 

Prepared  Statement  of  Margaret  J.  Cushman,  President  and  Executive  Di- 
rector, VNA  Health  Care,  Inc.  on  Behalf  of  the  National  Association  for 
Home  Care 

My  name  is  Margaret  Cushman.  I  am  President  &  Executive  Director  of  VNA 
Health  Care,  Inc.  I  am  pleased  to  represent  the  National  Association  for  Home  Care 
(NAHC)  at  this  hearing.  NAHC  represents  nearly  6,000  home  health  agencies,  hos- 
pices, and  home  care  aide  organizations.  I  formerly  served  as  Chair  of  NAHC  and 
am  currently  a  member  of  the  NAHC  Government  Affairs  Committee. 

I  want  to  commend  you,  Mr.  Chairman,  for  calling  this  important  hearing  today 
on  issues  related  to  growth  in  Medicare  costs  and  improving  care.  As  you  know, 
home  health  represents  a  small,  but  growing  part  of  the  Medicare  program.  More 
enrollees  than  at  any  previous  time  are  accessing  in-home  health  services — about 
9  percent  in  1994  compared  to  2  percent  20  years  ago.  There  are  many  contributing 
factors  to  this  growth,  and  my  testimony  will  attempt  to  detail  the  most  significant 
of  these. 

At  the  same  time,  however,  we  need  to  make  absolutely  sure  that  this  growth  is 
appropriate.  NAHC  has  a  long  history  of  aggressive  action  to  ensure  against  fraud 
and  abuse  in  the  Medicare  home  health  benefit.  The  second  part  of  my  testimony 
will  speak  to  the  issues  of  fraud  and  abuse  in  home  care. 
The  third  part  of  my  testimony  will  discuss  specific  legislative  actions,  including 
roposals  to  enact  home  care  copays  and  to  bundle  home  care  payments  into  the 
ospital  DRGs,  as  well  as  our  own  proposals  for  ensuring  efficient  and  high  quality 
provision  of  care. 

factor's  influencing  recent  and  historical  increases  in  the  utilization  of 
medicare's  home  health  benefit 

The  home  health  benefit  has  been  a  maturing  program  for  most,  perhaps  all,  of 
its  existence  in  the  Medicare  program.  In  Medicare  s  earliest  years  of  operation, 
home  health  expenditures  amounted  to  only  about  1  percent  of  the  total,  Therefore. 
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although  the  benefit  has  increased  at  an  average  rate  of  23.5  percent  per  year,  it 
still  represents  a  relatively  small  proportion  of  Medicare  spending — only  about  8.7 
percent  of  the  total  estimated  for  1995. 

Congress  has  long  considered  home  health  care  a  cost-effective  benefit  and  has 
taken  steps  over  the  years  to  encourage  its  utilization.  For  example,  Congress  elimi- 
nated the  prior  hospitalization  requirement  and  the  100  visit  limit,  the  home  health 
deductibles,  Part  B  copays  and  broadened  participation  to  include  nonlicensed  pro- 
prietary agencies.  These  amendments  removed  barriers  to  needed  home  health  care 
and  recognized  the  advantages  of  home  health  services  over  other  acute  care  set- 
tings from  the  standpoints  of  patient  preference  and  cost-effectiveness. 

The  home  health  benefit  became  especially  useful  in  meeting  the  needs  of  patients 
who  were  discharged  from  the  hospital  "quicker  and  sicker"  as  a  result  of  the  1983 
enactment  of  the  Medicare  hospital  prospective  payment  legislation.  The  percent  of 
all  Medicare  hospital  patients  discharged  to  home  health  care  increased  to  18  per- 
cent compared  to  only  9  percent  in  1981.  Technological  advances  have  also  done 
much  to  make  the  home  a  safe  and  effective  acute  care  setting.  These  factors  to- 
gether with  the  aging  of  the  population,  the  increased  paperwork  burden,  and  an 
increased  public  and  professional  awareness  of  home  health  care  have  all  contrib- 
uted to  the  home  health  benefit's  rapid  increases  over  the  past  25  years. 

Estimates  from  the  Health  Care  Financing  Administration's  (HCFA)  Office  of  the 
Actuary  indicates  they  believe  that  the  benefit  has  matured  and  that  expenditure 
increases  will  fall  to  7.8  percent  by  1997.  (See  attachments  1  &  2).  Further,  a  recent 
report  by  the  General  Accounting  Office,  Budget  Issues:  Fiscal  Year  1994  Budget 
Estimates  and  Actual  Results,  shows  that  Medicare  home  health  care  costs  were 
well  below  projected  levels  of  spending  in  1994.  Home  care  costs  for  1994  were  12 
percent,  or  $1.6  billion  below  estimated  spending  levels.  Although  HCFA  assumed 
a  slowdown  in  the  growth  in  home  health  expenditures,  the  actual  rate  of  increase 
slowed  even  more  than  anticipated,  according  to  the  GAO. 

The  National  Association  tor  Home  Care  urges  Congress  to  take  a  close  look  at 
this  report,  coupled  with  data  from  the  HCFA  Office  of  the  Actuary,  which  shows 
that  the  rate  of  increase  in  home  care  costs  will  continue  to  slow  dramatically  and 
level  off  to  very  modest  levels  by  1997. 

Factors  Affecting  Recent  Growth 

The  home  health  benefit  increases  that  have  occurred  in  the  1989-1992  period  are 
almost  double  the  23.5  percent  average  experienced  over  the  life  of  the  Medicare 
program  but  have  already  begun  falling  to  lower  rates.  As  indicated  above,  NAHC 
believes  this  peaking  is  temporary  and  that  it  has  been  influenced  by  several  recent 
events. 

Coverage  clarification.  In  the  mid-1980s,  Medicare  adopted  documentation  and 
claims  processing  practices  that  created  general  uncertainty  among  agencies  about 
what  services  would  be  reimbursed.  The  result  was  a  so-called  "chilling  effect"  in 
which  some  Medicare-covered  claims  were  diverted  to  Medicaid  and  regrettably 
some  patients  went  without  care.  This  "denial  crisis"  led  in  1987  to  a  lawsuit 
(Duggan  v.  Bowen)  brought  by  a  coalition  led  by  Representative  Harley  Staggers 
and  Representative  Claude  Pepper,  consumer  groups  and  NAHC. 

The  successful  conclusion  of  this  suit  gave  NAHC  the  opportunity  to  participate 
in  a  rewrite  of  the  Medicare  home  health  payment  policies.  Just  as  a  lack  of  clarity 
and  arbitrariness  had  depressed  growth  rates  in  the  preceding  years,  NAHC  be- 
lieves the  policy  clarifications  that  resulted  from  the  court  case  have  allowed  the 
program  for  the  first  time  to  provide  beneficiaries  the  level  and  type  of  services  that 
Congress  intended. 

The  correlation  between  the  policy  clarifications  and  the  increase  in  visits  is  un- 
mistakable. The  first  upturn  in  visits  (25  percent)  came  in  1989  when  the  clarifica- 
tions were  announced;  and  an  even  larger  increase  took  place  (50  percent)  in  1990, 
the  first  full  year  the  new  policies  were  in  effect.  However,  growth  in  the  number 
of  visits  is  beginning  to  return  to  more  modest  levels. 

Personnel  shortage.  Throughout  much  of  the  1980s,  the  home  care  industry, 
along  with  the  rest  of  health  care,  was  suffering  from  a  personnel  shortage.  Al- 
though there  are  still  acute  shortages  of  certain  disciplines,  it  would  appear  that 
conditions  have  substantially  improved.  This  increase  in  available  staff  allowed  the 
number  of  certified  home  health  agencies  to  increase  from  5,676  in  1989  to  8,100 
in  1995. 

New  legislative  requirements.  In  the  past  five  years,  the  home  health  program 
has  seen  the  addition  of  several  costly  legislative  changes,  including  the  OBRA-87 
home  health  aide  training  and  competency  testing  requirements  and  the  Clinical 
Laboratory  Improvement  Amendments  of  1988.  The  costs  associated  with  these 
changes  are  reflected  in  visit  charges. 
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New  administrative  changes.  The  1992  OSHA  mandate  regarding  employee 
protection  from  transmission  of  HIV  and  Hepatitis  B,  including  employee  vaccina- 
tions, is  a  cost  that  must  be  borne  by  employers. 

Underlying  Factors  Fueling  Modest  Growth 

As  mentioned  above,  the  growth  in  the  Medicare  home  health  benefit  is  moderat- 
ing and  can  be  expected  to  fall  to  more  modest  levels  in  the  next  two  years  (i.e., 
to  7.8  percent  by  1997).  Sustaining  this  lowered  growth  rate  are  a  number  of  under- 
lying factors  that  have  always  influenced  growth  in  home  health  utilization.  Fore- 
most among  these  is  the  pursuit  of  cost-effective  alternatives  to  institutional  care. 

Cost-Effectiveness.  Home  health  has  moved  well  beyond  its  traditional  bound- 
aries, making  it  possible  for  millions  of  patients  to  prevent,  reduce  or  eliminate  alto- 
gether their  need  for  more  costly  inpatient  treatment.  A  number  of  studies  have  doc- 
umented the  ability  of  home  care  to  hold  down  use  of  more  costly  care.  For  example: 

•  A  home  health  agency  in  Michigan  has  developed  an  in-home  cardiac  recovery 

program  that  reduces  the  hospital  stay  for  patients  who  require  coronary  artery 
bypass  grafting  (CABG)  surgery  by  50  percent.  The  typical  CABG  patient  re- 
quires six  to  ten  days  at  a  hospital.  But  with  the  in-home  cardiac  recovery  pro- 
gram, these  patients  can  be  discharged  within  two  days  of  surgery.  With  hos- 
pital charges  averaging  $1,756  per  day,  enormous  cost  savings  can  be  achieved 
through  a  four  to  six  day  reduction  in  hospital  care.  In  addition,  the  study  found 
that  CABG  patients  using  home  care  experienced  superior  outcomes  than  those 
who  received  longer  hospital  stays  but  no  post-surgical  home  care. 

•  An  in-home  crisis  intervention  program  developed  for  psychiatric  patients  has 

been  effective  in  reducing  hospital  admissions,  length  of  stay  and  readmissions. 
A  two-year  analysis,  involving  more  than  600  patients,  revealed  the  following 
findings:  80.7  percent  of  patients  referred  for  hospital  care  could  be  treated  at 
home  instead;  when  inpatient  admissions  were  necessary,  the  average  length  of 
stay  could  be  reduced  from  11.97  days  to  7.48  days  by  adding  elements  of  the 
in-home  care  program;  and  patients  who  received  home  care  services  were  less 
likely  to  be  readmitted  for  hospital  care  (11.8  percent  of  home  care  patients 
were  readmitted  compared  to  45.9  percent  of  patients  who  did  not  receive  home 
care  services). 

•  A  study  conducted  by  Lewin/ICF  examined  differences  in  the  cost  and  effective- 

ness of  inpatient  care  plus  home  care  versus  a  shorter  inpatient  stay  and  more 
home  care  for  patients  hospitalized  with  a  hip  fracture,  chronic  obstructive  pul- 
monary disease  i'COPD),  and  amyotrophic  lateral  sclerosis  (ALS)  with  pneu- 
monia. It  found  that  for  all  three  diagnoses,  cutting  inpatient  days  and  sub- 
stituting more  home  care  days  reduced  costs  by:  $2,300  for  hip  fracture  pa- 
tients, $520  for  COPD  patients,  and  $300  for  ALS  patients. 

•  An  innovative  home  care  program  for  patients  with  chronic  obstructive  pulmonary 

disease  (COPD)  that  was  developed  and  tested  in  Connecticut  has  produced  sig- 
nificant cost  savings.  The  overall  goal  of  the  program  was  to  provide  more  com- 
prehensive home  care  services  to  COPD  patients  who  previously  required  fre- 
quent hospitalizations.  The  results  found  that  the  per-month  costs  for  hos- 
pitalizations, emergency  room  visits,  and  home  care  fell  from  $2,836  per  patient 
to  $2,508  per  patient,  a  savings  of  $328  per  patient  per  month. 

•  The  American  Diabetes  Association  has  conducted  research  which  shows  that  the 

total  economic  cost  of  diabetes  is  over  $91  billion  a  year  in  the  U.S.  The  home 
care  component  of  these  costs  is  only  $37  million  or  just  .04%  of  the  total  costs. 
Yet,  studies  have  proven  that  aggressive  long-term  treatment  of  diabetes  con- 
ducted in  the  home  significantly  reduces  the  risk  of  diabetic  complications  in- 
cluding blindness  and  kidney  failure. 
These  studies  highlight  one  of  the  primary  reasons  that  home  care  will  continue 
to  be  utilized  in  the  future — it  is  a  cost-effective  benefit  that  works  for  millions  of 
Americans.  (See  attachment  3). 

An  Aging  Population.  The  fact  that  the  U.S.  population  is  growing  older  is  a 
significant  trend  that  has  and  will  continue  to  influence  future  need  for  home  health 
services.  Older  individuals  are  more  likely  to  need  home  care  and  they  are  likely 
to  use  more  home  care  services  than  younger  individuals.  For  example,  the  National 
Medical  Expenditures  Survey  found  that  individuals  over  age  85  were  three  times 
more  likely  to  use  home  care  as  the  general  elderly  population,  and  their  resource 
consumption  was  also  significantly  higher.  Individuals  over  age  65  used  an  average 
of  63  visits  whereas  individuals  over  age  85  used  an  average  of  71  visits. 

Improved  Access.  Access  to  in-home  services  has  also  improved  over  the  years, 
as  more  home  health  agencies  choose  to  participate  in  the  Medicare  program.  In 
1967,  there  were  1,753  agencies  certified  for  Medicare  purposes.  By  1980,  that  num- 
ber had  nearly  doubled  to  2,924.  As  of  January  1995,  a  total  of  8,100  agencies  were 
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providing  services  under  the  program.  This  represents  a  marked  improvement  for 
enrollees  access  to  home-based  services.  Currently,  there  is  one  agency  for  every 
4,893  Medicare  enrollees,  compared  to  one  for  every  11,136  enrollees  in  1967.  Al- 
though access  varies  somewhat  from  state  to  state,  for  the  most  part  enrollees  who 
need  home  health  care  now  have  access  to  it. 

Public  Awareness  and  Preference.  The  past  decade  has  seen  dramatic  in- 
creases in  awareness  among  physicians  and  patients  about  the  home  as  an  appro- 
priate, safe  and  often  cost-effective  setting  for  the  delivery  for  health  care  services. 
For  example,  a  1985  survey  found  that  only  38  percent  of  Americans  knew  about 
home  care;  by  1988,  over  90  percent  of  the  public  not  only  understood  home  care 
to  be  an  appropriate  method  of  delivering  health  care,  but  also  supported  its  expan- 
sion to  cover  long-term  care  services  as  well.  A  new  poll  conducted  in  1992  by  Lou 
Harris  and  Associates,  found  that  the  American  public  supports  home  care  by  a 
margin  of  9  to  1  over  institutional  care.  Nearly  82  percent  of  all  accredited  medical 
schools  now  offer  home  health  care  in  their  curricula. 

Technological  Advances.  Over  the  years,  sophisticated  technological  advances 
have  made  possible  a  level  of  care  in  the  home  that  previously  was  only  available 
in  hospitals  and  other  institutions.  The  most  significant  of  these  advances  have  been 
the  introduction  of  home  infusion  therapy  and  radical  improvements  in  ventilator 
equipment. 

Additional  Factors.  Litigation  and  workers'  compensation  claims  are  two  addi- 
tional factors  that  affect  the  cost  of  delivering  home  health  services. 

The  Medicare  home  health  program  will  serve  an  estimated  3.6  million  bene- 
ficiaries this  year,  and  expenditures  are  expected  to  reach  $16  billion.  That  rep- 
resents an  average  increase  of  nearly  23.5  percent  a  year  in  the  past  28  years.  Much 
of  the  increase  can  be  attributed  to  one-time  expansions  or  clarifications  that  were 
specifically  designed  to  allow  more  individuals  access  to  additional  in-home  services. 
Home  health  growth  is  beginning  to  moderate,  and  it  can  be  expected  to  fall  to  more 
modest  levels  in  the  next  two  years  (i.e.,  to  7.8  percent  by  1997). 

Sustaining  this  lowered  growth  rate  are  a  number  of  underlying  factors  that  have 
always  influenced  growth  in  home  health  utilization.  These  include  increased  pres- 
sure to  find  cost-effective  alternatives  to  institutional  care,  a  dramatic  shift  in  the 
age  distribution  of  the  US  population,  improved  access  to  home-based  services,  and 
the  transfer  of  hospital  technology  to  the  home.  These  factors  in  combination  with 
strong  public  preference  for  in-home  care  indicate  a  future  of  additional  need  for 
and  use  of  home  health  care. 

FRAUD  AND  ABUSE 

As  in  any  area,  growth  brings  with  it  the  potential  for  unethical  or  illegal  behav- 
ior. NAHC  strongly  believes  it  is  the  responsibility  of  all  parties  involved — patients, 
payors,  and  providers — to  act  aggressively  to  uncover,  report,  and  act  against  fraud- 
ulent or  abusive  home  care  providers. 

The  National  Association  for  Home  Care  (NAHC)  has  taken  a  leadership  role  in 
combatting  fraud  and  abuse.  It  has  been  engaged  in  a  longstanding  effort  to  main- 
tain the  highest  degree  of  ethics  and  values  in  the  health  care  industry  through  a 
combination  of  member  education,  cooperation  with  and  assistance  to  enforcement 
agencies,  and  consistent  support  of  federal  legislative  proposals  designed  to  combat 
abuses  in  health  care  programs. 

NAHC's  commitment  is  most  evident  in  support  of  legislative  efforts  to  control 
fraud.  In  1993  and  1994,  and  continuing  today,  NAHC  supported  and  worked  to  ad- 
vance legislation  which  would  expand  existing  health  care  fraud  laws  under  Medi- 
care and  Medicaid  to  all  payors  in  health  care.  This  expansion  would  work  to  elimi- 
nate activities  which  escape  scrutiny  because  of  the  lack  of  controls  in  certain  states 
which  allow  for  conduct  with  private  health  insurance  payments  that  would  be  ille- 
gal if  federal  payments  were  involved.  NAHC  has  also  aggressively  supported  the 
creation  of  a  private  right  of  action  under  federal  anti-kickback  laws  to  supplement 
the  limited  resources  of  government  enforcement  agencies.  In  this  same  respect, 
NAHC  has  repeatedly  supported  increased  funding  for  the  Office  of  Inspector  Gen- 
eral at  HHS. 

Legislation  is  also  needed  to  control  the  quality  and  delivery  of  home  infusion 
therapy  services.  This  $3  billion  segment  of  the  home  care  industry  operates  under 
virtually  no  regulatory  controls  and  presents  an  environment  for  improper,  but  not 
necessarily  illegal,  conduct  to  occur.  In  1994,  NAHC  highlighted  the  need  for  con- 
trolling legislation  such  as  that  offered  by  Congressman  Sherrod  Brown  in  the 
"Sarah  Weber"  bill. 

Fraud  has  also  existed  within  the  Medicaid  programs.  The  states'  Medicaid  anti- 
fraud  units  have  proven  success  in  attacking  this  area.  NAHC  has  and  continues 
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to  support  the  continuation  of  these  programs.  Historically,  fraud  and  abuse  in 
health  care  has  taken  the  form  of  false  claims  in  Medicare  cost  reports,  billings  for 
services  never  rendered,  and  kickbacks  for  referrals.  These  types  of  fraud  are  now 
being  replaced  with  an  entirely  different  form  of  abuse  found  in  managed  care.  In 
the  traditional  fee-for-service  system  incentives  exist  for  overutilization  and  over- 
charging. But  managed  care  may  create  financial  incentives  to  improperly 
underutilize  care.  The  health  care  consumer  is  harmed  doubly  in  these  cir- 
cumstances: financially,  care  is  prepurchased  but  not  delivered;  and  healthwise,  nec- 
essary care  is  lost. 

NAHC  strongly  recommends  that  Congress  and  the  enforcement  authorities  take 
a  long  look  into  the  abuses  in  managed  care.  New  strategies  must  be  developed  to 
address  this  new  type  of  fraud.  Clinicians,  rather  than  accountants,  will  need  to  op- 
erate at  the  heart  of  this  effort.  Good  managed  care  can  help  bring  about  economy 
and  efficiency  in  health  care.  Bad  managed  care,  controlled  by  financial  greed,  can 
mean  great  harm  to  patients. 

NAHC  Recommendations  to  Combat  Fraud  and  Abuse 

1.  Enact  all-payor  anti-fraud  legislation.  2.  Provide  a  private  right  of  action  under 
anti-kickback  provisions.  3.  Offer  "whistleblower"  protection  for  good  faith  activities 
of  information.  4.  Institute  an  anti-fraud  review  system  at  OIG  and  DOJ  where 
planned  activities  can  be  subject  to  analysis  prior  to  implementation.  5.  Commit 
adequate  resources  to  develop  expertise  and  strategic  plans  to  combat  improper  un- 
derutilization  within  managed  care.  6.  Enact  provisions  to  regulate  home  infusion 
therapy  services. 

LEGISLATIVE  PROPOSALS 

NAHC  is  deeply  concerned  about  proposals  before  this  Committee  both  to  enact 
home  care  copays  and  to  bundle  post-nospital  home  care  costs  into  the  hospital  DRG 
rates.  We  feel  strongly  that  both  these  proposals  would  severely  harm  patient  access 
to  care,  as  well  as  the  affordability  and  availability  of  care. 

NAHC  urges  Congress  instead,  to  consider  implementing  a  fair  and  equitable  pro- 
spective payment  system  for  home  care.  Such  a  system  would  put  the  onus  for  as- 
suring appropriate  utilization  rates  where  they  rightly  belong,  on  the  providers' 
shoulders,  and  would  put  in  place  important  incentives  to  ensure  that  care  is  pro- 
vided in  the  most  efficient,  least  costly  manner. 

NAHC  Opposes  Home  Care  Copays 

NAHC  vehemently  opposes  the  proposal  suggested  by  the  House  Budget  Commit- 
tee to  this  Committee  to  impose  a  copayment  on  Medicare  home  health  services. 
Home  health  copayments  would  create  substantial  financial  burdens  on  Medicare 
beneficiaries.  A  20  percent  coinsurance  would  require  the  average  Medicare  home 
health  beneficiary  to  pay  over  $900  in  1996.  (See  attachment  4).  About  15  percent 
of  the  estimated  4.6  million  home  health  recipients  would  incur  copays  of  more  than 
$3,500.  Even  a  10  percent  coinsurance  would  require  Medicare  home  health  bene- 
ficiaries to  pay  average  copays  of  over  $480  in  1996.  About  15  percent  of  these  re- 
cipients would  incur  copays  of  more  than  $1,600. 

A  copayment  will  especially  have  an  adverse  impact  on  the  elderly  who  are  al- 
readv  nealth-care  poor  without  this  new  expense.  Seniors  spend  nearly  twice  as 
much  of  their  income  on  their  health  care  now  as  they  did  before  Medicare  began 
(10.6  percent  in  1961  as  compared  to  17.1  percent  in  1991).  Most  home  health  pa- 
tients begin  home  care  after  a  hospitalization.  On  average,  these  patients  will  have 
paid  $1,700  or  more  in  the  preceding  12  months  for  Medicare  premiums,  deductibles 
and  copays  even  before  the  first  home  health  coinsurance  comes  due. 

In  addition,  a  home  health  coinsurance  is  regressive  and  falls  most  heavily  on  mil- 
lions of  the  poorest  and  oldest  Medicare  beneficiaries.  For  example,  individuals  over 
age  75  account  for  less  than  half  of  the  total  Medicare  population,  but  comprise 
nearly  three-fourths  of  the  home  health  beneficiaries. 

Home  health  users  also  have  fewer  financial  resources  than  the  general  Medicare 
population.  About  12  percent  of  the  elderly  live  below  the  federal  poverty  level, 
whereas  nearly  half  of  home  health  recipients  are  low  income.  Nearly  three-fourths 
of  the  poor  elderly  do  not  own  Medigap  to  help  cover  the  costs  of  copays,  and  the 
Qualified  Medicare  Beneficiary  (QMB)  program,  which  is  designed  to  help  pay  Medi- 
care cost-sharing  requirements  for  poor  Medicare  beneficiaries,  does  not  provide 
adequate  protection  from  these  costs.  Coinsurance  for  home  health  services,  there- 
fore, would  fall  most  heavily  on  the  oldest  and  poorest  group  of  Medicare  bene- 
ficiaries. 

A  coinsurance  requirement  for  home  health  would  also  create  strong  barriers  to 
care  for  those  in  need  of  home  care.  Home  health  was  exempted  from  the  Part  B 
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coinsurance  in  1972  to  encourage  use  of  less  costly,  noninstitutional  services.  Reim- 
posing  coinsurance  would  dramatically  undermine  that  effort. 

Home  health  copayments  are  also  inefficient  and  would  add  to  the  paperwork  bur- 
den of  home  health  providers.  The  collection  of  copayment  amounts  would  create  ad- 
ditional paperwork  burdens.  Many  home  health  patients  receive  only  a  few  visits 
(26  percent  received  fewer  than  10  visits  in  1992).  Yet  agencies  would  have  to  set 
up  billing  and  tracking  programs  even  for  these  relatively  small  amounts,  increasing 
administrative  costs. 

Lastly,  the  Office  of  Technology  Assessment  (OTA)  recently  found  that  making  pa- 
tients responsible  for  copayments  will  keep  them  from  seeking  necessary  care  and 
could  be  especially  harmful  to  those  with  low  incomes. 

NAHC  Opposes  Bundling 

Bundling  would  severely  compromise  both  the  quality  and  availability  of  home 
health  care,  and  may  actually  drive  up  Medicare  costs. 

Basing  post-hospital  payments  on  DRGs  is  completely  inappropriate.  DRGs  are  in- 
capable of  predicting  the  need  for  or  cost  of  home  health  care  after  a  hospitalization. 
The  post-acute  care  needs  of  a  patient  can  be  completely  different  from  the  reason 
for  hospital  admission.  Home  care  payments  based  on  DRG  rates  would  simply  not 
match  patient  needs. 

Bundling  would  require  hospitals  to  be  responsible  for  care  provided  outside  of  the 
hospital  setting,  and  requires  them  to  become  fiscal  intermediaries,  in  some  re- 
spects. Under  this  proposal,  hospitals  would  be  required  to  determine  how  much 
non-hospital  care  a  patient  needs  and  the  best  ways  to  provide  that  care.  Hospitals 
would  make  decisions  about  a  patient's  continuing  care  needs,  as  well  as  the  appro- 
priateness and  quality  of  care.  Hospitals  should  not  be  held  liable  for  these  deci- 
sions. 

Bundling  would  vastly  increase  the  administrative  burden  on  the  health  care  sys- 
tem, driving  costs  up  in  non-patient  care  areas.  It  would  require  multiple  payment 
systems  for  home  care — one  for  post-hospital  patients  and  one  for  patients  entering 
home  care  from  the  community.  It  would  also  require  home  care  agencies  to  bill  any 
number  of  hospitals  for  the  care  they  provide  to  post-hospital  patients,  rather  than 
using  the  current  single-billing  system  under  which  agencies  send  all  bills  to  their 
regional  intermediary. 

This  two-track  system  will  also  result  in  tremendously  uneven  coverage  decisions 
for  patients  with  the  same  care  needs.  In  the  1980's,  coverage  determinations  among 
the  different  fiscal  intermediaries  were  so  great  that  HCFA  moved  to  the  current 
system  of  using  10  regional  intermediaries  as  a  way  to  ensure  greater  uniformity 
in  coverage  decisions.  Bundling  will  fracture  this  system  and  put  in  place  a  system 
under  which  every  hospital  will  interpret  and  apply  coverage  rules  differently. 

Administrative  nightmares  would  also  be  created  for  individuals  who  choose  to  re- 
ceive their  hospital  care  at  nationally  recognized  institutions,  but  return  home  for 
their  needed  post-hospital  home  care.  Increasingly,  people  are  opting  to  undergo 
surgery  or  receive  other  hospital  care  at  well-known  hospitals,  often  flying  to  dif- 
ferent parts  of  the  country  to  receive  the  best  possible  care  for  their  conditions.  In 
these  circumstances,  bundling  would  require  hospitals  to  monitor  and  make  cov- 
erage and  quality  decisions  about  home  care  that  is  being  delivered  many  miles 
away. 

For  these  reasons,  we  urge  you  to  vigorously  oppose  any  effort  to  bundle  home 
health  care  payments  into  hospital  DRG  rates. 

NAHC  Urges  Enactment  ofPPS  for  Home  Care 

We  would  like  to  propose  for  your  consideration  the  implementation  of  a  per-epi- 
sode  prospective  payment  system  (PPS)  for  home  health  care.  PPS  would  be  one  way 
to  create  incentives  for  cost-effective  utilization  management.  Under  a  per-episode 
PPS  model,  providers  would  receive  a  single  payment  when  a  patient  is  admitted 
that  would  cover  the  entire  episode  of  care  rather  than  paying  for  individual  visits 
when  they  occur.  In  this  system,  providers  would  have  an  incentive  to  manage  utili- 
zation in  the  most  cost-effective  manner. 

The  development  of  a  per-episode  PPS  for  home  care  has  long  been  delayed  by 
the  absence  of  an  adequate  method  to  accurately  adjust  reimbursement  to  reflect 
the  severity  of  the  patient's  medical  condition,  degree  of  functional  impairment, 
caregiver  availability,  and  other  critical  issues.  NAHC  proposes  that  a  good  case- 
mix  adjustor  be  developed  and  tested  by  the  Secretary  of  the  Department  of  Health 
and  Human  Services  within  two  years,  and  that  a  per  episode  PPS  be  put  in  place 
for  home  care  immediately  thereafter. 

If  a  case-mix  adjustor  is  still  not  ready  after  two  years,  we  would  propose  that 
an  interim  prospective  payment  system  be  put  in  place,  which  sets  per  visit  rates 
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with  a  per  episode  cap,  while  work  on  the  case  mix-adjustor  is  completed.  This  in- 
terim plan  would  encourage  efficiency  and  appropriate  utilization  by  giving  provid- 
ers the  opportunity  to  share  in  the  savings  under  both  the  per-visit  rate  and  episode 
targets.  We  would  be  concerned  about  moving  to  this  interim  plan  too  quickly  since 
it  would  be  an  untested  system.  With  changing  financial  incentives,  some  high  cost 
patients  may  find  it  difficult  to  obtain  care  without  an  adequate  case-mix  adjustor. 
If  this  interim  proposal  were  implemented,  both  provider  and  patient  safeguards 
must  be  included. 

While  we  are  concerned  about  moving  to  a  prospective  payment  system  too  quick- 
ly, we  feel  strongly  that  progress  in  moving  the  home  care  benefit  into  a  prospective 
payment  system  must  go  forward  and  that  a  per-episode  prospective  payment  sys- 
tem for  home  care  is  far  more  acceptable  than  proposals  that  have  been  advanced 
to  bundle  home  care  payments  into  the  hospital  DRG  rates. 

Attached  to  my  testimony  is  an  outline  of  our  proposal  for  a  Per  Episode  PPS, 
what  we  call  "Plan  A",  and  our  interim  "Plan  B"  proposal  should  Plan  A  not  be 
ready  in  two  years.  (See  attachment  5) 

Once  again,  thank  you  for  the  opportunity  to  testify  on  these  important  issues. 
We  look  forward  to  working  with  you  and  I  welcome  any  questions  you  may  have. 
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ATTACHMENT  3 


NAHC  Data  Show  that  Home  Care 
Is  Still  a  Good  Buy 


Data  collected  from  various  sources  and  analyzed  by  NAHC  show 
that  from  1987  to  1993  the  cost  of  living  or  consumer  price  index 
(CPI)  increased  by  27.1  %,  the  cost  of  physician's  services  increased 
by  48.5%,  and  hospital  costs  soared  by  73.4%.  By  contrast  home 
care  costs  increased  by  only  17%  during  the  same  period—about 
60%  of  the  increase  in  the  CPI,  and  far  below  the  rates  of  increase 
for  other  health  care  providers. 


141 


«  «  w  «  <o  ^  o 

©  C*>  CO  f>  K  v» 

o>  eo  u>  <©  e© 

N  W  M  W  M  {•) 

«/»-  4A-  «A-  4*  4* 


to   in  to  o  to  cm  oo 

»    oo  O  ^  t-  to  y 

n    N  *  °l  t  ®  ^ 

co*  to*  co"  r**  o>  ©*  cm* 

to  to  t»»  oo  o  y 

CD   co  co  to  u>  n« 


^  N  ^  N  IO  K 
N  N  O  SO  O  ^  « 
O  tg  q  © 

y%        r-  <r-  r~  ^ 

4&  m  i&  V* 


to  o 


to 

00 

<P=.> 

8 

o 

00 

CO 

o 

K 

© 

CM 

to 

-or; 

w" 

to" 

to* 

m" 

io" 

t*» 

4* 

to 

^-    to   to   to   «o  IO 

t*»    V*  *5» 


CO 

CD 

IO 

CN 

oo 

s 

0) 

o 

to 

00 

to 

»o 

o> 

o> 

T~ 

<o 

S3 

00* 

o" 

eg 

to 

CM 

CN 

M 

v> 

te- 

o 

cs 

o 

^ 

r>» 

h- 

CO 

2 


s 

to 

1 

IO 

"J- 

co" 

qf 

to* 

© 

(O 

to 

5© 

CM 

CM 

m  to 
o  co 


o  to 

CO  O) 

CO  c© 

co"  co* 


?5: 

N.  CO 

«o  oo 


3©  CM 
OS  O 
CO* 


(D  h  CO  Q  O  ^  N 

cn  o>  g>  g>  o  o  o 

at  o>  o>  a%  o  ©  © 

<r»  v  f  €S  «M  <N 


§5" 

Is. 


142 


ATTACHMENT  5 


WASHINGTON,  D.C.  20002-5809  VAL  J.  HALAMANDARIS         STANLEY  M.  BRAND 

(202)547-7424,  FAX  (202)  547-3540  PRESIDENT  GENERAL  COUNSEL 

June  1995 


Prospective  Payment  System  for  Home_Care 


1.  Preserve  the  savings  from  the  OBRA93  freeze,  as  contained  in  the 
President's  budget  proposal. 


2.  Require  the  Secretary  to  develop  a  case-mix  adjuster  within  two 
years  --  development  in  the  first  year,  testing  in  the  second. 


3.     Develop  per-episode  PPS  within  2  years  under  Plan  A. 


Plan  A  -  -  Per  Episode  PPS 

1.  Require  the  Secretary  to  establish  prospectively  determined 
national  payment  rates  for  home  health  services  that  would  be: 

a .  indexed  to  keep  pace  with  changes  in  a  reweighted  home  health 
market  basket,  and 

b.  adjusted  to  take  into  account  patients'  case-mix  variation 
(eg.  age,  caregiver  availability,  severity  of  medical  condition,  and 
degree  of  functional  impairment.) 


2.  The  PPS  system  should  also  contain  provisions  for  the  following 
items : 

a.  an  exceptions  process  (including  exceptions  for  unusual 
circumstances  or  high-cost  cases  or  service  disciplines) ; 

b.  quality  assurance  mechanisms  focused  on  clinical  outcomes  and 
processes ; 

3  .  Agencies  can  retain  _%  of  the  difference  between  their  actual  costs 
and  the  aggregate  caps . 

4.  Use  the  best  available  case  mix  adjustor  that  defines  an  episode 
and  includes  a  method  for  handling  outliers. 

5.  Establish  a  trigger  for  quality  review  for  instances  of  excessive 

decreases  in  utilization. 

6.  Establish  beneficiary  due  process  to  challenge  care  and  coverage 
determinations . 
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Mr.  Bilirakis.  Thank  you,  Miss  Cushman. 

Mr.  Howell,  for  an  opening  statement,  please,  sir. 

STATEMENT  OF  R.  EDWARD  HOWELL 

Mr.  Howell.  Thank  you.  Mr.  Chairman,  members  of  the  commit- 
tee, as  Congressman  Ganske  indicated  earlier,  I  am  Ed  Howell,  Di- 
rector of  the  University  of  Iowa  Hospital  and  Clinics,  and  this  year 
I  serve  as  Chairman  of  the  Council  of  Teaching  Hospitals  of  the 
American  Association  of  Medical  Colleges. 

Academic  medical  centers  are  struggling  to  be  competitive  in  a 
new  world  of  health  care  delivery.  We,  too,  are  looking  for  the  an- 
swer. We  are  working  hard  to  cut  costs.  We  are  downsizing.  We  are 
merging.  We  are  creating  networks.  We  are  developing  new  teach- 
ing methods  and  ways  to  train  primary  care  physicians  outside  of 
hospitals.  Academic  medicine  is  taking  a  leadership  role  in  a 
changing  health  care  environment. 

We  also  understand  the  need  to  address  Federal  spending.  How- 
ever, as  the  Congress  turns  its  attention  to  the  overall  level  of  the 
Federal  budget,  the  particulars  about  which  programs  and  pay- 
ments to  reduce  become  difficult.  These  decisions,  including  deci- 
sions about  the  special  Medicare  payments  for  graduate  medical 
education,  must  be  informed  and  fair. 

I  come  before  this  subcommittee  today  to  explain  the  importance 
of  these  Medicare  payments  to  teaching  hospitals  and  to  teaching 
physicians  and  their  significance  to  what  was  referenced  earlier  as 
the  best  medical  care  in  the  world. 

It  is  ironic  that  I  appear  before  you  on  the  week  of  the  death  of 
Dr.  Jonas  Salk.  Many  of  us  in  this  room  lived  through  the  polio 
epidemic  of  1952  and  experienced  the  exhilaration  and  freedom 
from  fear  that  accompanied  Dr.  Salk's  pioneering  work  at  the  Uni- 
versity of  Pittsburgh  in  the  mid-1950's. 

Despite  a  history  that  is  replete  with  the  stunning  contributions 
of  society  like  those  of  Dr.  Salk,  academic  medical  centers  now  find 
themselves  struggling  to  secure  the  continued  financial  support  for 
their  traditional  missions. 

As  members  of  this  subcommittee  know,  these  missions  extend 
far  beyond  the  delivery  of  health  care  to  patients.  They  include 
education  of  physicians,  dentists,  and  other  health  professionals, 
development  of  new  technology,  care  of  the  disadvantaged,  provi- 
sion of  special  services,  and  support  of  clinical  and  health  services 
research. 

Our  Nation's  health  care  delivery  system  is  now  moving  toward 
a  market-driven  model  for  financing  one  of  these  traditional  mis- 
sions: The  provision  of  patient  care.  Academic  medical  centers  are 
willing  and,  we  believe,  able  to  compete  in  this  new  environment 
assuming  that  a  level  playing  field  exists  between  teaching  and 
nonteaching  hospitals. 

Unfortunately,  a  level  playing  field  cannot  exist  without  recogni- 
tion that  the  human  and  intellectual  products  of  teaching  hospitals 
and  medical  schools,  as  illustrated  by  the  work  of  the  late  Dr.  Salk, 
have  significant  and  enduring  values  to  our  society.  But  they  also 
carry  a  cost  that  inhibit  the  ability  of  teaching  hospitals  and  physi- 
cians to  compete  on  equal  terms  in  a  free  market. 
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Historically,  the  cost  of  teaching  and  research  has  been  embed- 
ded in  charges  for  patient  care.  As  a  market  orientation  evolves,  it 
is  increasingly  difficult  for  teaching  hospitals  to  obtain  higher  pay- 
ment rates  that  have  traditionally  supported  the  teaching  and  re- 
search missions.  In  this  environment,  the  Medicare  program's  ex- 
plicit payments  for  teaching  hospitals  takes  on  crucial  importance. 

Teaching  hospitals  rely  heavily  on  2  Medicare  payments  with  an 
educational  label:  Direct  graduate  medical  education,  or  DME,  and 
indirect  medical  education  adjustments,  IME.  Reduced  Medicare 
support  in  either  one  of  these  payments  will  make  it  more  difficult 
for  teaching  hospitals  to  compete  in  a  free  market  and  sustain  their 
additional  missions. 

The  AAMC  wants  to  work  with  your  subcommittee  and  believe 
changes  in  graduate  medical  education  financing  should  be  consid- 
ered. For  example,  changes  in  direct  graduate  medical  education 
funding  could  be  made  to  encourage  residency  training  programs  in 
an  ambulatory  training  site.  We  also  support  the  formation  of  edu- 
cational consortia  with  respect  to  IME.  Congress  should  be  cautious 
about  reducing  the  adjustment  because  it  is  such  an  important  fac- 
tor in  the  financial  viability  of  America's  teaching  hospitals. 

As  we  move  toward  reform  of  Medicare,  academic  medical  cen- 
ters face  significant  risks.  One  particular  issue  of  grave  concern  to 
academic  medicine  is  how  the  rate  for  managed  care  plans  is  cal- 
culated. As  you  heard  earlier,  the  rate  is  called  the  adjusted  aver- 
age per  capita  cost,  or  the  AAPCC.  The  AAPCC  rate  uses  all  Medi- 
care expenditures,  including  direct  medical  education,  indirect 
medical  education,  and  disproportionate  share.  However,  there  is 
no  assurance  that  teaching  hospitals  will  receive  those  dollars. 

We  believe  that  these  mission-related  payments  should  be  ex- 
cluded from  the  calculation  of  the  AAPCC.  The  AAMC  urges  Con- 
gress to  address  this  issue  in  an  urgent  manner  as  part  of  the  pro- 
posals to  reform  the  Medicare  program.  The  longer  we  wait  to  cor- 
rect the  problem,  the  harder  it  will  be  to  remove  those  dollars  from 
the  HMO  payment. 

So  far  I  have  talked  about  the  impact  of  the  changes  on  the  de- 
livery system. 

Mr.  Bilirakis.  Please  summarize,  Dr.  Howell. 

Mr.  Howell.  Thank  you,  sir. 

But  I  would  like  to  make  one  last  point  about  the  fragile  nature 
of  medical  school  financing.  Across  America's  medical  schools,  reve- 
nues from  clinical  faculty  practice  amounts  to  one-third  of  the  total 
medical  school  revenues.  As  the  environment  becomes  more  com- 
petitive, the  faculty  may  be  less  able  to  support  education  and  re- 
search efforts. 

Academic  medical  centers  are  ready,  willing,  and  able  to  do  their 
fair  share.  Changes  in  Medicare  payments  will  substantially  affect 
the  ability  of  teaching  hospitals  to  fulfill  their  traditional  missions 
and  the  contribution  of  individuals  like  Jonas  Salk. 

We  urge  caution  as  you  deliberate  the  level  of  future  Medicare 
spending.  Thank  you. 

[The  prepared  statement  of  R.  Edward  Howell  follows:] 
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Prepared  Statement  of  R.  Edward  Howell,  Director,  University  of  Iowa  Hos- 
pitals and  Clinics  on  Behalf  of  the  Association  of  American  Medical  Col- 
leges 

Mr.  Chairman  and  members  of  the  Subcommittee,  I  am  R.  Edward  Howell.  Direc- 
tor of  the  University  of  Iowa  Hospitals  and  Clinics  in  Iowa  City,  Iowa  and  Chairman 
of  the  Council  of  Teaching  Hospitals  <  COTH)  of  the  Association  of  American  Medical 
Colleges  (AAMC).  The  AAMC  welcomes  the  opportunity  to  testify  on  the  importance 
of  the  Medicare  program  to  the  viability  of  academic  medicine.  The  Association  rep- 
resents all  of  the  nation's  125  accredited  medical  schools,  approximately  300  major 
teaching  hospitals  that  participate  in  the  Medicare  program,  the  faculty  of  these  in- 
stitutions through  92  constituent  academic  society  members,  and  the  more  than 
160,000  men  and  women  in  medical  education  as  students  and  residents.  Nonfederal 
members  of  the  AAMC's  Council  of  Teaching  Hospitals  account  for  6  percent  of  the 
nation's  hospitals,  but  nearly  2  million,  or  almost  20  percent,  of  all  Medicare  dis- 
charges. 

Teaching  hospitals  are  among  our  nation's  most  complex  enterprises.  They  are  im- 
portant components  of  the  nation's  health  care  system  because  tney:  provide  all  lev- 
els of  patient  care-from  preventive  to  tertiary  services-often  to  the  most  disadvan- 
taged members  of  our  society;  ensure  the  availability  of  trained  health  care  provid- 
ers, including  physicians,  nurses  and  allied  health  professionals,  by  serving  as  prin- 
cipal sites  for  clinical  education;  and  provide  the  environment  for  the  conduct  of 
clinical  and  behavioral  research  and  the  introduction  of  new  technologies. 

The  academic  medical  community  understands  and  supports  the  need  to  address 
federal  spending.  However,  as  the  Congress  turns  its  attention  from  the  overall  level 
of  the  federal  budget,  the  particulars  about  which  programs  and  payments  to  reduce 
become  difficult.  These  decisions,  including  those  about  Medicare  support  for  grad- 
uate medical  education  and  for  the  higher  costs  incurred  by  teaching  hospitals  in 
fulfillment  of  their  special  missions,  must  be  informed  and  fair.  I  come  before  this 
Subcommittee  today  to  explain  the  importance  of  Medicare  payments  to  teaching 
hospitals  and  teaching  physicians  and  their  significance  in  assisting  academic  medi- 
cal centers  in  providing  the  best  medical  care  in  the  world.  I  will  comment  specifi- 
cally on  four  issues  of  significance  to  academic  medicine:  the  role  of  Medicare  pay- 
ments for  direct  graduate  medicai  education  (DGME)  costs  in  support  of  residency 
training;  the  importance  of  the  Medicare  indirect  medical  education  (IME)  adjust- 
ment to  the  financial  viability  of  teaching  hospitals;  the  methodology  for  calculating 
the  adjusted  average  per  capita  cost  (AAPCC),  the  rate  that  the  Medicare  program 
pays  to  risk  contractor  HMOs;  and  the  importance  of  clinical  practice  income  as  a 
source  of  financial  support  for  the  nation's  medical  schools. 

First,  however,  I'd  like  to  describe  some  of  the  changes  that  are  occurring  in  the 
health  care  delivery  system  and  their  effect  on  our  institutions. 

The  health  care  delivery  system  is  evolving  as  both  public  and  private  payers 
struggle  to  control  health  care  expenditures,  and  academic  medicine  is  an  active 
participant.  Teaching  hospitals,  faculty  practice  plans  and  medical  schools  have  rec- 
ognized the  need  for  change  within  their  own  organizations  and  are  actively  en- 
gaged in  helping  to  reformulate  the  health  delivery  system,  find  ways  to  reduce  the 
rate  of  increase  in  health  care  costs,  improve  accountability,  and  improve  the  quality 
of  clinical  care.  Teaching  hospitals  are  studying  ways  to  deliver  services  more  effi- 
ciently through  partnerships  with  other  health  care  organizations  and  are  seeking 
new  arrangements  with  payers  of  services.  Medical  schools,  often  in  conjunction 
with  teaching  hospitals,  are  working  aggressively  to:  increase  the  number  of  gener- 
alist  physicians;  identify  new  community-based  sites  for  physician  education;  en- 
hance the  curriculum  to  reflect  both  new  knowledge  and  new  delivery  paradigms; 
and  assure  the  vitality  of  biomedical  and  behavioral  research. 

Teaching  physicians  and  teaching  hospitals  are  prepared  and  willing  to  meet  the 
delivery  system's  new  imperatives.  But  in  a  competitive  environment  based  on  price, 
teaching  hospitals  and  medical  schools  face  special  challenges  because  these  com- 
plex organizations  have  unique  missions  that,  of  necessity,  add  to  their  costs.  The 
costs  of  these  additional  missions  are  supported  by  patient  care  revenues  through 
a  system  of  cross-subsidization.  For  example,  patient  service  revenues  have  sup- 
ported medical  education  and  research,  and  payments  from  paying  patients  have 
supported  charity  care  patients. 

In  its  March  1995  report  to  the  Congress,  the  Prospective  Payment  Assessment 
Commission  (ProPAC)  notes  that  as  the  competition  among  health  care  delivery  pro- 
viders intensifies,  the  traditional  patterns  of  subsidies  across  payers  and  providers 
are  changing  (page  5).  Additionally,  ", . .  increasing  competition  in  the  private  sector 
is  making  it  harder  for  teaching  facilities  to  obtain  the  higher  payment  rates  needed 
to  cover  the  added  costs  of  their  graduate  medical  education  programs"  (page  7).  The 
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AAMC  believes  that  teaching  hospitals,  eager  and  willing  to  compete  in  the  market- 
place, will  no  longer  be  able  to  "make  up  the  shortfall'  to  fund  the  costs  associated 
with  their  academic  missions  through  charges  to  patients.  In  a  price-conscious  deliv- 
ery system,  teaching  hospitals  cannot  demand  higher  prices  for  their  services. 

The  AAMC  believes  that  Congressional  decisions  on  Medicare  affect  the  entire 
health  care  system.  As  ProPAC  indicates  in  its  March  1995  report: 

Medicare's  payment  policies  must  be  considered  in  the  context  of  changes 
occurring  in  the  financing  and  delivery  of  health  care.  Among  the  most  sig- 
nificant of  these  are  the  growth  of  capitated  payment  methods  and  man- 
aged care  techniques  in  the  private  insurance  market . . .  Important  factors 
contributing  to  these  developments  include  constraints  on  payments  from 
private  payers  and  increased  competition  among  providers  and  payers  (page 
3). 

In  the  absence  of  a  marketplace  where  all  insurers  or  sponsors  of  patient  care  pro- 
grams support  their  fair  share  of  the  academic  mission  of  teaching  hospitals  and 
teaching  physicians,  the  Medicare  program's  historical,  explicit  payments  to  teach- 
ing hospitals  in  support  of  their  unique  responsibilities  take  on  added  importance. 
Teaching  hospitals  rely  heavily  on  the  two  Medicare  payments  with  an  educational 
label:  the  direct  graduate  medical  education  (DGME)  payment  and  the  indirect  med- 
ical education  (IME)  adjustment.  Additionally,  failure  to  address  the  way  in  which 
DGME  and  IME  payments  and  the  disproportionate  share  (DSH)  payment  are  incor- 
porated in  the  AAPCC  calculation  poses  a  threat  to  the  financial  viability  of  teach- 
ing hospitals.  Finally,  it  should  be  understood  how  changes  in  the  delivery  system 
threaten  the  ability  of  the  clinical  faculty  to  make  their  traditional  contribution  to 
medical  schools  in  support  of  the  schools'  education  and  research  activities. 

Reduced  Medicare  support  will  make  it  more  difficult  for  teaching  hospitals  to 
sustain  their  additional  missions.  Some  lawmakers  have  suggested  that  reductions 
in  the  rate  of  growth  in  the  Medicare  program  are  necessary  to  protect  its  long-term 
solvency.  They  add  that  while  the  rate  of  growth  would  be  slowed,  spending  for 
Medicare  would  continue  to  increase  each  year.  However,  the  reductions  proposed 
for  DGME  and  AM  payments  are  real  cuts  for  teaching  hospitals,  causing  them  to 
bear  a  disproportionate  burden  of  payment  reductions.  I  urge  the  members  of  this 
Subcommittee  to  consider  carefully  its  Medicare  payment  policy  recommendations. 
Teaching  hospitals  and  teaching  physicians  play  critical  roles  in  our  health  care  de- 
livery system.  This  delicate  balance  could  be  damaged  severely  unless  changes  are 
crafted  carefully  and  are  based  on  an  extensive  understanding  of  the  education  and 
service  missions  of  academic  medicine.  Massive  reductions  in  Medicare  payments  for 
activities  related  to  graduate  medical  education  will,  when  coupled  with  private  sec- 
tor losses,  reductions  in  Medicaid  spending  and  other  cuts  in  projected  Medicare 
payments,  have  a  substantial  negative  impact  on  these  institutions'  continued  excel- 
lence. Implications  of  the  cuts  will  touch  every  American's  life. 

DIRECT  GRADUATE  MEDICAL  EDUCATION  PAYMENTS 

In  addition  to  providing  medical  care,  hospitals  that  train  health  professionals 
provide  the  resources  for  the  clinical  education  of  physicians,  nurses,  and  allied 
health  personnel.  To  provide  this  formal,  experientially -based  clinical  training,  hos- 
pitals incur  costs  beyond  those  necessary  for  patient  care.  These  added  direct  costs 
include:  salaries  and  fringe  benefits  for  trainees  and  the  faculty  who  supervise 
them;  classroom  space;  the  salaries  and  benefits  of  administrative  and  clerical  staff 
in  the  graduate  medical  education  office;  and  allocated  institutional  overhead  costs, 
such  as  costs  for  electricity  and  maintenance. 

The  Purpose  and  History  of  the  Medicare  Direct  Graduate  Medical  Education  Pay- 
ment 

When  Congress  established  the  Medicare  program  in  1965,  it  acknowledged  that 
educational  activities  enhanced  the  quality  of  care  in  institutions  and  recognized  the 
need  to  support  residency  training  programs  to  help  meet  the  public  need  for  fully- 
trained  health  professionals.  In  drafting  the  initial  Medicare  legislation,  Congress 
stated: 

Educational  activities  enhance  the  quality  of  care  in  an  institution,  and  it 
is  intended,  until  the  community  undertakes  to  bear  such  education  costs 
in  some  other  way,  that  a  part  of  the  net  cost  of  such  activities  (including 
stipends  of  trainees,  as  well  as  compensation  of  teachers  and  other  costs) 
should  be  borne  to  an  appropriate  extent  by  the  hospital  insurance  program 
(House  Report,  Number  213.  89th  Congress.  1st  Sess.  32  (1965)  and  Senate 
Report.  Number  404.  Pt.  1.  89th  Congress.  1st  Sess.  36  (1965)). 
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Similarly,  in  the  regulations  governing  the  Medicare  program,  the  Secretary  of 
Health,  Education  and  Welfare  stated: 

It  is  recognized  that  the  costs  of  such  educational  activities  should  be  borne 
by  the  community.  However,  many  communities  have  not  assumed  respon- 
sibility for  financing  these  programs  and  it  is  necessary  that  support  be 

Erovided  by  those  purchasing  health  care.  Until  communities  undertake  to 
ear  these  costs,  the  program  will  participate  appropriately  in  the  support 
of  these  activities  (42  C.F.R.  Section  413.85  [formerly  Section  405.421(c)]). 
Thus,  since  its  inception  the  Medicare  program  has  assumed  some  responsibility 
for  graduate  medical  education  costs,  making  separate  payments  to  teaching  hos- 
pitals for  these  costs.  If  there  was  ever  an  assumption  that  the  "community"  would 
take  responsibility  for  its  share  of  these  costs,  it  certainly  is  not  occurring  in  the 
current  competitive  environment 

Until  the  mid  1980s,  Medicare  paid  for  its  share  of  DGME  costs  based  on  the  hos- 
pital's historical  and  reasonable  costs  as  determined  by  an  audit.  Reimbursement 
was  open-ended  in  that  a  portion  of  "reasonable  and  allowable"  DGME  costs  in- 
curred every  year  was  "passed  through5  to  the  Medicare  program.  DGME  payments 
also  were  open-ended  in  that  there  was  no  restriction  on  the  number  of  years  that 
Medicare  reimbursement  would  financially  support  a  resident's  training. 

In  April  1986,  Congress  passed  the  Consolidated  Omnibus  Budget  Reconciliation 
Act  (COBRA)  of  1985  (P.L.  99-72),  which  dramatically  altered  the  DGME  payment 
methodology  from  one  based  on  annual  historical  DGME  costs  to  a  prospective  per 
resident  amount.  The  Medicare  program  now  pays  its  proportionate  share  of  a  hos- 
pital-specific per  resident  amount  based  on  audited  costs  from  a  base  year  and  up- 
dated for  inflation  rather  than  on  the  basis  of  DGME  costs  actually  incurred.  Today, 
a  hospital's  DGME  payment  is  calculated  by  multiplying  the  hospital's  fixed  amount 

Eer  resident  by  the  current  number  of  residents  and  then  multiplying  that  result 
y  Medicare's  share  of  inpatient  days  at  the  hospital.  Other  legislative  and  regu- 
latory changes  have  been  made  since  COBRA,  but  the  basic  methodology  for  cal- 
culating the  DGME  payment  remains  the  same. 

In  addition  to  changing  the  payment  methodology,  COBRA  placed  limits  on  the 
number  of  resident  trainee  years  for  which  full  Medicare  payment  would  apply.  In 
a  subsequent  change,  Congress  chose  to  restrict  full  support  to  the  direct  costs  of 
those  residents  within  the  minimum  number  of  years  of  formal  training  necessary 
to  satisfy  the  educational  requirements  for  initial  board  certification,  up  to  a  maxi- 
mum of  five  years.  Payments  for  residents  beyond  either  the  period  for  initial  board 
certification  or  the  five-year  level  are  reduced  by  50  percent.  The  five-year  count  is 
suspended,  however,  for  a  period  of  up  to  two  years  for  training  in  a  geriatric  or 
preventive  medicine  residency  or  fellowship  program. 

The  change  in  DGME  payment  methodology  required  by  COBRA,  which  the 
AAMC  did  not  oppose,  terminated  the  previous  open-ended  commitment  to  financing 
graduate  medical  education.  Although  COBRA  limits  DGME  payments,  it  still  ac- 
knowledges the  historical  scope  of  direct  graduate  medical  education  costs,  including 
the  salaries  and  fringe  benefits  of  residents  and  supervising  faculty  physicians  and 
institutional  overhead  costs. 

Efforts  to  Influence  the  Specialty  Mix  and  Number  of  Physicians -in-Training 

Specialty  Distribution  of  Resident  Physicians.  Since  the  implementation  of  per 
resident  payments,  policy  makers  have  proposed  changes  in  the  methodology  to  en- 
courage residency  training  in  generalist  specialties  and  in  non-hospital-based  set- 
tings. The  Association  recognizes  that  the  present  system  has  not  produced  the 
number  of  generalist  physicians  that  society  may  need  in  a  reconfigured  health  care 
system.  A  1992  Association  policy  statement  calls  for: 

an  overall  national  goal  that  a  majority  of  graduating  medical  students  be 
committed  to  generalist  careers  (family  medicine,  general  internal  medicine 
and  general  pediatrics)  and  that  appropriate  efforts  be  made  by  all  schools 
so  that  this  goal  can  be  reached  within  the  shortest  possible  time. 
The  AAMC's  policy  rests  on  the  implementation  of  voluntary,  private  sector  initia- 
tives. Among  them  is  creating  and  maintaining  incentive  programs  aimed  at  individ- 
ual medical  students,  resident  trainees,  and  practicing  physicians  as  the  best  meth- 
ods of  inducing  career  choices  in  certain  specialties.  The  Association  strongly  en- 
dorses a  policy  that  private  sector  organizations  and  governmental  bodies  should 
join  in  partnership  to  eliminate  the  many  barriers  that  exist  to  meeting  the  need 
for  generalist  physicians. 

The  AAMC  policy  recommends  that  the  Medicare  program  and  other  third-party 
payers  adopt  other  physician  payment  reforms  to  compensate  generalist  physicians 
more  equitably  by  reducing  the  marked  disparity  in  income  expectations  stemming 
from  the  current  system  of  physician  payment.  A  second  recommendation  is  that 
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payment  methods  for  financing  the  direct  costs  of  graduate  medical  education 
should  not  create  nor  perpetuate  barriers  to  shifting  the  balance  between  generalist 
and  non-generalist  training. 

Appropriate  training  experiences  in  ambulatory,  community-based  non-hospital 
settings  are  essential  to  produce  competent  physicians.  As  hospitals  encourage 
shorter  stays  by  more  acutely  ill  patients,  training  in  ambulatory  and  long-term 
care  settings  is  needed  to  supplement  the  educational  experience  provided  in  hos- 
pitals to  assure  that  residents  receive  comprehensive  clinical  training. 

The  nation's  medical  schools  have  implemented  programs  to  increase  the  aware- 
ness and  attractiveness  of  generalist  medicine.  More  schools  are  adding  required 
clerkships  in  one  of  the  generalist  disciplines  during  the  third-  and  fourth-year  of 
the  curriculum.  New  clerkships  also  emphasize  more  experience  in  ambulatory  set- 
tings. Courses  with  a  primary  care  focus  have  been  added  during  the  pre-clerical 
years,  and  new  curriculum  strategies,  such  as  primary  care  tracks  and  competency- 
based  curricula  are  being  developed  and  implemented.  Role  modeling  and  mentoring 
opportunities  are  being  provided  through  classes,  formal  mentoring  programs,  or  the 
assignment  of  advisors  and  the  development  of  primary  care  interest  groups. 
Schools  have  convened  primary  care  task  forces,  appointed  new  Associate  Deans  for 
Primary  Care,  and  developed  new  departments  of  family  medicine  and  divisions  of 
general  internal  medicine  and  general  pediatrics. 

The  AAMC  is  pleased  to  report  that  medical  schools'  efforts  have  been  rewarded 
as  medical  students'  interest  in  generalist  practice  continues  to  increase.  Although 
data  on  medical  students'  career  choice  from  as  recently  as  the  graduating  class  of 
1989  showed  a  declining  selection  of  the  generalist  specialties,  more  recent  data  sig- 
nal that  medical  school  graduates  continue  to  respond  to  changes  in  the  health  care 
environment.  In  1994,  the  percentage  of  medical  school  graduates  indicating  their 
intention  to  pursue  certification  in  one  of  the  generalist  disciplines  increased  again. 
Of  graduating  medical  students,  22.8  percent  indicated  an  intent  to  choose  a  gener- 
alist career  in  1994  compared  to  14.6  percent  in  1992  and  19.3  percent  in  1993.  In 
addition,  results  from  the  National  Residency  Matching  Program  (NRMP),  released 
on  March  15,  1995,  showed  that  medical  students  "matched"  into  family  medicine 
residency  programs  at  the  highest  rate  in  the  NRMP's  43-year  history.  Over  2,000 
graduating  seniors  from  U.S.  medical  schools,  or  15.4  percent  of  those  seeking  first- 
year  residency  positions,  matched  into  a  family  medicine  residency.  This  compares 
to  14.0  percent  of  all  U.S.  seniors  in  1994. 

Personal  incentives  such  as  loan  forgiveness,  tax  benefits,  and  other  inducements, 
such  as  narrowing  the  income  gap  between  generalist  and  non-generalist  physicians, 
are  more  likely  to  result  in  greater  numbers  of  U.S.  medical  school  graduates  enter- 
ing the  generalist  disciplines.  There  are  already  a  variety  of  federally-sponsored  stu- 
dent loan  repayment  programs  that  could  be  bolstered.  If  monetary  incentives  are 
to  be  provided,  they  should  be  aimed  at  individuals,  not  hospitals  and  their  spon- 
sored residency  programs. 

Total  Number  of  Resident  Physicians.  In  the  past  few  years,  the  number  of  physi- 
cians-in-training nas  continued  to  increase.  Many  policy  makers  suggest  that  the 
nation  address  the  projected  oversupply  of  physicians  and  its  effect  on  aggregate 
health  care  costs  and  quality  of  care.  Data  show  that  while  the  number  of  graduates 
of  U.S.  allopathic  medical  schools  has  remained  relatively  stable  for  several  years, 
the  number  of  international  medical  graduates  (IMGs)  receiving  training  in  this 
country  has  increased  substantially.  Between  1988  and  1993,  the  number  of  IMGs 
in  graduate  medical  education  nearly  doubled  from  approximately  12,000  to  nearly 
23,000.  In  1993-94,  more  than  25  percent  of  all  first-year  residency  training  slots 
in  allopathic  and  osteopathic  programs  were  fined  by  IMGS. 

On  June  22,  1995,  tne  AAMC  Executive  Council  adopted  a  policy  position  on  the 
participation  of  IMGs  in  graduate  medical  education: 

That  the  Association  of  American  Medical  Colleges,  in  recognition  of  the 
growing  oversupply  of  physicians  in  the  United  States,  pursue  and  under- 
take initiatives  to  address  the  future  supply  of  physicians  consonant  with 
legal  restrictions  and  requirements.  While  the  Association  should  consider 
all  available  options  for  addressing  this  oversupply,  it  should — first  and 
foremost — pursue  options  to  diminish  the  number  of  international  medical 
graduates  pursuing  graduate  medical  education  in  the  United  States  and 
remaining  in  the  United  States  following  the  completion  of  their  graduate 
training.  Any  options  supported  by  the  Association  that  would  result  in  con- 
straints on  the  number  of  international  medical  graduates  receiving  train- 
ing must  include  mechanisms  to  mitigate  the  impact  on  hospitals  that  cur- 
rently train  IMGs  and  those  hospitals  that  are  highly  dependent  on  IMGs 
for  maintenance  of  their  patient  care  programs. 


149 


Our  present  system  for  graduate  medical  education  has  much  to  commend  it. 
Nonetheless,  the  system  needs  to  be  re-evaluated  to  ensure  it  meets  the  economic 
and  social  imperatives  facing  our  society.  The  AAMC  appreciates  the  need  to  study 
different  payment  policy  options. 

Proposals  to  Change  Medicare  Payments  for  DGME  Costs 

In  addition  to  proposals  to  shift  the  balance  of  generalist  and  nongeneralist  physi- 
cians, policy  makers  also  have  expressed  interest  in  changing  the  Medicare  payment 
methodology  for  DGME  costs.  Many  of  these  proposals  are  intended  to  limit  the 
growth  in  Medicare  expenditures.  Among  the  more  frequently  mentioned  proposals 
that  seem  to  have  captured  the  attention  of  some  policy  makers  are:  encouraging 
the  development  of  non-hospital-based  ambulatory  training  sites  by  allowing  entities 
other  than  hospitals  to  receive  Medicare  DGME  payments;  limiting  payments  based 
on  certain  types  or  a  defined  number  of  residents;  weighting  Medicare  payments  by 
specialty  to  encourage  training  in  the  generalist  specialties;  and  constructing  a  na- 
tional average  per  resident  payment  methodology  that  would  reduce  the  variation 
in  hospital-specific  per  resident  payments. 

Each  of  these  proposals  and  its  potential  impact  on  graduate  medical  education 
is  discussed  below. 

Encouraging  the  development  of  non-hospital-based  ambulatory  training  sites. 
Changes  are  needed  to  ensure  that  training  sites  chosen  by  residency  program  direc- 
tors are  selected  because  they  offer  appropriate  educational  experiences,  not  because 
they  are  more  easily  funded.  Some  changes  in  Medicare  DGME  funding  should  be 
considered  to  encourage  residency  training  in  non-hospital,  ambulatory  sites.  The 
law  regarding  Medicare  DGME  payments  explicitly  states  that  DGME  payments 
may  be  made  only  to  hospitals.  On  the  other  hand,  the  law  and  implementing  regu- 
lations allow  hospitals  to  receive  DGME  payments  for  the  training  of  residents  in 
non-hospital,  ambulatory  settings  (subject  to  certain  requirements).  Although  an 
ambulatory  site  may  not  at  present  receive  a  Medicare  payment  directly  for  any 
DGME  costs  it  might  incur,  nothing  in  the  law  prevents  it  from  negotiating  for  a 
payment  from  a  hospital  for  the  residents  that  the  non-hospital  site  accepts. 

The  AAMC  believes  that  the  funding  for  graduate  medical  education  should  sup- 
port residents  and  programs  in  the  ambulatory  and  inpatient  training  sites  that  are 
most  appropriate  for  the  educational  needs  of  the  residents.  The  Association  believes 
that  Medicare  DGME  payments  should  be  made  to  the  entity  that  incurs  the  cost. 
Recipients  of  payments  could  be  teaching  hospitals,  medical  schools,  multi-specialty 
group  practices  or  organizations  that  incur  training  costs.  The  AAMC  strongly  en- 
courages the  formation  of  formal  associations,  or  graduate  medical  education  consor- 
tia, to  assure  the  continuity  and  coordination  of  medical  education  and  to  serve  po- 
tentially as  the  fiscal  intermediary  in  distributing  payments  across  various  training 
sites.  However,  the  AAMC  does  not  support  payments  being  awarded  directly  to 
training  programs,  since  ultimately  the  organization  in  which  the  program  functions 
must  determine  the  institutional  commitment  to  graduate  medical  education. 

The  AAMC  urges  Congress  to  consider  modifying  the  statutory  requirement  that 
only  hospitals  may  receive  Medicare  DGME  payments  and  to  permit  other  entities 
to  receive  the  payment  if  they  incur  the  cost  of  training.  A  payment  methodology 
would  have  to  be  developed  based  on  the  costs  of  training  at  those  sites.  To  explore 
the  issues  inherent  in  such  a  change,  the  AAMC  supports  the  interest  of  the  Health 
Care  Financing  Administration  in  designing  a  research  and  demonstration  project 
to  encourage  the  development  of  new  integrated  training  sites  and/or  GME  consor- 
tia. Under  a  project,  the  Administration  could  experiment  and  monitor  the  impact 
of  allowing  non-hospital  sites  to  receive  DGME  payments  if  they  run  the  training 
programs  and  incur  the  costs. 

Limiting  Payments  Based  on  Certain  Types  or  a  Defined  Number  of  Residents. 
Education  in  the  practice  of  medicine  includes  both  undergraduate  medical  edu- 
cation in  a  medical  school  and  graduate  medical  education  in  a  teaching  hospital 
or  other  clinical  site.  Because  medicine  involves  a  number  of  different  specialties, 
each  specialty  area  has  developed  its  own  residency  training  period.  The  AAMC  be- 
lieves that  the  variable  length  of  training  for  each  specialty  area  is  appropriate  and 
in  the  national  interest,  but  recognizes  that  Medicare  payment  policies  must  be  bal- 
anced. Some  policy  makers  have  proposed  imposing  additional  limits  on  the  length 
of  time  for  which  the  Medicare  program  should  provide  its  support. 

Currently  the  Medicare  program  restricts  full  support  to  the  direct  costs  of  those 
residents  within  the  minimum  number  of  years  of  formal  training  necessary  to  sat- 
isfy the  educational  requirements  for  initial  board  certification,  up  to  a  maximum 
of  five  years.  The  five  year  count  is  suspended,  however,  for  a  period  of  up  to  two 
years  for  training  in  a  geriatric  or  preventive  medicine  residency  or  fellowship  pro- 
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gram.  Payment  for  residents  beyond  either  the  period  for  initial  board  certification 
or  the  five-year  level  are  reduced  by  50  percent. 

The  AAMC  believes  that  any  further  limitation  on  Medicare  support  for  graduate 
medical  education  should  not  be  arbitrary  or  inconsistent  with  adequate  minimal 
residency  training.  For  example,  some  have  suggested  that  the  Medicare  program 
should  pay  only  through  the  period  required  for  initial  board  certification  in  a  spe- 
cialty or  pay  only  for  a  three-year  period,  regardless  of  the  specialty.  Because  the 
initial  skills  and  techniques  needed  oy  different  specialties  require  different  lengths 
of  training,  the  AAMC  believes  that  support  through  initial  board  eligibility  is  an 
essential  minimum  training  period  that  every  patient  service  payer  should  help  fi- 
nance. 

In  its  March  1993  report,  the  Physician  Payment  Review  Commission  (PPRC)  also 
"rejected  as  unwise  the  options  of  paying  only  for  primary  care  positions  or  only  for 
the  first  three  years  of  training"  (page  66).  While  the  commission  was  aware  of  the 
need  to  increase  the  proportion  of  generalist  physicians,  it  concluded  that  the  nation 
would  continue  to  require  well-trained  physicians  in  all  specialties,  and  that  such 
a  policy  would  not  be  'sufficiently  flexible'"  if  changes  in  the  health  needs  of  the  pop- 
ulation called  for  physicians  in  specialties  that  required  more  than  three  years  of 
training. 

Another  proposal  made  by  some  policy  makers  is  to  limit  Medicare  DGME  pay- 
ments only  to  graduates  of  U.S.  medical  and  osteopathic  schools.  They  point  to  a 
growing  consensus  that  U.S.  medical  and  osteopathic  schools  are  training  an  ade- 
quate number  of  physicians  for  our  nation  and  that  a  large  number  of  foreign- 
trained  physicians  are  entering  residency  programs  in  the  U.S.  where  they  are  sup- 
ported by  patient  service  revenues,  including  Medicare  payments. 

It  should  be  understood  that  for  some  hospitals,  where  residents  provide  a  large 
proportion  of  patient  services,  the  immediate  elimination  of  Medicare  support  for 
international  medical  graduates  (IMGs)  would  cause  substantial  access  and  service 
problems  for  Medicare  enrollees.  One  of  the  issues  that  policy  makers  would  need 
to  address  in  enacting  such  a  change  would  be  the  implementation  of  a  process  and 
a  time  table  so  that  patient  access  to  services  would  not  be  reduced  precipitously. 
Additionally,  mechanisms  would  be  needed  to  mitigate  the  impact  on  hospitals  that 
currently  train  IMGs  and  on  hospitals  that  are  highly  dependent  on  IMGs  for  main- 
tenance of  their  patient  care  programs. 

A  third  proposal  offered  by  some  policy  makers  would  limit  Medicare  DGME  pay- 
ments to  a  defined  number  of  residents.  One  option  could  be  to  limit  payment  to 
the  current  number  of  residents  in  the  training  system.  More  aggressive  options 
might  be  to  place  an  aggregate  limit  on  the  total  number  of  positions,  e.g.,  the  num- 
ber of  U.S.  graduates  plus  some  add-on  percentage  for  IMGS.  It  should  be  under- 
stood that  these  types  of  proposals  could  require  the  establishment  of  regulatory 
mechanisms. 

Weighting  Payments  by  Specialty.  For  several  years,  some  policy  makers  have  pro- 
posed changes  in  Medicare  payments  for  DGME  costs  that  are  intended  to  provide 
incentives  to  encourage  the  training  of  generalist  physicians  and  to  eliminate  the 
variation  in  hospital-specific  per  resident  amounts.  Additionally,  these  proposals 
would  reduce  the  Medicare  program's  role  in  GME  funding. 

For  example,  Medicare  DGME  payments  could  be  based  on  a  per  resident  amount 
that  would  then  be»weighted  based  on  the  specialty  area  that  a  resident  is  pursuing. 
The  Medicare  program  would  make  a  higher  payment  for  a  resident  in  a  generalist 
specialty  than  for  a  non-generalist  resident.  Thus,  a  hospital's  total  direct  GME  pay- 
ment would  be  based  not  on  its  costs,  but  on  the  specialty  mix  of  its  trainees.  Some 
policy  analysts  believe  that  these  types  of  proposals  would  not  only  eliminate  the 
variation  in  direct  GME  payments,  but  also  would  offer  incentives  to  produce  more 
generalist  physicians.  The  proposal  would  attempt  to  accomplish  this  policy  goal  by 
paying  relatively  favorable  amounts  for  generalist  residencies,  and  substantially  less 
favorable  payment  amounts  for  all  other  residencies. 

The  Association  opposes  proposals  that  are  intended  to  stimulate  the  production 
of  generalist  physicians  by  weighting  DGME  payments  by  specialty.  Although  the 
AAMC  strongly  supports  more  individuals  entering  generalist  practice,  the  Associa- 
tion does  not  believe  that  this  proposal  would  achieve  its  intended  objective  of  en- 
couraging the  training  of  more  generalist  physicians. 

Additionally,  data  on  career  choices  of  medical  school  graduates  indicate  that 
medical  students'  selection  of  residency  training  programs  is  affected  not  by  Medi- 
care payments  to  hospitals,  but  by  market  conditions  and  personal  suitability  to  a 
particular  specialty.  At  present,  there  are  more  generalist  training  positions  offered 
than  there  are  interested  students  to  fill  them. 

In  its  March  1993  report  to  the  Congress;  the  Physician  Payment  Review  Commis- 
sion (PPRC)  concluded  that  weighting  DGME  payments  to  hospitals  is  undesirable. 
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The  commission  indicated  that  there  was  already  a  sufficient  number  of  existing 
generalist  training  slots,  and  weighting  would  have  little  influence  on  hospital  man- 
agement's and  residency  program  directors'  decision  making. 

It  is  important  to  understand  the  internal  institutional  dynamics  that  will  result 
from  the  implementation  of  preferential  weighting  proposals.  Those  disciplines  with 
an  increased  weighting  factor  will  argue  that  they  deserve  "more"  of  the  DGME 
funds  for  their  residency  programs.  At  the  same  time,  other  disciplines,  as  a  result 
of  reductions  in  fee  revenue  attributable  to  the  implementation  of  the  resource- 
based  relative  value  scale,  are  increasing  pressure  for  more  faculty  salary  support. 
Reports  from  members  of  the  AAMC's  Council  of  Teaching  Hospitals  indicate  that 
some  specialty  departments  are  approaching  hospital  executives  for  additional  aca- 
demic supervisory  and  administrative  financial  support. 

While  proponents  of  preferential  weighting  proposals  indicate  that  a  higher  pay- 
ment differential  would  be  enacted  only  for  generalist  disciplines,  it  is  likely  that 
many  clinical  specialties  would  argue  that  they  also  deserve  a  "special  weighting 
factor."  It  is  unclear  what  criteria  would  be  used  to  define  a  "primary  care"  program. 
The  AAMC  notes  that  emergency  medicine  was  added  as  a  primary  care  category 
to  the  House  Ways  and  Means  Committee  proposal  in  1991,  and  that  physical  medi- 
cine and  child  psychiatry  immediately  made  a  case  for  inclusion  because  these  spe- 
cialties are  in  snort  supply. 

The  AAMC  supports  strategies  to  develop  additional  generalist  physician  man- 
power, but  proposals  to  weight  Medicare  DGME  payments  based  on  specialty,  if  en- 
acted, would  only  contribute  to  the  instability  of  GME  funding.  Strong  residency 
programs  require  continuity  of  effort  and  stable  support.  If  future  generations  of 
Americans  are  to  have  appropriate  access  to  well-trained  physicians,  we  must  main- 
tain and  strengthen  our  medical  education  system,  including  its  residency  training 
component. 

Constructing  a  National  Average  Payment  Amount  for  DGME  Costs.  Last  year, 
during  the  debate  over  comprehensive  health  care  reform,  some  policy  makers  rec- 
ommended the  development  of  a  national  average  per  resident  payment  methodol- 
ogy with  payment  adjustments  for  regional  differences  in  wages  and/or  wage-related 
costs.  In  some  instances,  the  proposals  excluded  certain  types  of  costs,  such  as  direct 
overhead  costs  or  allocated  institutional  overhead  costs.  These  changes  were  sug- 
gested in  the  context  of  a  package  of  proposals  for  graduate  medical  education  re- 
form, including  an  all-payer  funding  mechanism  that  was  to  be  separate  from  pay- 
ments for  patient  care  services. 

The  AAMC  supports  the  continuation  of  the  current  Medicare  per  resident  pay- 
ment method  based  on  hospital-specific  costs.  The  AAMC  believes  that  a  national 
average  payment  method  would  fail  to  recognize  structural  factors  that  legitimately 
affect  a  hospital's  per  resident  costs.  The  overall  financing  of  teaching  hospitals  and 
medical  schools  often  is  driven  by  historic  circumstances,  which  have  led  to  certain 
costs,  especially  faculty  costs,  being  borne  variably  by  the  medical  school  or  teaching 
hospital.  The  diversity  of  support  for  the  costs  of  faculty  is  probably  the  most  impor- 
tant reason  for  the  variation  in  Medicare  per  resident  payments.  Additionally,  there 
are  legitimate  differences  in  educational  models  depending  on  the  specialty  and  the 
institution.  Wide  variation  in  per  resident  amounts  exists  among  hospitals  in  the 
availability  and  amount  of  support  from  non-hospital  sources,  including  public  sub- 
sidies and  faculty  practice  earnings.  Residency  programs  also  may  have  unique  his- 
tories and  differences  in  the  funding  available  to  them,  such  as  state  or  local  govern- 
ment appropriations.  While  some  proposals  would  adjust  the  Medicare  national  av- 
erage per  resident  payment  for  differences  in  wages  and  other  wage-related  costs, 
these  other  structural  factors  would  not  be  reflected  in  the  national  average  pay- 
ment methodology,  creating  inappropriate  winners  and  losers. 

Last  year,  at  its  January  20,  1994  meeting,  ProPAC  discussed  recommendations 
on  graduate  medical  education  financing  for  its  March  1994  report.  Commissioners 
reviewed  a  staff  analysis  of  graduate  medical  education  costs  and  payments  and 
noted  the  complexity  of  the  distribution  of  these  payments  to  hospitals.  Chairman 
Stuart  H.  Altman,  Ph.D.,  cautioned  those  who  prefer  moving  to  a  national  average 
payment  methodology  for  residency  costs  without  incorporating  a  number  of  adjust- 
ments in  the  payment  system.  Pointing  to  the  commission's  eleven-year  experience 
with  the  prospective  payment  system — the  first  attempt  by  the  federal  government 
to  standardize  payments  based  on  national  averages— Dr.  Altman  noted  how  many 
adjustments  had  been  added  to  the  PPS  over  the  years  to  achieve  payment  equity. 
ProPAC's  preliminary  analysis  of  graduate  medical  education  costs  found  significant 
relationships  between  per  resident  costs  and  hospital  size;  its  share  of  full-time 
equivalent  residents  in  the  outpatient  setting;  its  share  of  costs  related  to  faculty 
physicians'  salaries;  geographic  region;  location  in  a  metropolitan  statistical  area; 
and  area  wages. 
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The  AAMC  also  supports  the  current  methodology  because  it  recognizes  all  types 
of  costs,  including  salaries  and  fringe  benefits  of  the  faculty  who  supervise  the  resi- 
dents; direct  overhead  costs,  such  as  malpractice  costs,  and  the  salaries  and  benefits 
of  administrative  and  clerical  support  staff  in  the  graduate  medical  education  office; 
and  allocated  institutional  overhead  costs,  such  as  costs  for  maintenance  and  utili- 
ties. The  AAMC  opposes  proposals  to  exclude  certain  types  of  DGME  costs,  such  as 
faculty  supervision  costs  or  direct  or  allocated  institutional  overhead  costs,  from  the 
calculation  of  the  Medicare  per  resident  amount.  The  current  method  recognizes  the 
diversity  in  how  graduate  medical  education  is  organized  and  financed.  Further, 
ample  faculty  supervision  is  necessary  to  monitor  appropriately  residents'  develop- 
ment in  an  environment  of  rapidly  changing  patterns  of  practice.  Graduate  medical 
education  in  all  specialties  is  based  on  the  premise  that  residents  learn  best  by  par- 
ticipating, under  supervision,  in  the  day-to-day  care  of  patients.  Supervising  physi- 
cians must  judge  the  clinical  capabilities  of  residents,  provide  residents  with  the  op- 
portunities to  exercise  progressively  greater  independence,  and  ensure  that  the  care 
of  patients  is  not  compromised.  This  supervising  responsibility  requires  substantial 
time  and  commitment,  and  must  be  compensated. 

The  AAMC  believes  that,  within  certain  policy  parameters,  consideration  should 
be  given  to  changes  that  would  ensure  equitable,  economically  justified  payments 
among  training  sites.  The  AAMC  believes  that  the  payment  system  should  recognize 
the  significant  diversity  across  institutions  that  participate  in  graduate  medical  edu- 
cation. Graduate  medical  education  rests  upon  a  relatively  fragile  interweaving  of 
multiple  institutional  capabilities,  individual  goals,  foregone  compensation  and  per- 
sonal initiative.  It  is  a  system  that  could  be  easily  damaged  unless  any  changes  to 
it  are  carefully  crafted  and  are  based  on  an  extensive  understanding  of  both  the  na- 
ture of  the  teaching  hospitals  in  which  it  is  conducted  and  the  nature  of  graduate 
medical  education  itself. 

INDIRECT  MEDICAL  EDUCATION  (IME)  ADJUSTMENT 

The  Purpose  of  the  IME  Adjustment 

Since  the  inception  of  the  Medicare  prospective  payment  system  (PPS)  in  1983, 
Congress  has  recognized  that  the  additional  missions  of  teaching  hospitals  increase 
their  costs  and  has  supplemented  Medicare  inpatient  payments  to  teaching  hos- 
pitals with  the  indirect  medical  education  (IME)  adjustment.  The  AAMC  believes 
that  the  IME  adjustment  is  an  important  equity  factor  that  recognizes  the  addi- 
tional roles  and  costs  of  teaching  hospitals.  While  its  label  has  led  many  to  believe 
that  this  adjustment  compensates  hospitals  solely  for  graduate  medical  education, 
its  purpose  is  much  broader.  Both  the  House  Ways  and  Means  and  the  Senate  Fi- 
nance Committees  specifically  identified  the  rationale  behind  the  adjustment: 
This  adjustment  is  provided  in  light  of  doubts . . .  about  the  ability  of  the 
DRG  case  classification  system  to  account  fully  for  factors  such  as  severity 
of  illness  of  patients  requiring  the  specialized  services  and  treatment  pro- 
grams provided  by  teaching  institutions  and  the  additional  costs  associated 
with  the  teaching  of  residents . . .  the  adjustment  for  indirect  medical  edu- 
cation costs  is  only  a  proxy  to  account  for  a  number  of  factors  which  may 
legitimately  increase  costs  in  teaching  hospitals  (House  Ways  and  Means 
Committee  Report,  Number  98-25,  March  4,  1983  and  Senate  Finance  Com- 
mittee Report,  Number  98-23,  March  11,  1983). 
The  IME  adjustment  is  not  to  be  confused  with  the  Medicare  payment  for  DGME 
costs.  Payments  for  Medicare's  share  of  the  direct  costs  of  graduate  medical  edu- 
cation programs  are  separate  from  the  PPS. 

Since  the  inception  of  the  PPS,  the  IME  adjustment  has  been  reduced  twice  from 
its  original  level  of  11.59  percent.  In  recent  years,  however,  Congress  has  indicated 
that  the  level  of  the  IME  adjustment  should  reflect  the  broader  mission  and  overall 
financial  viability  of  teaching  hospitals  to  assure  access  and  quality  of  care  for  Medi- 
care beneficiaries  and  other  patients.  Similarly,  ProPAC  has  recognized  that  the  fi- 
nancial success  or  failure  of  teaching  hospitals  could  affect  access  to  care  and  qual- 
ity of  care  for  all  Americans. 

In  making  its  recommendations,  ProPAC  has  noted  that  while  teaching  hospitals 
have  higher  PPS  inpatient  operating  margins  on  average  than  non-teaching  hos- 
pitals, teaching  hospitals'  total  margins — the  margins  from  all  patients — have  re- 
mained consistently  lower  than  other  hospitals'  total  margins.  As  analyzed  by 
ProPAC  in  its  June  1995  report  and  shown  in  Table  A  below,  data  from  the  tenth- 
year  of  PPS  (1993-94),  the  most  recent  information  publicly  available,  show  that  av- 
erage PPS  margins  for  non-teaching  hospitals  were  minus  4.0  percent,  but  total 
margins  were  plus  4.8  percent.  Major  teaching  hospitals,  however,  posted  PPS  oper- 
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ating  margins  of  11.7  percent,  but  their  average  total  margins  were  substantially 
lower  at  2.7  percent.  The  average  total  margin  for  all  hospitals  was  4.3  percent. 

Table  A 

PPS  Operating  Margins  and  Total  Margins,  by  Hospital  Group  PPS  10 
Hospital  Group 

Major  Teaching   

Other  Teaching   

Non-teaching  


Source;  ProPAC  analysis  of  Medicare  Cost  Report  data  from  the  Health  Care  Financing  Administration. 

The  AAMC  is  greatly  concerned  that  some  policy  makers  have  concluded  that  the 
IME  adjustment  could  be  reduced  substantially  without  threatening  access,  quality 
of  care  provided  to  Medicare  and  other  patients,  and  the  financial  viability  of  teach- 
ing hospitals.  The  AAMC  does  not  agree  with  this  perspective  and  believes  that  a 
significant  reduction  of  the  IME  adjustment  would  seriously  undermine  the  finan- 
cial stability  of  teaching  hospitals. 

An  analysis  of  FY  1994  financial  data  supplied  by  91  hospitals  belonging  to  the 
AAMC's  Council  of  Teaching  Hospitals  (COTH)  shows  that  a  precipitous  reduction 
in  the  IME  adjustment  would  substantially  harm  teaching  hospitals,  destroying  the 
relative  equity  that  has  been  achieved  with  the  current  level  of  the  IME  adjustment. 
If  the  IME  adjustment  were  reduced  from  7.7  to  3.0  percent,  as  proposed  in  one  of 
the  three  Medicare  restructuring  options  by  Congressmen  Christopher  Shays  <R- 
CT),  Dave  Hobson  (R-OH),  Dan  Miller  (R-FL),  and  Steve  Largent  (R-OK),  the  aver- 
age PPS  margin  in  1994  would  fall  from  a  positive  11.75  to  a  negative  1.49  percent, 
a  reduction  of  13.24  percentage  points.  The  impact  on  average  total  margins  would 
be  substantial.  The  average  total  margin  in  1994  would  fall  from  5.1  percent  to  2.8 
percent,  a  decrease  of  2.3  percentage  points. 

Now  in  its  twelfth  year,  the  prospective  payment  system  remains  a  payment  sys- 
tem based  on  national  average  rates  that  do  not  by  themselves  recognize  important 
differences  in  hospital  costs.  Originally  developed  to  create  a  "level  playing  field"  for 
teaching  and  non-teaching  hospitals,  the  IME  adjustment  serves  as  a  proxy  to  ad- 
just for  inadequacies  in  the  PPS,  including:  inadequate  recognition  of  differences 
within  a  DRG  of  the  complexity  of  disease,  intensity  of  care  required,  and  resources 
utilized  by  patients  in  teaching  hospitals;  non-recognition  of  the  teaching  hospital's 
costs  of  maintaining  both  a  broader  scope  of  services  and  the  capacity  to  provide 
specialized  regional  services;  failure  of  the  wage  adjustment  to  account  for  dif- 
ferences between  central  city  and  suburban  wage  rates  within  metropolitan  areas; 
unavoidable  decreases  in  productivity  stemming  from  the  presence  of  trainees;  and 
additional  ancillary  services  ordered  by  trainees  as  they  learn  how  to  diagnose  and 
treat  patients. 

Analysis  by  government  and  private  researchers  consistently  has  shown  an  empir- 
ical basis  for  a  differential  payment  to  teaching  hospitals  based  on  their  costs.  The 
justification  for  a  special  adjustment  for  these  institutions  traces  back  to  the  Medi- 
care routine  cost  limits  of  the  late  1970s  and  the  inception  of  the  PPS  in  1983.  Even 
when  the  Medicare  program  is  reformed  to  expand  beneficiary  choice,  legitimate  cost 
differences  between  teaching  and  non-teaching  hospitals  will  continue  to  exist. 

A  reduction  in  the  IME  adjustment  would  hinder  teaching  hospitals'  capability  to 
support  adverse  selection  within  the  DRGS,  high  technology  care,  high  cost  services 
for  referred  patients,  and  unique  community  services  such  as  burn  and  trauma 
units.  The  AAMC  urges  the  Congress  to  consider  carefully  the  impact  of  a  reduction 
in  the  IME  adjustment  on  all  teaching  hospitals. 

ADJUSTED  AVERAGE  PER  CAPITA  COST  (AAPCC) 

As  the  delivery  system  moves  toward  capitated  payments  for  patients,  separating 
the  payment  for  DGME  costs  and  for  patient  care  costs  attributable  to  the  special 
roles  of  teaching  hospitals  (IME  and  disproportionate  share  (DSH))  from  patient 
care  revenue  becomes  necessary.  The  AAMC  believes  that  the  current  method  of  cal- 
culating the  Medicare  adjusted  average  per  capita  cost  (AAPCC),  the  rate  that  the 
program  pays  to  risk  contractor  HMOs,  results  in  a  payment  system  that  creates 
an  uneven  playing  field  between  teaching  and  non-teaching  hospitals. 

The  AAPCC  calculation  includes  all  Medicare  expenditures,  including  the  direct 
graduate  medical  education  (DGME)  payment,  the  indirect  medical  education  (IME) 
payment  and  the  disproportionate  share  (DSH)  payment.  These  payments  are  in- 
tended respectively  to  compensate  hospitals  for  specific  missions  (graduate  medical 
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education),  or  for  providing  services  to  atypical  patients  who  are  severely  ill  or  are 
of  low-income  socioeconomic  status. 

Once  these  payments  have  been  included  in  the  AAPCC  and  paid  to  an  HMO, 
there  is  no  assurance  that  these  dollars  are  used  for  the  purposes  intended  by  the 
Congress.  Thus,  teaching  hospitals  are  at  a  competitive  disadvantage  when  they  at- 
tempt to  contract  with  HMOs  because  the  HMOs  receive  the  same  AAPCC  amount 
regardless  of  with  whom  the  HMO  has  a  contract.  Teaching  hospitals  have  higher 
patient  care  costs  associated  with  their  additional  missions.  The  Medicare  payment 
system  recognizes  these  higher  costs  through  the  IME  and  the  DSH  adjustments 
and  the  DGME  payment. 

The  Prospective  Payment  Assessment  Commission  recently  noted  this  problem  in 
its  March  1995  report  to  the  Congress: 

Medicare's  capitated  payment  under  its  managed  care  risk  contracting  pro- 
gram does  not  appropriately  distribute  payments  for  the  costs  of  teaching 
programs  or  of  caring  for  a  disproportionate  share  of  low-income  patients. 
The  capitated  rate  reflects  the  extra  Medicare  payments  provided  to  teach- 
ing and  disproportionate  share  hospitals  in  the  fee-for-service  sector,  re- 
gardless of  whether  Medicare  enrollees  receive  care  in  those  hospitals.  The 
relationship  between  HMOs  and  the  teaching  and  disproportionate  share 
hospitals  in  their  service  area  warrants  further  evaluation  (pages  7-8). 
On  May  24,  1995,  Gail  R.  Wilensky,  Ph.D.,  Chair  of  the  Physician  Payment  Re- 
view Commission  (PPRC),  noted  that  changes  are  needed  in  how  the  Medicare  pro- 
gram pays  HMOs.  In  testimony  before  the  Subcommittee  on  Health  of  the  House 
Ways  and  Means  Committee,  Dr.  Wilensky  explained  that  "Medicare's  current  pay- 
ment methodology  for  risk-contracting  HMOs  has  a  flaw  that  results  in  overpaying 
many  HMOs  for  expenses  related  to  graduate  medical  education."  As  part  of  its 
work  plan,  the  PPRC  will  assess  the  impact  of  this  policy  in  the  coming  months  and 
analyze  the  implications  of  moving  towards  alternative  financing  approaches. 

The  AAMC  believes  that  the  IME,  DSH  and  DGME  payments  should  be  excluded 
from  the  calculation  of  the  risk  payment  rates  and  paid  to  a  teaching  hospital  di- 
rectly when  the  Medicare  HMO  enrollee  actually  receives  services  in  the  teaching 
facility.  Simply  put,  if  the  teaching  hospital  provides  the  service,  it  should  receive 
the  IME,  DSH  and  or  DGME  payments  directly  whether  the  service  is  provided  to 
Medicare  beneficiaries  under  the  prospective  payment  system  (including  DGME 
costs),  or  through  HMOs  with  risk  contracts.  In  recent  months,  the  AAMC  has  been 
developing  a  methodology  for  removing  these  costs  and  distributing  these  payments 
to  the  appropriate  hospitals  for  the  special  costs  they  incur.  The  AAMC  would  be 
pleased  to  share  the  findings  and  recommendations  from  its  study  with  the  mem- 
bers of  the  subcommittee  and  their  staff. 

The  AAMC  urges  the  Congress  to  address  this  methodological  issue  in  an  urgent 
manner  as  part  of  its  package  of  proposals  to  reform  the  Medicare  program.  The 
Association  recognizes  that  while  this  problem  is  more  prevalent  in  some  parts  of 
the  country  than  in  others,  it  will  be  increasingly  difficult  to  resolve  as  national  en- 
rollment in  Medicare  risk-based  HMOs  grows.  The  AAMC  believes  that  modifying 
the  AAPCC  calculation  would  at  least  partially  ameliorate  the  competitive  disadvan- 
tage that  teaching  hospitals  bring  to  the  negotiating  table,  remove  barriers  to  ex- 
panding HMO  use  among  Medicare  beneficiaries  and  strengthen  the  existing,  risk- 
based  coordinated  care  program. 

MEDICAL  SCHOOL  FINANCING  IN  AN  EMERGING  PRICE  COMPETITIVE  ENVIRONMENT 

Thus  far,  this  testimony  has  addressed  the  impact  of  changes  in  the  delivery  sys- 
tem and  potential  changes  in  Medicare  on  teaching  hospital  payments.  Finally,  I 
would  like  to  take  the  opportunity  to  make  members  of  the  Subcommittee  aware  of 
how  the  emerging  competitive  delivery  system  threatens  the  fragile  nature  of  medi- 
cal school  financing  and  the  importance  of  clinical  income  to  the  financial  viability 
of  the  nation's  medical  schools.  The  competitive  environment  is  beginning  to  unravel 
medical  schools'  entire  financing  system.  The  AAMC  is  concerned  about  the  ability 
of  medical  schools  to  remain  viable,  particularly  at  a  time  when  medical  schools  and 
teaching  physicians  are  being  called  on  to  transform  the  medical  education  system 
from  one  that  focuses  on  specialist  training  in  hospital  inpatient  settings  to  a  more 
expensive  system  of  small  group  education  and  generalist  curricula  carried  out  in 
ambulatory  sites. 

Like  teaching  hospitals,  medical  schools,  to  a  significant  degree,  finance  education 
and  research  activities  through  a  complex  system  of  cross-subsidization.  Education, 
research  and  patient  care  exist  as  joint  products.  Even  at  public  schools,  under- 
graduate medical  education  derives  minimal  support  from  tuition,  fees  and  state  ap- 
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propriations.  Tuition  accounted  for  4.1  percent  and  state  appropriations  for  11.5  per- 
cent of  total  medical  school  revenues  in  1991-92. 

Education  and  research  programs  rely  in  large  part  on  revenues  from  the  delivery 
of  medical  services  by  the  faculty  of  the  school.  Clinical  faculty  practice  plans  rep- 
resented 32.4  percent  of  total  medical  school  revenue  in  1991-92;  by  contrast,  in 
1980-81,  medical  service  revenue  contributed  only  15.7  percent  of  the  total. 

Hospitals  also  support  medical  schools  for  activities  conducted  in  the  hospital. 
Payments  from  hospitals  have  increased  from  6.2  percent  in  1980-81  to  11.4  percent 
of  total  medical  school  revenue  in  1991-1992.  Research  is  supported  partly  by  fed- 
eral and  local  grants  and  contracts.  Grants  and  contracts  represented  about  one- 
third  of  total  medical  school  revenue  in  1991-92.  Philanthropic  support  supplements 
these  sources,  but  by  themselves  these  funds  remain  insufficient.  Education  also 
benefits  from  an  elaborate  system  of  nonpaid  voluntary  faculty  drawn  from  the  com- 
munity. These  sources  of  clinically-derived  support  are  under  threat  in  the  increas- 
ingly price  conscious  health  care  delivery  system. 

For  several  reasons,  medical  schools  will  have  difficulty  sustaining  this  complex 
financial  system  undergirding  the  education  and  research  missions.  Federal  support 
for  research  is  increasingly  constrained,  with  medical  schools  expected  to  accept  a 
greater  share  of  the  costs.  Pressures  brought  to  bear  on  medical  service  costs  will 
likely  lead  to  declining  income  from  the  faculty  clinical  practice,  and  less  money 
available  to  support  educational  and  research  efforts.  To  preserve  the  patient  base 
critical  for  medical  education  and  research,  faculty  physicians  are  being  drawn  into 
developing  networks  with  affiliated  teaching  hospitals  and  are  being  asked  to  accept 
capitated  or  discounted  payments  from  private  payers.  As  community  physicians  are 
forced  to  align  with  various  health  plans  in  integrated  networks,  their  willingness 
to  "contribute"  teaching  services  may  even  be  threatened. 

Undergraduate  medical  education  in  the  clinical  setting,  directed  by  the  medical 
school,  is  not  recognized  explicitly  by  any  payment  system.  Like  other  academic 
costs,  it  has  been  financed  indirectly  through  patient  care  dollars.  Funds  from  physi- 
cians' clinical  incomes  cannot  be  expected  to  maintain  their  current  levels.  The  shift 
to  a  more  explicit  financing  system  threatens  the  ability  of  medical  schools  and 
teaching  hospitals  to  fund  education  and  research. 

CONCLUSION 

The  AAMC  regrets  that  the  possibility  of  establishing  all-payer  funds  for  the  spe- 
cial missions  of  teaching  hospitals  and  medical  schools  apparently  has  diminished 
in  the  past  year.  This  "shared  responsibility"  approach  to  financing  the  special  mis- 
sions of  academic  medicine  is  an  issue  that  deserves  the  Subcommittee's  attention. 
All  evidence  indicates  that  the  health  care  delivery  system  will  continue  to  empha- 
size price  competition,  challenging  the  financial  viability  of  teaching  hospitals  and 
teaching  physicians.  The  AAMC  is  deeply  concerned  that  the  fundamental  struc- 
tural changes  now  occurring  in  the  health  delivery  system  will  undermine  the  abil- 
ity of  academic  medicine  to  adapt  to  'the  new  environment  and  to  fulfill  its  unique 
missions. 

Academic  medicine  consists  of  a  diverse  group  of  highly  complex  institutions  pro- 
viding the  environment  and  resources  for  medical  education  and  research  for  the  na- 
tion and  providing  both  basic  and  tertiary  patient  care  services.  The  current  empha- 
sis on  re-examining  national  policies  in  light  of  limited  public  resources  places  these 
institutions  and  their  vital  activities  at  risk  if  their  special  roles  and  nature  are  not 
appreciated. 

National  policy  on  health  care  delivery  and  payment  must  recognize  the  unique 
characteristics  and  diversity  of  teaching  hospitals  and  teaching  physicians  so  that 
their  fundamental  missions  can  be  preserved.  Reductions  in  Medicare  payments  to 
teaching  hospitals  and  teaching  physicians  will  undermine  the  ability  of  these  insti- 
tutions to  fulfill  their  multiple  responsibilities  at  the  same  time  they  are  struggling 
to  adapt  to  a  new  delivery  environment.  Academic  medicine  supports  those  changes 
that  assure  the  provision  of  high  quality  health  care  in  a  cost  effective  delivery  sys- 
tem, a  vibrant  research  capability  and  the  capacity  to  educate  outstanding  practi- 
tioners. Academic  institutions  need  the  understanding  and  support  of  society  to  ful- 
fill their  obligations.  The  AAMC  looks  forward  to  working  with  the  members  of  the 
Subcommittee  and  their  staff  to  meet  these  common  goals. 

Mr.  Bilirakis.  Thank  you,  sir. 

Miss  Sahr,  your  opening  statement,  please. 
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STATEMENT  OF  JANET  SAHR 

Ms.  Sahr.  Thank  you,  Mr.  Chairman. 

Good  afternoon.  I  am  pleased  to  be  here  today  on  behalf  of  the 
National  Association  for  Medical  Equipment  Services.  I  am  Janet 
Sahr,  President  of  Medi-Rents  and  Chair  of  NAMES  Board  of  Di- 
rectors. Thank  you  for  allowing  NAMES  the  opportunity  to  testify 
and  to  address  this  committee  on  the  issue  of  the  growth  in  Medi- 
care spending. 

I  would  like  to  begin  by  addressing  the  issue  of  fraud  and  abuse. 
As  most  of  you  on  this  committee  are  well  aware,  NAMES  takes 
seriously  its  mission  to  promote  access  to  quality  home  medical 
equipment  services  and  has  devoted  enormous  resources  to  combat 
fraud  and  abuse.  We  have  worked  very  hard  to  eliminate  the  few 
unethical  suppliers  who  damage  the  reputation  of  an  otherwise  up- 
standing industry. 

NAMES  has  worked  very  closely  with  a  number  of  you  on  this 
committee  as  well  as  the  administration  and  the  Health  Care  Fi- 
nancing Administration  to  ensure  that  every  unscrupulous  supplier 
is  ousted  from  the  industry.  In  addition,  NAMES  has  advocated  for 
years  that  there  must  be  stronger  accreditation,  certification,  and 
licensure  requirements,  potentially  including  even  onsite  inspec- 
tions. 

We  were  asked  by  this  committee  to  provide  you  with  solutions 
to  the  problem  with  the  growth  in  Medicare  expenditures.  We 
agree  that  there  has  been  growth  in  the  Medicare  expenditures  for 
home  medical  equipment  services,  however,  we  submit  that  this  is 
not  the  problem  but  a  solution  of  its  own. 

First,  it  is  important  to  state  that  total  Medicare  outlays  for 
home  care  are  a  combination  of  the  cost  of  equipment  services  and 
the  rate  of  utilization.  Second,  the  trend  in  the  per  unit  cost  for 
HME  services  has  been  steadily  downward  for  the  past  decade, 
even  though  Medicare  expenditures  have  gone  up,  which  is  directly 
a  function  of  utilization. 

Third,  we  would  like  to  give  you  a  better  understanding  of  our 
industry  and  the  vital,  cost-effective  role  that  we  can  play  in  help- 
ing to  deliver  greater  value  to  the  Medicare  program. 

There  are  a  number  of  factors  that  have  contributed  to  the 
growth  in  recent  years  of  home  care,'  and  especially  home  medical 
equipment  services.  First,  our  Nation's  elderly  population  is  in- 
creasing rapidly.  In  1984,  there  were  30.5  million  Americans  over 
the  age  of  65  who  were  eligible  for  Medicare  benefits.  Medicare  ac- 
tuaries project  that  the  number  will  grow  this  year  to  37  million 
Americans,  a  25  percent  increase.  Even  more  significant  is  the  fact 
that  the  fastest  growing  segment  of  our  population  is  the  group  of 
Medicare-eligible  citizens  over  the  age  of  80,  because  it  is  this 
group  that  has  even  more  critical  needs  for  home  medical  care. 

Technological  advances  also  are  making  possible  high  levels  of 
quality  care  in  the  home  that  in  prior  years  were  just  not  available. 
In  fact,  my  company  today  is  serving  beneficiaries  who  with  the 
same  diagnosis  20  years  ago  would  not  have  been  alive  even  to  re- 
ceive home  medical  equipment  services.  An  increasing  array  of  new 
home  care  services  and  equipment  is  available  to  post-acute  and 
chronic  patients  who  in  prior  years  would  have  required  hos- 
pitalization. 
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A  1991  Lewin  ICF  study  examined  reimbursement  charges  for 
HME  services  and  concluded  that  while  total  HME  outlays  had  in- 
creased as  a  result  of  demographic  changes,  in  fact,  the  reimburse- 
ment for  HME  items  had  decreased  as  a  result  of  the  congression- 
ally  mandated  Six-Point  Plan  implemented  in  1989. 

The  Lewin  study  further  compared  the  costs  of  home  care  using 
HME  versus  hospital  care  for  three  diagnoses:  Hip  fractures, 
amyotrophic  lateral  sclerosis  with  pneumonia,  and  chronic  obstruc- 
tive pulmonary  disease.  The  study  found  that  home  care  using 
HME  resulted  in  cost  savings  of  between  $300  and  $2,300  per  pa- 
tient episode.  When  multiplied  by  the  prevalence  of  each  illness, 
the  potential  annual  savings  per  year  was  estimated  at  $575  mil- 
lion for  hip  fractures  alone. 

Again,  I  submit  to  you  that  the  growth  in  Medicare  expenditures 
for  home  medical  equipment  services  is  our  solution  and  not  the 
problem.  And  that  care  in  the  home  can  save  our  Nation's  health 
financing  system  millions  of  dollars. 

NAMES  appreciates  the  legitimate  interest  Congress  has  in  care- 
fully examining  all  Medicare  benefits  to  ensure  that  the  use  of 
trust  fund  and  taxpayer  money  is  as  economical  and  efficient  as 
possible,  consistent  with  the  delivery  of  high  quality  service  to 
beneficiaries.  However,  this  industry  has  received  18  reimburse- 
ment cuts  in  the  last  9  years.  We  must  remember  that  HME  out- 
lays represent  approximately  only  2  percent  of  total  outlays  for 
Medicare  expenditures. 

And,  finally,  the  solution  is  simple.  The  growth  in  home  care  ex- 
penditures is  saving  the  American  people  money.  We  want  to  work 
with  all  of  you  to  assure  that  the  beneficiaries'  needs  are  met  in 
the  most  efficient  way  possible. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Janet  Sahr  follows:] 

Prepared  Statement  of  Janet  Sahr.  President,  Medi-Rents.  Inc.  on  Behalf  of 
the  National  Association  for  Medical  Equipment  Services 

Mr.  Chairman  and  Members  of  the  Subcommittee,  my  name  is  Janet  Sahr.  My 
company,  Medi-Rents,  Inc.,  serves  individuals  residing  throughout  the  New  England 
area.  I  have  20  years  experience  as  a  provider  of  home  medical  equipment  (HME) 
services.  I  currently  serve  as  Chair  of  the  National  Association  for  Medical  Equip- 
ment Services  (NAMES).  I  am  pleased  to  appear  before  you  today  to  testify  on  be- 
half of  HME  providers  across  the  country  and  to  address  this  Subcommittee  on  the 
issue  of  the  growth  in  Medicare  expenditures. 

NAMES  members  comprise  approximately  1,800  HME  companies  which  provide 
quality,  cost-effective  HME  services  and  rehabilitation/assistive  technology  to  pa- 
tients in  their  homes.  According  to  physician  prescription,  HME  providers  furnish 
an  extremely  wide  array  of  HME  and  related  services  to  patients  in  their  home, 
ranging  from  more  "traditional"  HME  items  such  as  standard  wheelchairs  and  hos- 
pital beds,  to  highly  advanced  services  such  as  oxygen,  nutrition,  and  intravenous 
antibiotic  therapies;  apnea  monitors  and  ventilators;  and  specialized  rehabilitation 
equipment  customized  for  the  unique  needs  of  people  with  disabilities.  Many  of 
these  patients  are  Medicare  beneficiaries. 

Mr.  Chairman,  Members  of  the  Subcommittee,  we  are  all  here  today  to  examine 
the  problems  associated  with  growth  in  Medicare  expenditures.  We  were  asked  by 
this  Subcommittee  to  provide  you  with  solutions  to  this  problem.  We  agree  that 
there  has  been  growth  in  Medicare  expenditures  for  home  care  services.  However, 
we  submit  that  this  is  not  the  problem,  but  a  solution  in  itself. 

As  the  Subcommittee  begins  its  examination  of  areas  of  significant  growth  in 
Medicare  costs,  we  urge  you  to  explore  the  important  role  which  home  care  has 
played  in  helping  to  reduce  costs  and  to  provide  quality  cost-effective  care  to  mil- 
lions of  Medicare  patients. 
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First,  it  is  important  to  realize  that  total  Medicare  outlays  for  home  care  are  a 
combination  of  the  cost  of  equipment  services  and  the  rate  of  utilization. 

Second,  the  trend  in  the  per  unit  cost  for  HME  services  has  been  steadily  down- 
ward for  the  past  decade,  even  though  Medicare  expenditures  have  gone  up.  This 
is  a  direct  function  of  utilization. 

Third,  many  people  misunderstand  our  industry  and  the  vital,  cost-effective  role 
that  we  can  play  in  helping  to  deliver  greater  value  to  the  Medicare  program. 

The  growth  in  the  Medicare  program  and  the  number  of  citizens  eligible  for  Medi- 
care presents  a  challenge  for  the  government  and  for  all  Americans.  The  HME  serv- 
ices industry  has  played  and  will  continue  to  play  a  vital  role  in  the  delivery  of  cost- 
effective  quality  care  to  Medicare  beneficiaries. 

Medicare  Outlays 

There  are  a  number  of  factors  that  have  contributed  to  the  growth  in  recent  years 
of  home  care,  and  specifically  HME  services. 

First,  our  nations  elderly  population  is  increasing  rapidly.  In  1984,  there  were 
30.5  million  Americans  over  the  age  of  65  who  were  eligible  for  Medicare  benefits. 
Medicare  actuaries  project  that  the  number  will  grow  this  year  to  37  million  Ameri- 
cans, a  25%  increase.  Even  more  significant  is  the  fact  that  the  fastest  growing  seg- 
ment of  our  population  is  the  group  of  Medicare  eligible  citizens  over  the  age  of  80, 
because  it  is  this  group  that  has  an  even  more  critical  need  for  home  medical  care. 
The-growth  in  the  Medicare  eligible  population  over  the  past  decade  provides  a  fac- 
tual history  to  support  the  Lewin  ICF  prediction. 

Technological  advances  also  are  making  possible  high  levels  of  quality  care  in  the 
home  that,  in  prior  years,  was  available  only  in  institutions.  As  patients  needs  have 
evolved,  so  too  has  home  care  technology.  While  traditional  post-acute  capability  re- 
mains in  place  and  available,  an  increasing  array  of  new  home  care  services  and 
equipment  is  available  to  post-acute  and  chronic  patients  who,  in  prior  years,  would 
have  required  hospitalization. 

The  1990  Green  Book,  published  by  the  House  Ways  and  Means  Committee,  pro- 
jected that  the  baseline  for  HME  services  would  be  equal  to  $3.3  billion  in  1995. 
However,  the  1993  Green  Book  baseline  projection  for  HME  expenditures  for  1995 
has  been  decreased  to  $2.7  billion.  Coupled  with  the  fact  that  the  growth  in  the 
number  of  disabled  and  elderly  Medicare  beneficiaries  for  Part  B  services  increased 
by  more  than  14%  over  this  same  three  year  period,  it  would  appear  that  our  serv- 
ices are  not  growing  fast  enough  to  meet  the  growing  number  of  beneficiaries.  Actu- 
ally, we  would  argue  that  the  growth  in  expenditures  has  fallen  behind  the  growth 
in  Medicare  beneficiaries. 

Utilization 

Currently,  there  are  approximately  5,000  to  8,000  HME  providers,  about  11,000 
home  health  agencies  and  some  1,2*00  freestanding  hospices  providing  home  care 
services  to  millions  of  Americans.  Home  care  services  come  in  many  forms,  from  life- 
saving  equipment  to  specialized  nursing  care  and  financial  management  assistance 
for  patients  and  their  families.  Provision  of  these  services  often  can  be  more  cost- 
effective  than  institutional  care,  while  maintaining  as  high  a  level  of  quality  care 
as  hospitals,  nursing  homes  and  other  facilities. 

A  1991  Lewin  ICF  study  examined  reimbursement  charges  for  HME  services  and 
concluded  that  while  total  HME  outlays  had  increased  as  a  result  of  demographic 
changes,  the  reimbursement  per  HME  item  had  decreased  as  a  result  of  the  Con- 
gressionally-mandated  Six-Point  Plan  implemented  in  1989. 

The  Lewin  study  further  compared  the  costs  of  home  care  using  HME  versus  hos- 
pital care  for  three  diagnoses:  hip  fractures,  amyotrophic  lateral  sclerosis  (ALS)  with 
pneumonia,  and  chronic  obstructive  pulmonary  disease  (COPD).  The  study  found 
that  home  care  using  HME  resulted  in  cost  savings  of  between  $300  and  $2,300  per 
patient  episode.  When  multiplied  by  the  prevalence  of  each  illness,  the  potential  an- 
nual savings  per  year  was  estimated  at  $575  million  for  hip  fractures  alone. 

Recent  studies  also  have  found  that  a  large  majority  of  Americans  believe  that 
receiving  treatment  in  the  comfort  of  their  own  home  when  recuperating  from  an 
illness  or  injury  would  be  vastly  preferable  to  some  form  of  institutional  care.  A 
1991  American  Association  of  Retired  Persons  (AARP)  study  found  that  nearly  three 
out  of  four  older  Americans  would  rather  provide  care  for  a  disabled,  frail  or  elderly 
relative  or  friend  at  home,  rather  than  have  to  admit  that  person  to  a  nursing  home. 
NAMES  1991  "Coming  Home"  study  revealed  identical  results. 

While  total  outlays  for  HME  services  have  grown  with  the  increase  in  the  number 
of  beneficiaries  that  are  being  cared  for,  the  reimbursement  amounts  for  these  serv- 
ices have  shrunk  in  recent  years.  Let  me  review  briefly  some  of  the  history  of  Medi- 
care reimbursement  for  HME  services  so  that  the  Subcommittee  can  appreciate  the 
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magnitude  and  frequency  of  the  changes.  In  the  past  5  years  the  HME  services  in- 
dustry alone  has  been  subject  to  extensive  Medicare  reductions,  including:  $180  mil- 
lion in  OBRA  89;  $215  million  in  OBRA  90;  and  $950  million  over  5  years  in  OBRA 
93.  These  figures  are  significant  when  combined  with  the  fact  that  HME  outlays 
represent  only  2  percent  of  total  Medicare  program  expenditures,  and  result  in  re- 
ductions of  more  than  3  times  the  industry's  proportional  share.  Other  reductions 
in  the  past  decade  include:  1985,  Least  Costly  Systems  Initiatives;  1986  Inflation 
Index  Charges/Freeze;  1986,  Concentrator  Equivalency  Limits/Freeze;  1986-1988, 
Gramm-Rudman-Hollings  Cuts;  1987,  Lowest  Charge  Levels/Concentrator;  1987, 
OBRA  87  mandate  establishing  fee  schedules;  1988,  Inherent  Reasonableness/ 
Freeze;  1989,  OBRA  89  elimination  of  inflation  updates  for  DME,  reduction  of  pay- 
ments for  seat-lift  chairs  and  TENS  by  15%,  and  direction  that  motorized  wheel- 
chairs be  treated  as  routinely  purchased  items;  1989.  Six-Point  Plan;  1989,  PRN 
Cuts;  1986-1990,  Freezes;  1990,  OBRA  90  establishment  of  ceiling  and  floors  to  the 
HME  fee  schedules  to  make  payments  more  uniform,  and  prohibition  of  suppliers 
from  distributing  completed  or  partially  completed  CMNs;  and  1991-1993  CPI  Cuts. 

Cost  Effectiveness 

It  is  important  to  look  at  the  costs  associated  with  home  care  support  for  Medi- 
care, but  these  statistics  fail  to  tell  the  most  important  story,  namely,  how  home 
medical  equipment  providers  are  meeting  daily  the  needs  of  Medicare  patients 
throughout  the  country,  and  at  the  same  time  striving  to  find  the  most  cost-effective 
methods  of  delivering  care. 

For  example,  two  years  ago  a  major  health  care  clinic  in  the  Midwest  began  a 
study  of  Medicare  patients  who  had  undergone  hip  replacement  surgery  to  deter- 
mine how  they  might  reduce  the  overall  cost  of  therapy  and  recovery  from  this  pro- 
cedure. An  initial  review  of  the  records  of  patients  over  several  years  disclosed  that 
the  average  hospital  stay  following  the  operation  was  11  days,  at  a  cost  of  more 
than  a  thousand  dollars  a  day.  Within  a  year,  the  health  care  clinic  instituted  a  new 
program  of  aggressive  therapy  combined  with  an  early  patient  discharge  that  had 
reduced  the  hospital  stay  to  5  days  at  a  significant  cost  savings  to  Medicare  and 
to  the  patient  or  the  patient's  insurance  carrier. 

The  1993  Los  Angeles  earthquake  offers  another  dramatic  illustration  of  the  criti- 
cal role  that  an  HME  services  provider  may  be  called  upon  to  perform  in  an  emer- 
gency. The  shock  of  the  quake  disrupted  electrical  power  and  telephone  service 
throughout  the  region.  Within  three  hours,  the  locations  of  every  patient  whose 
medical  care  might  have  been  disrupted  were  revealed,  and  vehicles  with  techni- 
cians and  respiratory  therapists  were  dispersed  to  deliver  back-up  equipment,  oxy- 
gen and  related  supplies  which  helped  keep  the  patients  in  their  homes  and  out  of 
hospital  emergency  rooms.  This  is  just  one  example  in  many  recent  disaster  stories 
like  the  earthquake  in  Japan,  the  Florida  hurricane  a  few  years  ago  and  the  flood- 
ing last  year  in  the  Midwest  where  HME  suppliers  went  beyond  the  call  of  duty 
to  ensure  that  their  patients  were  spared  physical,  emotional  and  monetary  harm. 

Fraud  and  Abuse 

The  HME  services  industry  takes  seriously  its  mission  to  promote  access  to  qual- 
ity home  medical  equipment  (HME)  services  and  rehab/assistive  technology  and  has 
devoted  significant  resources  for  several  years  to  combat  fraud  and  abuse.  From  the 
first  public  allegations  of  abusive  business  practices  in  the  HME  services  industry, 
the  industry  has  worked  assiduously  with  tne  Administration  and  Congress  to  help 
eliminate  tne  few  unethical  suppliers  who  damage  the  reputation  of  an  otherwise 
upstanding  industry  which  helps  make  "homecomings"  possible. 

NAMES  most  visible  legislative  effort  consisted  of  working  during  the  102nd  Con- 
gress with  Rep.  Ben  Cardin  (D-MD),  who  introduced  H.R.  2534,  the  "Ethics  and 
Treatment  of  Home  Medical  Equipment  Act  of  1991."  This  legislation,  which  was 
co-sponsored  by  112  Members  of  Congress,  remains  the  most  far-reaching  of  all  sub- 
sequent HME  bills  introduced  in  Congress  to  date.  Many  provisions  and  concepts 
in  H.R.  2534  were  incorporated  into  legislation  that  passed  the  102nd  Congress  in 
1992,  but  were  vetoed  by  President  Bush.  In  the  103rd  Congress,  NAMES  help  Con- 
gress enact  into  law,  the  Social  Security  Act  Amendments  of  1994  (H.R.  5252  &  S. 
1668),  which  incorporated  many  of  the  ethics  provisions  contained  in  H.R.  2534. 

The  HME  services  industry  also  worked  very  closely  with  the  Health  Care  Financ- 
ing Administration  (HCFA)  on  its  decision  to  establish  four  durable  medical  equip- 
ment regional  carriers  (DMERCs)  that  now  process  Medicare  DME,  prosthetics, 
orthotics  and  supplies  (DMEPOS)  claims  exclusively.  The  four  DMERCs  were  estab- 
lished by  HCFA  primarily  to  reduce  fraud  and  abuse  in  the  HME  services  industry. 

NAMES  has  advocated  for  years  that  there  must  be  stronger  accreditation,  certifi- 
cation and  licensure  requirements,  potentially  including  on-site  inspections.  Despite 
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the  work  of  NAMES  and  HME  suppliers  to  create  a  higher  level  of  service  for  indi- 
viduals in  need  of  care,  formal  Medicare  certification  standards  for  the  provision  of 
HME  services  still  do  not  exist  today.  HCFA  has  no  detailed  specific  requirements 
for  beneficiaries  receiving  HME  services.  There  are  no  provisions  regarding  type  or 
frequency  of  services  that  should  be  rendered,  record-keeping  practices,  emergency 
care,  patient  education,  home  safety  assessments  or  infection  control  practices.  We 
urge  this  Subcommittee  to  work  with  the  HME  services  industry  to  create  minimum 
industry  standards  and  require  accountability  measures  in  order  to  obtain  a  sup- 
plier number  from  HCFA. 

Solution 

Again,  I  submit  to  you  that  the  growth  in  Medicare  expenditures  for  home  care 
services  is  our  solution  and  not  the  problem.  The  HME  marketplace  today  reflects 
the  growing  number  of  patients  as  well  as  their  needs  and  expectations  for  quality 
services.  Home  care  using  HME  services  and  rehabilitation/assistive  technology  can 
ensure  the  continued  provision  of  high  quality  health  care  in  a  setting  that  the  vast 
majority  of  patients  and  their  families  prefer.  And.  that  care  can  save  our  nation's 
health  financing  system  millions  of  dollars. 

NAMES  recognizes  the  legitimate  interest  Congress  has  in  carefully  examining  all 
Medicare  benefits  to  ensure  that  the  use  of  trust  fund  and  taxpayer  monies  is  as 
economical  and  efficient  as  possible,  consistent  with  the  delivery  of  high  quality 
services  to  beneficiaries.  We  are  prepared  to  work  with  Congress  to  assure  that  pa- 
tient needs  are  met  in  the  most  efficient  way  possible. 

However,  despite  the  critical  role  which  home  care  plays  in  allowing  people  to  be 
discharged  sooner  from  an  institution  and  permitting  people  with  disabilities  to  lead 

Productive  lives  away  from  an  institution,  HME  continues  to  be  the  recipient  of 
udgetary  reductions  to  such  a  severe  level  that  I  am  concerned  the  ultimate  effect 
may  well  be  the  dismantling  of  the  entire  HME  services  industry. 

The  solution  is  simple.  There  is  growth  in  home  care  expenditures,  and  yet  these 
expenditures  are  still  saving  the  American  people  money.  We  must  focus  on  consum- 
ers and  ensure  that  beneficiaries  are  receiving  quality  care  and  the  services  they 
deserve.  The  HME  services  industry  wants  and  needs  minimum  service  standards 
and  accountability  measures.  We  want  to  work  with  all  of  you.  In  an  era  of  increas- 
ing cost  consciousness  and  concern  about  the  long-term  care  of  our  nation's  elderly 
and  people  with  disabilities,  it  makes  plain  policy  sense  to  preserve  and  foster  the 
very  benefit  that  provides  home  care  services  in  the  most  cost-effective  and  yet  com- 
passionate fashion. 
Thank  you. 

Mr.  Bilirakis.  Thank  you  very  much,  Miss  Sahr. 

I  will  start  off  the  questioning. 

Dr.  Howell,  are  we  training  too  many  physicians? 

Mr.  Howell.  Mr.  Chairman,  the  AAMC  is  concerned  about  the 
supply  of  physicians  in  this  country  and  believes,  in  fact,  we  may 
well  be  out  of  line  in  our  supply  numbers.  Part  of  our  solution  must 
be  to  bring  those  numbers  in  line  with  our  actual  needs  within  this 
country  and  we  are  certainly  willing  to  work  with  the  subcommit- 
tee in  doing  so. 

Mr.  Bilirakis.  Well,  thank  you  for  that.  Let  me  ask  you  to  ex- 
pand upon  that  somewhat.  It  is  somewhat  of  a  controversial  point. 

There  are  an  awful  lot  of  foreign  medical  school  graduates  who 
come  to  this  country  to  be  trained.  I  am  referring  to  medical  school 
graduates  who  are  not  citizens.  Many  of  these  people  train  here 
and  then  leave  to  go  back  to  their  countries,  to  take  care  of  their 
people,  where  they  are  needed,  but  many  stay  here. 

We  are  talking  about  limited  dollars  here,  and  you  have  men- 
tioned this  so  very  eloquently.  Do  you  have  any  feeling  on  that  sub- 
ject? 

Mr.  Howell.  Yes,  sir,  the  AAMC  feels  that  we  must  work  to 
align  the  supply  of  residents  with  the  graduates  from  LCME  ac- 
credited medical  schools  which  are  in  these  States,  and,  thus,  di- 
minish the  number  of  international  medical  graduates  training  in 
this  country. 
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We  think  that  we  need  to  recognize  the  importance,  however, 
that  many  of  these  individuals  play  in  the  provision  of  care  in  cer- 
tain areas,  and,  therefore,  we  would  urge  that  this  process  be  a 
thoughtful  one;  one  that  recognizes  the  importance  of  transition  to 
those  institutions  as  well. 

Yes,  sir. 

Mr.  BlLlRAKlS.  Staff  certainly  has  gone  through  your  remarks 
and  I  have  to  admit  I  have  not  yet,  but  do  you  cover  that  area  in 
your  written  remarks? 

Mr.  Howell.  Yes,  sir,  there  is  a  specific  reference  to  it  in  the 
prepared  testimony. 

Mr.  Bilirakis.  I  see. 

Miss  Cushman,  you  testified  that  legislation  is  needed  to  control 
the  quality  and  delivery  of  home  infusion  therapy  services.  You  go 
on  to  say  that  the  lack  of  regulatory  control  presents  an  environ- 
ment for  improper  conduct  to  occur. 

I  wonder  if  you  could  explain  the  types  of  improper  conduct  likely 
to  occur  or  give  examples  of  problems  that  have  occurred,  and  in 
the  process  you  might  say  what  exactly  would  the  legislation  you 
recommend  provide  for? 

If  you  have  some  recommendations  as  to  the  type  of  legislation, 
and  maybe  some  examples  of  problems  that  have  occurred  that  you 
would  like  to  go  into  more  detail  on,  you  are  certainly  free  to  offer 
them  as  a  part  of  the  record  in  writing,  and  as  soon  as  possible. 

Ms.  Cushman.  Thank  you,  Mr.  Chairman.  That  would  be  my 
preference  because  I  individually  have  not  had  direct  enormous  ex- 
perience of  fraud  in  this  area,  but  I  know  we  anecdotally  would 
have  more  information  from  the  association. 

Mr.  Bilirakis.  All  right.  Well,  you  have  made  several  rec- 
ommendations in  your  written  statements  to  combat  fraud  and 
abuse,  and  you  may  have  heard  me  say  earlier  that  this  is  an  area 
this  committee  is  really  working  on. 

So  we  need  help.  You  know,  we  do  have  Dr.  Ganske  and  Dr. 
Coburn  and  a  dentist  up  here,  but  we  do  not  have  the  grass-roots 
people  who  work  in  these  areas  in  the  Congress.  So  we  are  trying 
to  address  that  particular  problem  without  having  the  real  world 
knowledge  that  you  all  have.  So  I  would  request  that  you  submit 
as  much  of  that  as  you  can  for  the  record. 

Ms.  Cushman.  Thank  you,  Mr.  Chairman,  and  I  was  just  briefed. 
We  will  submit  additional  information  next  week  and  we  are  work- 
ing with  Mr.  Burr  and  Mr.  Coburn  on  some  of  their  initiatives  and 
working  with  NAMES  as  well. 

Mr.  Bilirakis.  Okay. 

Could  you  also  give  us  estimates  on  the  amount  of  savings  that 
you  think  could  be  attributed  to  your  proposals? 

Ms.  Cushman.  I  think  we  shall  submit  that,  yes. 

Mr.  Bilirakis.  Good.  That  would  be  very  helpful. 

In  the  interest  of  time  I  am  going  to  go  to  Dr.  Ganske  who  has 
to  leave. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

This  question  is  for  Mr.  Howell.  It  would  seem  to  me  one  of  the 
major  problems  that  are  facing  teaching  hospitals  today  is  that  ba- 
sically the  managed  care  shift  to  nonteaching  hospitals.  Teaching 
hospitals  have  expenses  that  a  hospital  out  in  the  suburbs  does 
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not.  You  just  cannot  get  around  that.  You  have  an  added  function 
with  your  teaching.  If  we  are  looking  at  managed  care  as  an  in- 
creased option  with  Medicare,  thereby  placing  additional  financial 
pressures  on  teaching  hospitals,  what  will  your  organization  rely 
on  to  make  that  up?  Are  you  recommending  a  national  health  tax 
to  smooth  this  out?  What  are  the  types  of  ways  to  continue  to  train 
health  professionals  in  our  country? 

Mr,  Howell.  Thank  you,  Congressman  Ganske.  Let  me  respond 
in  2  different  ways. 

In  the  testimony  there  is  reference  to  the  AAPCC,  which  is  cur- 
rently the  mechanism  that  is  utilized  to  fund  health  care  in  a 
health  care  setting.  We  believe  that  that  mechanism  needs  to  be 
examined  thoroughly  so  that  it  recognizes  the  importance  of  teach- 
ing hospitals  and  of  training  tomorrow's  physicians  in  fulfillment 
of  teaching  hospitals'  missions,  and,  therefore,  the  mechanism 
needs  to  be  restructured  such  that  it  assures  the  teaching  hospitals 
continue  to  be  reimbursed  for  those  teaching  costs. 

The  second  part  of  it  is  that  we  believe  that  many  of  the  costs 
of  our  teaching  hospitals  are  driven  by  our  education  and  our  re- 
search mission,  and  we  feel  that  in  pursuing  managed  care  that  we 
need  to  understand  that  it  is  a  shared  responsibility;  that  all  of  the 
payers  who  provide  care,  not  just  the  Federal  Government  or  the 
State  government,  need  to  have  a  willingness  to  step  to  that  table 
and  fulfill  that  shared  responsibility. 

Obviously,  we  would  like  to  and  would  encourage  the  opportunity 
to  work  with  the  subcommittee  to  identify  alternative  mechanisms 
to  facilitate  that  shared  responsibility. 

Mr.  Ganske.  Is  your  organization  going  to  propose  an  insurance 
tax? 

Mr.  Howell.  No,  sir,  we  do  not  have  sufficient  a  proposal  on  the 
table  at  this  time.  But  as  the  discussions  pursue  with  regard  to  the 
Medicare  program,  we  would  certainly  be  willing  to  work  with  you 
in  identifying  other  alternative  proposals. 

Mr.  Ganske.  Let  me  make  clear  that  I  am  not  proposing  that  at 
this  time, 

I  have  a  question  for  Miss  Cushman.  You  are  a  spokesperson  for 
home  care,  basically. 
Ms.  Cushman.  Yes. 

Mr.  Ganske.  This  has  been  undoubtedly  one  of  the  fastest  grow- 
ing areas  of  expenditures  for  Medicare.  Whether  it  has  been  rea- 
sonable or  unreasonable  is  a  matter  of  discussion.  I  think  part  of 
the  reason  is  that  there  are  some  games  being  played  with  the  hos- 
pital DRGs,  resulting  in  a  push  to  have  sicker  patients  leave  the 
hospital  earlier.  Would  you  agree  with  that? 

Ms.  Cushman.  I  would  like  to  rephrase  that  a  bit,  if  I  might.  I 
am  not  sure  whether  it  is  gaming  or  not.  In  the  instance  of  our  or- 
ganization, which  I  believe  provides  very  high  quality  care,  many 
of  those  earlier  discharges,  which  were  unthinkable  in  terms  of  the 
ability  to  do  it  when  DRGs  were  first  implemented  in  1982.  We 
thought  we  would  see  the  sicker  and  quicker  as  inappropriate  pa- 
tient stays.  As  the  technology  has  caught  up  with  what  can  be  done 
at  home,  we  are  actually  working  collaboratively  with  hospitals  to 
find  out  populations  we  can  assist  in  an  even  earlier  discharge  be- 
cause the  home  may  be  a  better  setting  because  of  less  exposure 
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to  infections,  less  exposure  to  other  complications  and  problems. 
There  are  times  when  it  is  appropriate  to  discharge  even  earlier 
than  we  have  been  looking  at. 

What  is  not  appropriate,  ever,  and  I  have  not  witnessed  that 
going  on  in  any  time  recently,  there  was  some  confusion  early  on, 
is  individuals  being  discharged  just  for  the  sake  of  saving  money, 
which  would  be  what  you  would  imply  would  be  gaming.  I  do  not 
see  that  in  the  institutions  I  am  working  with  currently. 

Mr.  Ganske.  I  understand  your  position  to  be  vehemently 
against  a  copayment.  And,  basically,  you  are  also  vehemently 
against  a  unified  DRG?  Is  that  correct? 

Ms.  Cushman.  That  is  correct. 

Mr.  Ganske.  Let  me  point  out  to  you  some  problems  I  have  seen 
in  my  personal  practice  with  this.  Basically,  when  the  patient  has 
no  financial  disincentive  to  obtain  care,  there  is  a  boundless  explo- 
sion in  demand. 

I  recently  gave  a  talk,  maybe  2  weeks  ago,  here  in  Washington, 
to  the  National  Physical  Therapy  Association.  And  of  course  they 
provide  a  lot  of  home  health  care.  I  think  that  this  situation  is  not 
uncommon.  One  of  the  physical  therapists,  when  we  were  discuss- 
ing the  issue  of  a  copayment,  raised  her  hand.  She  was  from  Indi- 
ana, or  one  of  the  Midwest  States,  and  she  said  that  home  health 
care  is  really  important  for  those  who  need  it.  But  frequently  there 
comes  a  time  when  I  have  delivered  care  to  an  elderly  patient  who 
lives  by  themselves  out  on  the  farm  and  I  think  that  I  have  satis- 
fied my  requirements  and  I  phone  the  physician  and  I  say,  I  am 
finished,  you  can  discharge  me  from  this  home  health  care.  The  pa- 
tient, then,  interestingly,  phones  the  physician  and  says,  you  know, 
I  need  2  more  weeks  of  home  health  care. 

Now,  if  the  physician  says  no,  all  of  a  sudden  he  is  a  mean-spir- 
ited Republican.  But  the  point  is  that  not  infrequently  in  that  situ- 
ation, it  is  not  that  the  physical  therapy  is  needed,  but  this  elderly 
person,  who  is  living  alone,  by  themselves,  out  on  the  farm,  really 
very  much  enjoyed  that  daily  visit  by  that  nice  young  lady.  I  know 
that  this  type  of  abuse  occurs  in  the  system,  so  if  we  do  not  have 
a  copayment  and  if  we  do  not  have  a  unified  DRG,  how  do  we  han- 
dle this  problem  with  abuse?  Because  it  surely  exists  in  the  system. 

Ms.  Cushman.  That  is  a  multifaceted  question.  The  red  light  is 
on.  Do  I  have  an  opportunity  to  respond? 

Mr.  Ganske.  I  would  certainly  give  you  1  or  2  minutes. 

Ms.  Cushman.  The  first  thing  I  would  share  is  I  agree  physicians 
should  not  be  put  singly  in  a  difficult  position.  That  is  why  I  feel 
it  is  important  and  I  advocated  for  a  prospective  payment  system 
for  home  care  on  an  episodic  basis  based  on  sound  data  and  a  case 
mix  adjustor.  We  have  worked  on  trying  to  get  one  done  with 
HCFA  studies  since  before  1985,  and  those  studies  have  stalled. 
We  are  very  close.  The  data  should  be  pushed  with  an  appropriate 
case  mix  adjustor.  We  can  look  at  what  is  appropriate  utilization 
for  the  medical  and  health  care  of  the  patient  as  opposed  to  other 
needs. 

The  physician  alone  should  not  be  in  the  position  of  being  the 
meanie  for  the  individual's  needs.  The  home  care  provider  has  an 
equal  moral  and  ethical  responsibility  to  only  deliver  the  necessary 
safe  and  appropriate  care.  But  I  would  say  for  the  patient's  needs, 
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there  are  other  ways  of  meeting  that,  such  as  what  our  agency 
does,  which  is  a  friendly  visiting  program  utilizing  volunteers  and 
not  accessing  in  any  way  Medicare  dollars. 
Mr.  Ganske.  Thank  you. 

Mr.  Bilirakis.  You  make  it  sound  ideal  And  I  tell  the  story  of 
the  constituent  who  was  discharged  by  the  doctor  because  he  has 
gotten  well.  And  the  patient  said  to  the  doctor,  I  want  home  health 
care,  and  the  doctor  said,  you  don't  need  it,  and  the  patient  said, 
I  want  it,  and  the  doctor  said,  you  don't  need  it,  and  the  patient 
said,  I  want  it,  and  the  doctor  said,  well,  look,  I  don't  feel  you  need 
it,  why  is  it  you  keep  insisting  on  it?  And,  of  course,  the  response 
is,  because  it  is  free. 

Is  that  an  isolated  situation?  I  don't  know.  But  we  have  the  pro- 
gram into  such  a  category  where  it  is  free;  and,  consequently,  now 
we  go  back  and  try  to  make  changes  to  it  so  it  is  consistent  with 
what  you  have  recommended.  It  will  be  the  mean-spirited  Repub- 
licans who  are  responsible  for  those  changes.  So  it  is  tough.  And, 
again,  that  is  why  we  need  your  help. 

Ms.  Cushman.  I  am  willing  to  do  my  share  to  be  a  mean-spirited 
provider. 

Mr.  Bilirakis.  Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

There  is  one  thing  that  we  learn  with  every  hearing  we  go 
through,  is  that  it  is  a  little  bit  tougher  and  a  little  bit  tougher  and 
a  little  bit  tougher  than  I  think  we  originally  thought  as  we  get 
into  it,  and  we  hear  from  those  of  you  who  are  in  it  every  day.  The 
mission  is  still  the  same,  to  come  up  with  a  solution. 

And  for  the  record,  Mr.  Chairman,  I  just  want  to  thank  those  on 
the  panel  who  have  helped  us  with  the  fraud  and  abuse  side  and 
with  a  number  of  the  questions  that  we  have  had  about  home 
health  care  and  devices,  and  it  certainly  is  something  that  we 
strive  every  day,  I  think  in  my  office,  to  understand  a  little  bit  bet- 
ter and  to  make  sure  that  the  decisions  that  we  make  are,  in  fact, 
the  right  ones. 

If  I  could,  Dr.  Howell,  let  me  follow  up  on  something  on  HMO's. 
If  I  understood  correctly,  you  are  not  a  great  fan  of  them.  I  happen 
to  have  a  medical  school  in  my  hometown,  Bowman-Gray,  part  of 
Wake  Forest  University.  There  is  one  down  the  road  in  a  little 
town  called  Durham,  not  near  as  good  a  school.  But  in  both  cases 
Bowman-Gray  today,  they  have  their  own  HMO  created  for  the  fa- 
cility. Duke  is  well  on  the  way  to  doing  it.  And  there  must  be  a 
disagreement  within  the  institutions  about  to  what  degree  HMO's 
will  play  a  factor. 

I  guess  my  question  to  you  would  be,  do  you  disagree  that  HMO's 
should  exist  or  are  we  debating  the  percentage  of  the  marketplace 
that  they  might  play? 

Mr.  Howell.  Congressman  Burr,  specifically,  our  concern  is  with 
regard  to  the  mechanism  of  payment  that  is  currently  used  under 
the  Medicare  program  to  fund  care  within  HMO's.  That  is  the 
AAPCC.  And  our  concern  is  that  as  currently  structured  there  is 
no  mechanism  of  getting  the  dollars  to  support  direct  and  indirect 
medical  education  and  disproportionate  share,  those  missions  that 
I  referred  to  earlier,  to  the  point  where  the  care  or  the  training  is 
actually  being  funded,  i.e.  to  the  hospitals  in  this  case. 
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So  the  point  that  we  are  bringing  forth  to  you  is  not  one  of  en- 
dorsement or  lack  thereof  of  HMO's  as  a  concept  for  delivering 
health  care,  but,  rather,  concern  over  the  mechanism  that  is  cur- 
rently in  place  for  support  or  funding  of  HMO's  under  the  Medicare 
program. 

And  as  you  mentioned,  a  number  of  those  fine  schools  are  im- 
pacted by  this,  especially  with  the  growth  of  managed  care  in  our 
environment. 

Mr.  BURR.  They  are  here  today,  I  am  sure,  as  you  are,  for  some- 
thing. I  had  lunch  with  them,  and  they  certainly  expressed  their 
concern  on  the  IME's  and  the  DME's,  what  we  did  with  the  restruc- 
turing and  the  inclusion  or  exclusion  of  that.  There  are  concerns, 
and  certainly  we  all  share  it. 

Dr.  Howell,  the  earlier  panel  suggested  that  we  do  have  some  in- 
frastructure problems,  particularly  applicable  to  medical  centers, 
direct  and  indirect  medical  education  funding  that  encourages — 
back  to  what  the  Chairman  said—people  to  pursue  a  specialty.  I 
guess  I  wonder  what  you  would  suggest  as  we  restructure  relative 
to  the  IMEs  and  the  DMEs  to  encourage  both  cost  savings  and  a 
more  appropriate  ratio  of  specialists  to  family  doctors. 

Mr,  Howell.  Congressman  Burr,  one  of  the  things  that  seems  to 
be  a  recurrent  theme  today,  as  I  have  observed,  is  a  concern  about 
what  is  not  being  done.  But  I  think  that  it  is  fair  to  say  that  much 
is  being  done  about  the  development  of  generalist  physicians,  and 
that  was  the  term  that  was  used  earlier  today,  by  America's  aca- 
demic medical  centers  and  medical  schools. 

I  am  pleased  to  report  to  you  that  in  last  year's  max,  this  one 
that  occurred  this  past  spring,  a  record  number  of  students  grad- 
uating from  medical  schools  entered  family  practice  as  a  career.  We 
find  that  academic  medical  centers  across  this  country  are  working 
at  the  most  rapid  pace  possible  in  terms  of  restructuring  its  various 
mechanisms  that  relate  directly  to  each  individual  situation,  like 
Bowman-Gray,  like  that  place  down  the  road  in  Durham,  so  that 
it  meets  their  needs  so  that  they  can  achieve  a  50-50  balance  of 
generalist  physicians  and  specialists  that  was  referenced  earlier. 

I  think  that  much  is  going  on  right  now  in  a  very  positive  direc- 
tion to  achieve  that  balance  of  generalist  and  specialist  within  our 
academic  medical  centers. 

Mr.  Burr.  Marketplace,  to  a  large  degree. 

Mr.  Howell.  I  believe  it  is  marketplace-driven;  yes,  sir,  to  a 
large  degree. 
Mr.  Burr.  Okay,  great. 

Mr.  Chairman,  can  I  ask  for  2  additional  minutes? 
Mr.  Bilirakis.  Without  objection. 

Mr.  Burr.  Miss  Sahr,  you  talked  about  the  lack  of  any  formal 
certification,  and,  specifically,  I  would  take  it  for  granted  that 
means  certification  by  HCFA  for  the  home  medical  equipment. 

I  guess  my  question  would  be,  what  do  you  suggest?  What  are 
your  suggestions  as  far  as  the  overall  picture?  What  would  the  cer- 
tification process  look  like? 

Ms.  Sahr.  We  have  made  several  suggestions,  Mr.  Burr,  and  we 
are  working  closely  with  HCFA  now  on  some  types  of  guidelines 
that  could  set  standards  of  performance  both  in  terms  of  types  of 
equipment  that  might  be  provided,  types  of  education  that  might 
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be  offered  to  patients,  some  type  of  accreditation  program  require- 
ment, documentation,  things  that  would  ensure  that  people  who 
are  in  the  business  are  committed  to  providing  quality  service. 
These  standards  may  even,  in  fact,  include  site  visits  to  assure  that 
you  have  a  reputable  place  to  service  the  equipment  of  the  pa- 
tients. 

In  my  business,  we  recently  were  able  to  discharge  a  patient 
from  the  hospital  on  a  ventilator,  on  a  power  chair,  kept  that  pa- 
tient out  of  the  hospital.  We  have  the  service,  the  education,  the 
teaching — none  of  which  we  are  reimbursed  for,  by  the  way — but 
we  are  able  to  provide  that  equipment  and  set  those  standards  to 
provide  that  service  to  that  patient  to  be  able  to  remain  at  home. 
We  would  like  to  see  those  types  of  standards  put  in  place  to  as- 
sure that  quality. 

Believe  me,  for  an  owner  of  a  business  such  as  myself,  I  want 
the  people  that  do  not  provide  the  good  service  out.  I  want  them 
out.  I  want  a  level  playing  field. 

Mr.  Burr.  Let  me  ask.  if  I  could,  how  has  HCFA  responded  to 
the  suggestions? 

Ms.  SaHR.  We  are  working  with  them  on  trying  to  make  certain 
recommendations  now,  as  a  matter  of  fact,  to  being  able  to  put 
some  of  those  standards  in  place.  And  we  have  suggested  a  number 
of  times  that  some  of  those  standards  be  evaluated.  I  believe  that 
one  of  their  problems  is  how  do  you  monitor  those  standards. 

Mr.  Burr.  Let  me  ask  one  more  time.  How  has  HCFA  responded 
to  the  suggestions?  This  is  not  a  trick  question.  I  am  truly  looking 
for  have  they  been  responsive,  interested,  and  ready  to  act? 

Ms.  Sahr.  Yes,  they  are.  I  don't  know  if  they  are  ready  to  act. 
I  think  that  we  have  submitted  some  information  to  them  and  I  am 
hoping  that  we  will  continue  to  work  with  them  to  get  there.  I  am 
not  trying  to  evade  your  question,  Mr.  Burr. 

Mr.  Burr.  Sure.  In  many  cases,  we  certainly  see  it  is  the  indus- 
tries that  we  need  to  listen  to  as  we  begin  to  draw  this,  because 
you  certainly  have  some  firsthand  information. 

And,  Mr.  Chairman,  if  I  could  ask  one  more  question  of  Miss 
Cushman. 

You  stated  that  a  combination  of  things,  but  specifically,  strong 
public  preference  for  in-home  care  indicates  a  future  of  additional 
need  for  the  use  of  home  health  care.  Does  that  indicate  that  the 
growth  in  home  health  care  will  exceed  the,  I  think,  7.8  percent 
that  is  right  now  targeted  for  or  predicted  for  1997?  Do  you  see  it 
exceeding  that? 

Ms.  Cushman.  Not  at  all.  And  thank  you  for  asking  for  a  clari- 
fication. I  think  the  expanded  testimony  makes  that  clear. 

Rather,  the  description  of  what  is  fueling  the  growth  of  home 
care  was  meant  to  describe  why  it  will  continue  to  grow  albeit  at 
more  modest  rates.  As  you  will  also  note  in  the  expanded  testi- 
mony, I  think  it  is  2  years  after  that  we  expect  that  the  growth 
rate  will  slow  to  more  like  2  percent  or  2.5  percent  per  year. 

Mr.  Burr.  Very  good. 

To  the  whole  panel,  let  me  thank  you  as  a  member  for  your  par- 
ticipation. It  is  certainly  helpful  to  the  decisions  that  we  have  to 
make,  and  I  personally  thank  those  of  you  who  worked  with  us 
daily  to  try  to  come  up  with  new  ideas,  solutions  to  existing  prob- 
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lems,  and  for  really  an  evaluation  of  the  current  system,  which  is, 
in  fact,  something  that  is  very,  very  important  that  we  go  through. 
I  thank  each  of  you. 

Mr.  Chairman,  I  yield  back  the  remainder  of  my  time. 

Mr.  Bilirakis.  Thank  you,  Mr.  Burr. 

I  think  this  finishes  it  up  for  today.  We  appreciate  so  very  much 
your  patience.  Today  we  were  fortunate  we  have  not  had  as  many 
votes  interrupting  our  proceedings,  Thank  you  very  much.  You 
have  been  a  lot  of  help.  The  meeting  is  adjourned. 

[Whereupon,  at  2:25  p.m.,  the  subcommittee  was  adjourned,  to 
reconvene  at  the  call  of  the  Chair.] 

[The  following  material  was  received  for  the  record:] 

Prepared  Statement  of  the  National  Association  for  Medical  Direction  of 

Respiratory  Care 

The  National  Association  of  Medical  Directors  of  Respiratory  Care  is  a  member- 
ship association  whose  members  serve  as  medical  directors  in  just  under  2,000  hos- 
pitals nationwide.  Our  members  generally  are  board  certified  pulmonologists  with 
a  small  minority  of  anesthesiologists.  In  our  capacity  as  medical  directors  of  res- 
piratory care  we  are  extremely  familiar  with  virtually  all  aspects  of  the  facet  of  the 
Medicare  durable  medical  equipment  company  (DME)  benefit  that  authorizes  cov- 
erage and  payment  for  home  oxygen.  That  component  of  the  Medicare  program  has 
received  a  fair  amount  of  attention  in  recent  months,  particularly  related  to  a  report 
of  the  Office  of  the  HHS  Inspector  General.  "Oxygen  Concentrator  Services." 

As  background,  it  is  important  to  emphasize  the  objective,  clinical  focus  of  our 
comments.  We  believe  that  we  speak  authoritatively  on  behalf  of  pulmonary  medi- 
cine in  this  country  and  have  provided  input  time  and  time  again  to  the  OIG  and 
the  Health  Care  Financing  Administration  on  issues  related  to  the  DME  oxygen 
benefit.  In  fact  it  was  our  organization  that  condensed  the  HCFA  Certificate  of  Med- 
ical Necessity  for  home  oxygen  (HCFA  Form  484)  into  a  workable,  well  accepted  one 
page  check-off  form. 

It  is  our  understanding  that  the  Congress  may  be  considering,  in  response  to  the 
OIG  study,  a  shift  to  competitive  bidding  for  oxygen,  modeled  after  the  approach  of 
the  Department  of  Veterans  Affairs.  We  strongly  urge  the  Congress  not  to  adopt 
that  approach  because  we  believe  it  will  adversely  affect  the  care  Medicare  bene- 
ficiaries who  suffer  from  chronic  obstructive  pulmonary  disease  (COPD)  currently 
receive.  We  do  have  an  alternative  recommendation  that  will  address  directly  the 
problem  of  payment  levels  for  oxygen  concentrators  and  simultaneously,  we  believe, 
address  other  related  problems  inherent  with  the  current  statutory  limitations  for 
payment  of  oxygen. 

The  problem:  Simply  stated,  the  current  statute  is  supposed  to  recognize  all  oxy- 
gen therapy  modalities  equally.  Whether  a  physician  orders  a  concentrator,  a  liquid 
system,  or  a  gaseous  system,  the  supplier  receives  the  same  payment.  The  statute 
was  designed  this  way  to  eliminate  cost  based  reimbursement  that  had  rewarded 
the  use  of  liquid  systems.  In  a  short  time  after  the  passage  of  the  "six  point  plan" 
the  use  of  concentrators  shot  upward  and  the  use  of  the  more  costly  liquid  systems 
dropped.  There  was  no  clinical  reason  for  this  shift.  It  occurred,  regardless  of  what 
the  physician  had  prescribed.  "We  only  do  concentrators"  became  a  popular  refrain 
of  suppliers  when  queried  by  physicians  or  patients  who  suddenly  found  the  con- 
centrator replacing  the  previous  system. 

It  does  not  take  a  strong  background  in  mathematics  to  determine  that  the  profit 
margins  for  a  concentrator  are  very  attractive  to  suppliers.  And,  for  understandable, 
BUT  WRONG  REASONS,  the  VA  also  noted  the  relatively  low  cost  of  concentra- 
tors. The  VA  began  a  competitive  bidding  process  for  providing  their  constituency 
with  concentrators,  regardless  of  the  medical  need  of  the  patient.  A  single  concentra- 
tor with  a  maximum  50  foot  tether  meets  the  medical  needs  of  no  more  than  15- 
20%  of  the  Medicare  beneficiary  population.  We  seriously  question  whether  it  meets 
the  medical  needs  of  the  VA  population. 

The  COPD  population  is  increasingly  mobile,  thanks  to  innovations  in  oxygen  de- 
livery systems.  A  portable  oxygen  system  that  allows  the  COPD  patient  to  leave  his/ 
her  house  and  visit  friends,  do  grocery  shopping,  and  numerous  other  activities  of 
daily  living  outside  the  home  is  an  integral  part  of  the  Medicare  home  oxygen  bene- 
fit. Not  so  with  the  VA.  The  typical  VA  contract  that  we  are  familiar  with,  again. 
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meets  the  medical  needs  of  a  very  small  portion  of  the  truly  homebound,  probably 
bed  bound  COPD  population. 

Furthermore,  a  strong  inference  of  the  OIG  report  focuses  on  sheer  overutilization 
of  oxygen  therapy.  NAMDRC  pushed  HCFA  to  adopt  specific  objective  medical  cri- 
teria for  a  Medicare  beneficiary,  documented  on  the  Certificate  of  Medical  Necessity, 
in  order  for  oxygen  to  be  a  covered  supply.  The  criteria  are  well  documented  in  the 
medical  literature.  Therefore,  overutilization  can  occur  only  when  fraudulent  484s 
are  submitted  by  a  supplier,  and  all  parties  to  such  a  fraudulent  submission,  includ- 
ing physicians,  should  be  prosecuted  vigorously. 

While  there  may  be  a  tendency  to  note  the  significantly  higher  rates  of  oxygen 
consumption  in  the  United  States  as  compared  to  other  countries,  we  would  cite  the 
following:  "Patients  who  qualify  for  long  term  oxygen  therapy  are  being  identified 
earlier  before  advanced  stages  of  lung  disease  occur.  There  is  greater  awareness  of 
the  indications  for  long  term  oxygen  therapy  among  physicians  and  allied  health 
professionals  and  a  wide  availability  of  suppliers  to  provide  the  service  and  equip- 
ment. Mechanisms  for  reimbursement  are  readily  available  for  most  patients  who 
qualify  for  home  oxygen  therapy.  Since  the  indications  for  long  term  oxygen  therapy 
and  requirements  for  reimbursement  have  been  well  defined  in  the  United  States, 
it  is  increasingly  unlikely  that  home  oxygen  therapy  is  prescribed  unnecessarily, 
and  more  patients  who  would  benefit  from  oxygen  therapy  are  able  to  receive  it. 
Failure  to  identify  patients  who  might  qualify  for  therapy  and  the  lack  of  financial 
resources,  equipment  and  suppliers  are  reasons  for  lebs  use  of  home  oxygen  therapy 
in  many  other  countries."  1 

NAMDRC  fully  acknowledges  there  is  little  question  regarding  Medicare  payment 
for  concentrators.  It  is  too  high.  With  the  actual  acquisition  cost  to  a  supplier  for 
a  concentrator  in  the  $800-$  1100  range,  the  current  monthly  payment  is  inflated. 
Liquid  systems,  on  the  other  hand,  are  less  attractive  to  suppliers  because  of  higher 
maintenance/service  costs.  Regardless  of  the  clinical  appropriateness,  concentrators 
are  the  modality  of  choice  for  many  suppliers,  a  decision  driven  by  dollars,  not  medi- 
cal appropriateness. 

The  solution:  As  much  as  we  believe  that  the  Medicare  program  has  absorbed  an 
inordinate  portion  of  cuts  the  past  15  years  as  the  Congress  has  reckoned  with 
budget  matters,  it  seems  truly  fruitless  to  attempt  to  convince  Congress  to  find 
other  sources  of  cuts.  We  genuinely  believe  that  we  have  absorbed  more  than  our 
fair  share  of  cuts  since  1981  and  believe  that  additional  cuts,  regardless  of  the  polit- 
ical popularity,  eventually  reduce  the  care,  the  quality  and  access  of  Medicare  bene- 
ficiaries. So,  tor  the  sake  of  discussion,  let's  assume  that  the  Congress,  in  its  infinite 
wisdom,  reduces  all  oxygen  payments  10%.  Based  on  current  law,  that  still  leaves 
a  definable  pot  of  money  for  home  oxygen  therapy.  We  believe  that  pot  of  money 
ought  to  be  redistributed  within  the  various  oxygen  modalities,  reducing  payments 
for  concentrators  and  raising  payments  for  liquid  systems,  maintaining  budget  neu- 
trality based  upon  the  reduced  pot  of  money.  Because  concentrators  account  for  the 
vast  majority  of  the  Medicare  home  oxygen  therapy  benefit  (see  attached  data  from 
HCFA),  a  20%  reduction  in  concentrator  payments  can  be  used  to  boost  liquid  pay- 
ments approximately  50%,  Our  rationale  for  this  approach  is  both  medically  and  fis- 
cally sound.  Based  upon  preliminary  conversations  with  the  Health  Care  Financing 
Administration,  together  we  believe  that  this  is  a  workable  cost  saving  solution. 

One  important  issue  raised  by  the  OIG  study,  however,  should  be  addressed  by 
the  Congress,  particularly  if  the  Congress  is  serious  about  saving  money  while  con- 
tinuing to  provide  home  oxygen  therapy  for  approximately  500,000  Medicare  bene- 
ficiaries. That  issue  is  the  question  of  service  and  the  total  absence  of  standards  in 
the  area  of  home  oxygen  therapy.  Congress  must  mandate  appropriate  standards  for 
suppliers  to  assure  that  a  supplier  complies  with  the  specific  modality  of  oxygen 
cited  on  a  physician  prescription.  As  with  any  prospective  payment  system,  there 
must  be  safeguards  to  assure  that  appropriate  services  and  equipment  are  being 
provided.  Furthermore,  service  standards  for  concentrators,  correlated  with  the 
technology  of  warning  systems,  should  be  mandated  by  the  Congress  and  directly 
tied  to  payment.  We  have  taken  the  liberty  to  identify  existing  standards  developed 
by  specialty  organizations  relative  to  oxygen  concentrators  to  indicate  that  such 
standards  already  exist.  If  these  standards  were  also  adopted  by  Congress  or  HCFA, 
both  would  be  assured  that  beneficiaries  are  in  fact  receiving  the  therapeutic  levels 
of  oxygen  prescribed  by  the  patient's  physician. 

We  are  pleased  to  note  that  the  National  Association  for  Medical  Equipment  Serv- 
ices (NAMES)  has  supported  the  development  of  industry  standards  and  account- 


^'Donohue  WJ,  Jr.,  Plummer  AL,  Magnitude  of  Use  and  Cost  of  Home  Oxygen  Therapy  in 
the  United  States,  Chest  1995,  107:  301-302 
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ability  measures.  We  are  confident  that  NAMES  would  agree  that  these  standards 
would  be  a  prudent  start  to  such  a  move. 

For  1993  HCFA  paid  (i.e..  allowed  charges)  the  following  amounts  of  oxygen: 

Stationary-Rental-Gaseous  02-l  unit  =  50  cu  ft   $15,319,055 

Stationary-Purchase-Gaseous  O2    15.351 

Portable-Purchase-Gaseous  02    5.41  i. 404 

Portable-Rentai-Gaseous  02    80.707.053 

Portable-Rental-Liquid  02    28.358.944 

Portable-Purchase-Uquid  02    253, 487 

Stationary-Rentai-Liquid  02-l  unit  =  10  lbs    170.081.107 

Stationary-Purchase-Liquid  02    46,489 

Gaseous  02-0wned  system-1  unit  =  50  cu.  ft   608.990 

Liquid  02-0wned  system-1  unit  =  10  lbs   755,999 

Portable-Gaseous  02-i  unit  =  5  cu.  ft   442,986 

Portable  uquio  02-l  unit=l  lb   31.573 

02  Concentrator-High  Humidity-244  cu.  ft   1,927,844 

02  Concentrator-High  Humidity-488  cu.  ft   39,318 

02  Concentrator-High  Humidity-over  1952  cu.  ft   8.974 

02  Concentrator-  <  2  L/Min    269.038.396 

02  Concentrator-2-3  iVMin   209.048,031 

02  Concentrator-3-4  i_/Mm   118.447,124 

02  Concentrator-4-5  i/Min   214.532.398 

02  Concentrator-  >  5  L/Mm   62.821.678 

02  and  H20  Vapor  Enricnmg  with  Heater    3.159,829 

02  ana  H20  Vapor  Enriching  without  Heater    3.475,578 


TOTAL    $1,169,312,553 


OXYGEN  CONCENTRATOR  STANDARDS 

ASTM  (American  Society  for  Testing  &  Materials) 

"An  oxygen  concentration  status  indicator  shall  be  included  to  warn  the  operator 
of  abnormality  in  the  product  gas"  (p.  829  Section  51.3) 

"An  oxygen  concentrator  status  indicator  was  considered  necessary  to  indicate  to 
the  operator  when  the  concentrator  was  not  delivering  adequate  levels  of  oxygen 
concentration."  (page  831  section  A.26  (51.5)) 

ISO  (International  Organization  for  Standardization) 

"An  oxygen  concentration  status  indicator  shall  be  included  to  warn  the  operator 
of  oxygen  concentration  in  the  product  gas  below  82%  V/V  oxygen."  (ISO  DIS  8359, 
Oxygen  concentrators  for  Medical  Use,  Safety  Requirements)  NOTE:  This  is  a 
DRAFT  standard  with  an  expected  final  approval  the  summer  of  1995. 

ECRI  (Emergency  Care  Research  Institute) 

"The  unit  must  have  an  OCSI  [oxygen  concentration  status  indicator]  to  warn  the 
user  if  the  unit's  product  gas  has  a  low  oxygen  concentration."  (October,  1993 
Health  Devices,  Vol.  22,  No.  10) 
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July  21,  1995 

The  Honorable  Michael  Bilirakis 
Chairman 

House  Commerce  Committee 
Subcommittee  on  Health  and 

the  Environment 
2125  Rayburn  House  Office  Building 
Washington,    D.C.  20515-6115 


Dear  Mr.  Chairman: 

Pursuant  to  your  request  at  the  Subcommittee's  June  28th  hearing  on 
Medicare  growth,  attached  are  documents  relating  to  the  need  for 
standards  and  regulations  in  home  infusion  therapy  services . 

Public  and  private  coverage  for  home  infusion  therapy  has  been  stymied 
due  to  strong  and  widespread  concerns  about  the  delivery  of  home 
infusion  services,  notably  the  lack  of  quality  standards  for  the 
infusion  industry.  Persistent  problems  which  hinder  needed  home 
infusion  coverage  include: 

*  instances  of  physicians  referring  patients  to  'home 
infusion  companies  in  which  the  physicians  have  a 
significant  ownership  interest; 

*  no  federal  and  few  state  provider  standards 
specifically  for  infusion  companies; 

*  allowing  multiple  home  care  providers  to  serve  a 
individual  patient  hinders  quality  assurance, 
utilization  review  and  payment  safeguards;  and 

*  fragmented  delivery  of  a  patient '  s  home  care  services. 

In  1994,  Congressman  Sherrod  Brown  (D-OH)  and  Senator  Howard  Met zenbaum 
(D-OH)  introduced  the  "Sarah  Weber  Home  Infusion  Consumer  Protection 
Act  of  1994"  (H.R.  4128,  S.  1967)  which  would  have  established  quality 
standards  for  the  industry,  required  federal  licensing  and  prohibited 
physician  self -referrals .  The  measure  has  been  reintroduced  this  year 
as  H.R.  1579,  and  has  been  referred  to  the  House  Ways  and  Means  and 
Commerce  Committees  where  no  action  has  been  taken. 

Enactment  of  these  provisions  would  provide  a  first  step  in  confronting 
fraud  and  abuse  problems  in  the  home  infusion  industry.  Congress 
should  also  require  that  a  single  home  health  agency  coordinate  and 
bill  for  all  home  health  services,  including  drug  infusion  therapy. 
This  provision  would  eliminate  duplication  and  gaps  in  coverage  that 
are  inherent  when  home  health  services  are  provided  by  more  than  one 
home  health  provider. 

I  have  enclosed  a  copy  of  the  "Sarah  Weber"  bill  and  an  article  on 
fraud  and  abuse  in  home  infusion  therapy  that  appeared  in  "Business 
Week"  magazine.  I  hope  you  find  them  interesting  and  helpful.  As 
always,  please  contact  me  or  my  staff  if  we  can  provide  you  with 
assistance  with  this  or  any  other  matter. 

Sincerely, 


Sincerely, 

Vai  J.  Haiamandaris 
President 
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For  Release:  Contact:    Lucia  DiVenere 

March  24,   1994  (202)  547-7424 


THE  NATIONAL  ASSOCIATION  FOR  HOME  CARE  SUPPORTS 
CONGRESSIONAL  EFFORTS  TO  WIPE  OUT  FRAUD  AND  ABUSE 
IN  THE  HOME  INFUSION  THERAPY  INDUSTRY 


"Fraud  and  abuse,  in  whatever  form  they  take,  must  not  be  tolerated  in 
any  government  health  care  program,  and  particularly  not  in  the  new  and 
growing  field  of  home  infusion  therapy"  declared  National  Association 
for  Home  Care  President  Val  J.  Halamandaris .  "This  industry  and  the 
providers  involved  in  it  are  providing  care  to  some  of  this  Nation's 
most  vulnerable  Americans.  " 


Halamandaris  spent  20  years  in  Congress  as  Chief  Investigator  for  the 
House  and  Senate  Aging  Committees  fighting  health  care  fraud  and 
authored  many  major  legislative  initiatives  to  wipe  out  fraud, 
including  legislation  to  create  the  Inspector  General's  Office  in  the 
Department  of  Health  and  Human  Services  and  to  create  the  State 
Medicaid  fraud  control  units.  He  emphasized  that  "The  National 
Association  for  Home  Care  is  committed  to  ensuring  that  opportunities 
for  fraud  do  not  exist,  eliminating  any  and  all  bad  actors,  and  working 
with  Congress  toward  the  enactment  of  tough  new  quality  regulations. 
We  welcome  Congressman  Brown' s  leadership  in  this  area  and  will  combine 
our  own  efforts  with  his  to  bring  safety  and  security  to  all  home 
infusion  therapy  patients. " 

The  home  infusion  therapy  industry,  a  small,  but  growing  subset  of  the 
home  health  care  industry,  has  come  under  Congressional  scrutiny  for 
various  instances  of  unethical  behavior.  NAHC,  a  national  association 
representing  more  than  6,000  Medicare- certified  home  care  agencies, 
hospices,  and  the  individuals  they  serve,  has  been  the  industry  leader 
in  pushing  for  improved  quality  standards,  federal  regulation,  and 
coordinated  service  delivery. 

"Home  infusion  therapy  can  dramatically  improve  a  patient's  quality  of 
life,  "  Halamandaris  explained,  "by  allowing  the  patient  to  receive  care 
in  the  comfort  of  his  or  her  own  home  and,  in  many  cases,  even 
returning  to  work  or  school.  In  most  cases,  home  infusion  therapy  is 
also  far  less  costly  than  institutional  care.  But  the  many  advantages 
of  this  service  can  be  clouded  by  a  few  bad  actors . " 

Halamandaris  expressed  his  thanks  to  Congressman  Sherrod  Brown  (D-OH) 
and  Congressman  John  Dingell  (D-MI)  for  their  oversight  and  commitment 
to  ensuring  high  quality  home  care  for  all  those  in  need,  and  pledged 
NAHC's  efforts  to  help  gain  enactment  of  legislation  to  achieve  their 
mutual  goals. 

-30- 

REPRESENT1NGTHE  NATION'S  HOME  HEALTH  AGENCIES.  HOME  CARE  AIDE  ORGANIZATIONS  AND  HOSPICES 


172 


DELL'S  NEW  BATTLE  PLAN  /  FRAUD  IN  HOME  HEALTH  C$RE 
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Such  savings,  coupled  with  pressure 
H  orn  insurers  to  cut  costs,  is  compelling 
hospitals  to  release  patients  sooner.  And 
advances'  in  treatments  and  technolo- 
gies have  made  it  possible  to  provide 
sophisticated  care,  such  as  chemotherapy 
and  respiratory  therapy,  almost  as  easi- 
ly in  living  rooms  as  hospitals. 
atAMT  uaun.  Perhaps  nothing  has  dec* 
more  (or  the  industry's  bullishness  of 
late  than  the  Clinton  Administration's 
plan  tor  health-care  reform.  Clinton's 
proposed  package  specifically  calls  for 
universal  coverage  oi  short-  and  toog- 
term  home  care. 
Many  insurance  com- 
panies now  offer  only- 
limited  home-care 
coverage— or  none. 

Since  Clinton's  elec- 
tion. Health  Force,  on 
owner  and  franchiser 
of  nursing  and  home 
aide  agencies  based  in 
Woodbury.  N.V..  says 
that  responses  to  its 
newspaper  ads  seek- 
ing franchisees  have 
more  than  doubled  to 


P.  Sabettao.  ■olst&nt  director 
of  the  Asserwaa  Bar  Am's  Cossmittoe 
on  Legal  Probtess  sf  tfee  Eklerfy.  -Some 
are  state  programs.  Some  are  Medicare. 
There  ia  Ueenaad.  unlicensed,  and  high- 
tech borne  esre.  And  there  is  no  com- 
prehensive approach  to  fcssounttbuity." 

A  teak  at  the  regulatory  landscape 
makes  thai  all  too  dear: 
a  Only  seven  states  regulate  home  fa- 
fusion  as  a  distinct  industry,  leaving  this 
rampant  wrong- 
doing, experts  say.  The  regulatory  ess- 
is  a 

bit  like  Dodge  City  before  the  marshals 
showed  up  *  said  Representative  Rod 
Wyden  (D-Ore.)  at  a  hearing  last  May. 
■  Virtually  no  state  or  federal  licensing 
requirements  exist  for  the  10.000  com- 
panies providing  durable  medical  equip- 
ment. Although  the  industry's  trade 
group,  the  National  Association  of  Med- 
ical Equipment  Suppliers,  imposes  stan- 
dards an  its  members,  only  20'*  of  the 
businesses  belong  to  the  group. 
B  For  the  nursing  and  home-side  agen- 
cies. ID  states  and  the  District  of 
Cofasbia  lack  special  licensing  require- 
ments, though  certification  through  s 
series  of  faspaefisas  a  seeded  to  psmc- 
fast*  fa  Medicare  end  Medicaid.  Lews 
that  are  in  place  lack  consistency  fa 
standards,  tt&faing,  or  Bcensfag.  Inde- 
pendent providers,  which  sake  up  KL5 
babes,  or  17%,  of  the  borne  nursing  busi- 
aaes,  operate  largely 
outside  any  regula- 
tfify  frensewor  k.  And 


to  ebsek  whether  job 
applicants  have  semi- 


Certainly,  the  con- 
cept of  borne  health 
care  is  sound  and, 
when  implemented 
correctly 
tively 
And  the  majority  of 
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ocial  Issues 


IS  FRAUD  POISONING 
HOME  HEALTH  CARE? 


Critics  say  lax  regulations  albw  overcharging  and  abuse 


Tom  Henry  had  a  good  thing  going. 
By  padding  bills  for  aerviees  pro- 
vided through  an  borne  beahh-eare 
agencies  be  owned  in  Lebanon,  lenn-  be 
easily  collected  more  than  HA  million 
from  Medicare  and  Medicaid  over  four 
years.  Henry  spent  much  oi  the  money 
on  a  new  home.  cars,  and  lavish  toys,  in- 
chiding  furs  for  his  wife,  a  jaunt  with 
friends  to  Canciin.  and  a  trip  to  Holly- 
wood to  appear  on  Wheel  of  Fortune  ihe 
lost).  Henry  was  finally  caught  and  con- 
victed of  fraud  in  2992.  aher  his  schemes 
became  too  blatant  to  escape  the  notice 
of  insurance  investigators,  who  alerted 
federal  authorities. 

The  case  of  Tom  Henry  is  only  one  of 
countless  instances  of  fraud  and  abuse 
plaguing  the  rapidly  expanding  S31  bil- 
lion home  health-care  industry.  Most  are 
purely  financial  hp-offs.  such  as  one  in- 
volving a  Florida  man  sent  to  prison  on 
Feb.  14  for.  among  other  things,  billing 
Medicaid  for  home  care  rendered  to 
three  people  who  turned  out  to  be  dead. 
But  other  crimes  involve  willful  actions 
of  neglect,  abuse,  and  incompetence  that 
jeopardize  the  lives  of  the  aged  and  ill 
people  receiving  care  at  home. 

Among  the  myriad  scams  already  un- 
covered: 

B  Kelly  Kare.  a  home-care  company  in 
New  York,  aent  'untrained,  unqualified, 
aad  unlicensed  workers*  to  care  for  sick 
and  elderly  patients.  Their  competence 
was  ao  lacking  that  one  client,  Ronald 
Callahan,  bad  to  have  bis  sister  teach  bis 
alleged  nurse  how  to  eatbeterize  him. 
By  the  time  Kelly 
Kare's  owner  was 
convicted,  she  bad 
buiad  New  York  Med- 
icaid more  than  8  LI 
million  for  fraudulent 


them.  The  companies  then 
lalted  Metbeare  «U  ~ 
the  products  were  medically 


This  ease,  pending  in  federal  court. 


■  Robert  Desrocbers.  the  owner  of  two 
borne  health-care  agencies  in  Alhambra, 


Calif-  paid  the  salaries  of  discharge  plan- 
ners at  10  hospitals  as  pan  cf  his  ser- 
vice as  long  as  they  sent  patients  to  bis 
agencies.  He  then  shifted  that  cost, 
among  others,  to  Medicare.  He  was  con- 
victed of  fraud  last  year.  Prosecutors 
say  his  scheme  is  not  unusual. 

Problems  in  the  industry  are  not  lim- 
ited to  newly  formed  companies  or  fly- 
by-night  operators.  Some  of  the  largest 
companies  in  the  industry,  such  as  Care- 
mark International  Inc.  and  T2  Medical 
Inc.  are  under  federal  investigation  for 
alleged  kickback  schemes.  Hospital 
Staffing  Services  Inc..  based  in  Fort 
Lauderdale.  Fla..  is  being  probed  for  its 
Medicare  billing  practices.  AD  three  com- 
panies deny  wrongdoing, 
•ton  neamta."  Predicting  how  much 
fraud  and  abuse  costs  consumers  is 
tricky.  One  congressional  estimate  puts 
it  at  10%  of  total  expenditures,  or  S3.1 
billion.  If  the  current  level  of  malfea- 
sance continues,  experts  any.  it  could 
wipe  out  some  of  the 
from  earing  for 


a  In  Miami,  a  net- 
work of  eight  compa- 
nies is  charged  with 
offering  milk  supple- 
ments and  nutrition- 
al there  pies  free  to 
healthy  consumers 
who    didn't  need 
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jor  frontier  for  fraud  and  abuse.*  aays 
Edward  J.  Kurianaky.  New  York  Deputy 


for  Medicaid  fraud. 
"We've  just  aeratebad 
the  surface* 
Cf  course,  in- 
of  criminal 
xcur  in  oth- 
er tegment*  of  the 
beahh-eare  industry. 
But  the  nature  of 
home  care  makes  it 
uniquely  susceptible. 
In  hospitals,  doctors, 
nurses,  and  adminis- 
trators all  monitor 
the  quality  and  cost 


effectiveness  of  care  patients  receive,  i 
But  home  care  is  largely  unsupervised.  • 
With  ill-defined  or  nonexistent  pricing  ' 
guidelines,  poorly  conceived  federal  mt-  ! 
ulations.  and  a  patchwork  of  uneven  1 
state  and  local  laws,  the  home-care  in-  | 
dustry  is  primarily  accountable  to  iueh. 

Though  the  industry  has  tightened  ' 
its  standards,  the  guidelines  have  little  ! 
or  no  effect  on  the  thousands  of  home-  . 
care  companies  that  don't  belong  to  the  ' 
trade  groups.  And  federal  investigator; 
are  far  too  understaffed  to  meet  the  . 
growing  caseload.  "We've  only  been  deal- 
ing with  the  most  blatant  cases  becai>e 
of  the  lack  of  manpower*  aays  Jeannr 
K.  Damirgian.  an  assistant  U.  S.  attor- 
ney in  Miami.  "Only  now  are  we  moving 
into  more  sophisticated  schemes* 

The  fraud  epidemic  comes  at  a  time  , 
when  the  industry  is  experiencing  ex- 
ponential growth.  More  than  7.1  million 
people  are  expected  to  receive  some 
care  in  their  homes  in  WSM.  That's  up 
from  5.9  million  in  Utf"  the  industry  * 
trade  group  says.  Home  eare.  which  pro- 
vides  the  services  of  nurses  and  aides, 
and  home  infusion  therapies,  which  in- 
clude delivery  of  drugs  intravenously.  ' 
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h'.ne— ; ar»  provider*  <!i.  deliver  exem-  I 
;....r-.  trvire*.  Irolustn  leaders  an>i  ' 
:r.:-:-  -.'r>iii:~  tu\.-  laKi-n     ii|»jr.  lh«r.- 
-*•.'  —  '"      if  ink-*  jimwi  at  ensuring 
r..^  uLu-r.  i  .irp.. 

"Vi~:!.i:.--..  V.Y..       larvr— t  proviiirr 
•■:  ~;..7-~  an-:  .ii"'*-*  h-r  :nt-  horn-,  spenc- 
■  •.-  t.>  sj  million  ar.r.Lia!:-.  nn  compii-  ; 
a::- 1  :<r>uram-.  uh:.r  in<i-.i.i«-  a  criminal 
iiai  riCTHtind  check  or.        aimlii-ant*.  t 

i;.::  <il-ten  anil  -umr  other  rompa- 
nir-  *t«p  short  hi  .su^'estim;  thai  the:: 
**-ti-|«ilu-ing  mevhani*m*  he  applied  10  I 
the  industry  ai  large.  Instead,  they  pre-  j 
ler  tn  rely  in  a  cnm)ietilive  marketplace 
tu  \v\\*r  im  it  mulleasann- 
I1HICS  COM.  Trade  group*,  including  I 
thr  National  As-sucialion  tor  Hume  Care.  | 
strictly  scrutinize  their  members  and  | 
have  l>een  pushing  lu  expand  govern- 
ment  oversight.  In  addition  to  ahiding 
hj  Medicare  regulations  and  state  laws, 
members  must  get  the  blessing  of  the 
Joint  Commission  on  Accreditation  of 
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Healthcare  Organisations  or  a  similar 
accrediting  only.  Fur  accreditation, 
memlier*  must  mer:  stringent  stan- 
dards, including  a  requirement  of  "5 
hour-  ill  training  home-care  aides, 
continuing  educator  tor  nurses,  and 
agreeing  t«  abide  hj  an  ethics  cuie.  Bui 
these  moves  only  go  »o  far.  The  stan- 
dards afleci  imly  a-*«.<-iaticn  meml>er*— 
allowing  independent  <jperators  to  play 
l>y  their  own  rules. 

So.  legislators  are  readying'  another 
try.  One  bill,  scheduled  to  he  introduced 
in  March  by  Representative  Sherrod 
Brown  "D-Ohioi  and  Senator  Howard 
M  Meuennaum  iD-<Jhioi.  would  set  lim- 
its on  prices  home  infusion  firms  eon 
charge  for  their  products,  establish  qual- 
ity standards  for  the  industry,  and  re- 
quire federal  licensing.  The  measure  in 
pan  responds  to  protests  about  extreme 
disparities  in  prices  for  drug  therapies 
offered  by  home  infusion  companies 
liable,  page  73 1.  For  exaapl*.  500  tag 


of  Neupogen.  an  ami-ffl/ection  drug,  era 
cost  from  *2ti«i  to  S  1.12s.  according 
to  Principal  Mutual  Lite  Insurance  Co. 

C.  A.  Piccolo,  cem  nt  Caremar^.  the 
large-t  provider  of  ha»ne  miusiotiihera- 
pie;,  i-unrede?  that  legislation  needs  to 
suVir-~-  'escalating  nob."  Bui  he  adds 
thai  price*  lor  h<irne-inrusion  drugs  ap- 
pear high  because  they  reflect  numerous 
overhead  cost*  that  must  h*  included 
in  drug  charge*  to  get  reimbursement 
from  insurance  companies.  'Insurers 
won't  reimliurse  us  as  a  fine  item  for 
services.*  he  says.  "They  insist  that  we 
factor  it  into  the  cost  of  the  product  * 

Another  hill,  sponsored  by  Represen- 
tative Charkes  £.  Schumer  iD-N.Y.t, 
would  mere***  funding  for  health-care 
fraud  investigators  as  well  as  provide 
stiner  penalties  for  offenders  especially 
in  cases  resulting  in  injury  or  death  to 
patieou.  Resources  available  tor  uncov- 
ering health-care  fraud  are  woefully  in- 
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the  Office  of  the  Inspector  Gen- 
cni  of  the  Health  A  Human 
Services  Dept.  has  bees  cut  to 
249  from  £96  since  1989,  while 
workloads  have  multiplied. 

On  the  local  level  New 
York's  Erie  County  set  sp  an 
employment  registry  this  year' 
to  track  1 


by  beme  rar>  workers, 
ins;  one  of  an  82-year-old  bond 
woman  with  Alzheimer's  dis- 
ease who  was  ao  badly  beaten 
that  her  ribs  were  broken. 
Other  patients  were  persuaded 
to  transfer  bank  funds  to  their 
caretakers  or  open  credit-card 
accounts  for  them. 

In  the  private  sector,  insur- 
ance companies  have  launched 
their  own  erackdown.  They 
more  frequently  decline  to  pay  bills  as 
submitted,  citing  unsubstantiated  or  in- 
flated claims.  Principal  Mutual  is  de- 
manding more  proof  that  services  bille.i 
for  were  actually  delivered  and  nece>- 
sary.  At  Northwestern  National  Life  In- 
surance Co..  a  full-time  investigator  has 
been  assigned  solely  to  reviewing  bills 
submitted  for  home  nursing  services. 
EMOI  Ml*.  Perhaps  nothing  illustrates 
the  potential  perils  of  home  care  better 
than  the  story  of  Sarah  Weber,  a  little 
girl  in  Cleveland  Heights.  Ohio,  who  suf- 
fered from  cerebral  palsy.  From  the  age 
of  5  until  her  death  last  July  at  age  10. 
Sarah  was  able  to  live  at  home  with  the 
help  of  intravenous  drugs  and  nutrition- 
al therapy 

In  congressional  hearings  last  May. 
Sarah's  mother.  Marie  Kostos-Weber. 
testified  that  Sarah's  bills  for  her  ex- 
tensive treatments  ranged  from  195.000 
to  1120,000  a  month -an  amount  that 
ate  up  the  family's  tl  million  private 
insurance  pobcy  bmit  in  leas  than  a  year. 
She  stated  that  after  checking  with  a 
beahb-care  consultant,  she  estimated  it 
cost  cloae  to  8  LOGO  a  day  more  to  treat 
Sarah  at  borne  than  in  the  hospital. 
When  her  insurance  lapsed,  it  took  a 
court  order  to  prevent  Critical  Care 
America  Inc.  Sarah's  home-infusion 
provider,  baaed  in  Westborough.  Mass., 
from  cutting  off  Sarah's  supply  of 
medicine,  according  to  congressional 


,  bjavwarsful  not  to  over- 
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But  Sarah  had  other  problems.  Ac- 
cording to  a  lawsuit  Kostos-Weber  filed 
last  September  against  Critical  Care, 
which  alleges  overcharging  and  poor 
quality  of  care,  ahe  contends  that  the 
company  mistakenly  delivered  a  lethal 
dose  of  the  wrong  drug  for  Sarah's  in- 
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tra venous  therapy.  Fortunately.  Kostos- 
Welier  caught  the  mistake,  she  says. 
But  when  she  tried  to  complain  to  the 
state  health  department,  she  was  re- 
ferred 16  the  Attorney  General's  office, 
which  in  turn  referred  her  to  the  Na- 
tional Alliance  for  Infusion  Therapy,  an 
industry  lobbying  group  based  in  Wash- 
ington. There  was  no  one  to  turn  to." 
says  Kostos-Weber.  "This  is  a  totally  un- 
regulated industry.  The  health  depart- 
ment didn't  even  know  what  infusion 
therapy  is*  Critical  Care,  which  was  re- 
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some  regulation.  The  market- 
place, too.  will  impose  more 
ii  scrutiny  end  reform,  and  in- 


prove  quality. 

C*av  wiMiefi  Experts  say  one  of  the 

most  effective  ways  to  curtail  abuses  is 
to  increase  the  role  of  doctors.  "If  there 
is  r  power  broker  in  home  health -care 
sen  ices,  it's  the  doctor."  says  WDham 
DombL  director  of  the  Center  for  Health 
Care  Law  in  Washington.  D.C.  The 
American  Medical  Assn.  has  advocated 


health-care  services.  That 
backed  by  an  independent  study  Aetna 
Life  Insurance  Co  concluded  in  "993.  It 
found  that  more  physician  involvement 
would  curb  abusive  practices.  It  noted 
that  in  many  eases  it  reviewed,  doctors 
had  not  even  seen  the  patients  for 
whom  they  were  prescribing  treatment. 

As  the  law  stands  now.  doctors  have 
little  incentive  to  take  a  hands-on  ap- 
proach to  beme  health  care.  They  are 
not  paid  by 


form  will  likely  have  the  greatest  im- 
pact on  the  industry.  The  Canton  plan 


penalties  lor  falsified  Hlting  claims.  But 
these  prevsncns-tbjwgh  they  go  a  long 


the  bad  players— ere  only  a  starting 
point.  The  architects  of  beahb-care  re- 
form must  address  all  the  present-day 
abuses  and  problems  before  they  inad- 
vertently create  a  whole  host  of  new 
ones  for  the  future. 

By  Linda  HimcUttin  in  Afar  York, 
Gail  DtGvrrgt  in  Miami  and  Erie  Sdunt 
in  Los  Anpdts,  icitk  Ann  TUtmt  Palmer 
and  Richard  A.  Mtkktr  w  Ckicago 
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May  11, 1995 


"THE  SARAH  WEBER  HOME  INFUSION  CONSUMER  PROTECTION  ACT  of  1995" 
Dear  Colleague: 

Unfortunately,  many  of  the  most  vulnerable  patients  who  depend  on  home  infusion  therapy 
to  live  are  currently  at  the  mercy  of  certain  unscrupulous  home  infusion  providers.  I  have 
introduced  legislation  to  ensure  that  patients  are  served  mere  appropriately  by  these 
providers. 

Lee  me  share  with  you  the  story  of  Sarah  Weber.  Sarah  was  a  happy  Httk  girl  from 
Cleveland  Heights,  Ohio  who  suffered  from  cerebral  palsy  and  a  rare  digestive  disorder  that 
would  not  alto*  her  to  tolerate  food.    Gives  Sarah's  condition,  the  needed  to  he  fed  and 
medicated  intravenously.  Wanting  to  stay  with  her  family  at  home,  Sarah  received  this 
treatment  with  her  motiier  as  her  nurse.  It  sounds  like  the  perfect  situation.  Unfortunately 
for  Sarah  and  her  family,  it  was  not. 

Instead,  Marie  was  plagued  by  bill  collectors  once  her  S2  million  insurance  pottcy  quickly 
ran  out.  Sometimes,  die  wiuug  medications  were  delivered.  Thankfully,  Marie  was  astute 
enough  to  recognize  the  mistake  and  resolve  the  sitaation  before  harm  could  be  done.  Sarah 
was  dropped  by  one  provider,  without  notice,  left  hanging  by  a  thread  between  life  and 
death,  with  only  a  day's  worth  of  life  sustaining  supplies. 

These  are  just  a  few  of  the  examples  of  the  lack  of  quality  standards  and  harmful  practices 
that  exist.  In  Sarah's  honor,  however,  I  introduced,  the  Sarah  Weber  Heme  Infusion 
Container  Protection  Act  of  1995  to  remedy  this  situation.  The  bill  will  require  home 
infusion  companies  to  be  licensed  according  to  quality  standards  included  in  the  law.  The 
legislation.  Further,  the  bill  would  crack  down  on  fraud  in  the  industry  by  extending  the 
current  restrictions  on  physician  referrals  to  companies  in  which  they  have  a  financial 
interest  to  home  infusion  companies  and  all  payers. 

I  believe  this  bill  will  go  far  to  eliminate  the  abuses  and  win  restore  families  faith  in  home 
infusion.   Many  seriously  ill  patients  depend  on  home  infusion  for  their  mcdicaiioti  in 
nutrients.  In  many  cases,  the  available  technology  has  enabled  them  to  remain  in  the 
comfort  of  their  own  homes  while  they  receive  treatment  Yet,  what  good  is  treatment  ax 
home  if  it  is  of  questionable  quality?  We  must  ensure,  that  the  care  they  receive  is  of  the 
utmost  quality  and  that  the  patient's  physician  is  involved  in  the  process. 

A  summary  of  the  bill  appeals  on  the  back  of  this  letter.  I  invite  you  to  join  me  in 
cospcosorisg  this  important  legislation.  If  you  need  additional  information  or  wish  to 
cosponsor,  please  call  Mary  McSoiiey  at  53401. 


SHERROD  BROWN 
Member  of  Congress 
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SUMMARY  of 

SARAH  WEBER  HOME  INFUSION  CONSUMER  PROTECTION  ACT 
LICENSURE 

Require  borne  infusion  providers  to  be  licensed  according  lo  die  suuidanls  defined  in 

The  language  of  the  bill  requires  persons  providing,  or  arranging  for  the  provision  of 
services,  to  hold  a  license.  In  this  context,  persons  win  apply  to  individuals  or 
companies,  whichever  applies. 

Further,  die  biM  defines  home  infusion  broadly  to  encompass  all  types  of  home 
infusion  providers. 

STANDARDS 

The  bill  would  require  providers:  to  maintain  clinical  records;  adhere  to  written 
protocols  and  policies;  make  services  available  24  hours  a  day.  seven  days  a  week; 
coordinate  all  home  infusion  therapy  services  with  the  patient's  physician;  conduct  a 
quality  assessment  and  assurance  program  including  drug  regimes,  and  review  and 
coordination  of  patient  care;  assure  that  only  trained  (and  licensed  if  necessary) 
personnel  provide  infusion  products  or  services;  assume  responsibility  for  the  quality 
of  services  provided  by  others  under  arrangements  with  the  person;  establish 


services. 

AUTHORIZES  FUNDS  FOR  START  UP  GRANTS  TO  THE  STATES 

The  bill  provides  for  the  authorization  of  funds  to  provide  assistance  to  the  states  in 
establishing  a  licensing  system.  It  farther  allows  states  to  requite  the  payment  of  a 
fee  for  the  processing  and  licensing  of  companies. 

RESTRICTIONS  ON  REFERRALS 

The  legislation  will  ban  physicians  from  referring  patients  to  home  infusion  providers 
in  which  they  have  a  financial  interest.  This  requirement  would  apply  to  all  payers. 


The  bUl  would  be  enforced  via  civil  monetary  penalties  determined  by  the  Secretary 
of  Health  and  Human  Services  but  not  to  exceed  $10,000.  The  Secretary  may  also 
file  an  action  to  enjoin  persona  from  violating  the  Act 

STUDY 

The  bill  would  require  the  study  of  the  feasibility  and  economic  impact  of  coverage 
of  infusion  services  mat  may  otherwise  be  covered  in  a  hospital  setting. 


THE  FUTURE  OF  THE  MEDICARE  PROGRAM 


WEDNESDAY,  JULY  12,  1995 

House  of  Representatives., 

Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

V/ashington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:07  a.m.,  in  room 
2123,  Rayburn  House  Office  Building,  Hon.  Michael  Bilirakis, 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Stearns,  Green- 
wood, Burr,  Bilbray,  Ganske,  Norwood,  Coburn,  Bliley  (ex  officio), 
Waxman.  Deutsch,  Stupak,  and  Pallone. 

Staff  present:  Mary  M.  McGrane,  majority  counsel;  Howard 
Cohen,  majority  counsel;  Melody  Harned,  majority  counsel;  Eric 
Berger,  majority  counsel;  Bridgett  Taylor,  minority  professional 
staff;  and  Kay  Holcombe,  minority  professional  staff. 

Mr.  Bilirakis.  The  hearing  will  come  to  order. 

During  the  past  decade  rising  health  care  costs  has  become  one 
of  the  problems  facing  our  Nation's  health  care  system.  Over  a 
number  of  years  the  private  marketplace  has  responded  to  this 
challenge  of  rising  costs  through  the  development  of  alternative 
health  delivery  systems  based  on  managed  care  and  capitation. 

Managed  care  provides  incentives  for  enrollees  and  purchasers  of 
health  care  to  choose  the  most  efficient  plans  that  provide  high 
quality  health  care.  In  the  private  employer-based  health  insurance 
market  the  rise  of  these  plans  has  been  dramatic. 

Today  approximately  70  percent  of  privately  insured  individuals 
choose  a  managed  care  option.  As  this  market  has  matured  insur- 
ers have  developed  an  entire  array  of  innovative  managed  care 
products.  In  addition  to  Health  Maintenance  Organizations  there 
are  a  number  of  different  types  of  preferred  provider  organizations 
which  maintain  fee  for  service  delivery  but  limit  choice  of  provid- 
ers. 

Also  today  there  are  a  number  of  hybrid  products  such  as  Health 
Maintenance  Organizations  with  a  point  of  service  option  which  al- 
lows enrollees  to  belong  to  an  HMC  while  preserving  their  option 
to  choose  a  fee  for  service  provider. 

The  Medicare  program  however  has  generally  not  been  able  to 
respond  to  the  new  market  innovations  in  health  delivery  or  pay- 
ment. It  has  remained  primarily  a  1960's  health  insurance  system 
based  on  the  fee  for  service  model. 

I  believe  that  now  is  the  time  for  Medicare  to  become  more  inno- 
vative and  flexible  so  that  our  Nation's  elderly  can  have  the  same 
choices  in  health  delivery  that  all  other  Americans  enjoy.  But  let 
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me  also  say  in  the  strongest  possible  terms  that  the  Medicare  fee 
for  service  system  must  also  be  maintained,  will  in  fact  be  main- 
tained, so  that  every  Medicare  beneficiary  can  choose  to  remain  in 
the  current  fee  for  service  system. 

Medicare  beneficiaries  should  be  given  a  multitude  of  options  and 
allowed  to  freely  select  the  type  of  plan  that  fits  their  needs  and 
expectations. 

Today's  hearing  will  examine  a  number  of  payment  issues  con- 
cerning the  current  reimbursement  of  Medicare  risk-based  HMOs. 
Understanding  the  current  payment  methodology  I  think  is  an  im- 
portant first  step  for  determining  the  best  methods  for  reimbursing 
other  types  of  managed  care  options.  The  current  Medicare  pay- 
ment system  for  risk-based  HMOs,  known  as  the  average  per  cap- 
ita cost  method,  is  based  on  geographically  adjusted  Medicare  fee 
for  service  payments.  This  method,  however,  has  created  some 
problems. 

First,  there  has  been  an  ongoing  debate  concerning  whether 
Medicare  pays  HMOs  more  than  it  would  have  paid  if  enrollees  had 
remained  in  Medicare  fee  for  service.  The  argument  is  that  the  cur- 
rent payment  system  does  not  account  for  the  possibility  that 
healthier  beneficiaries  may  select  HMOs. 

Second,  the  current  payment  system  has  led  to  wide  geographic 
variations  in  payments  because  the  system  is  based  on  county  pay- 
ments. 

In  1993  monthly  capitation  payments  varied  from  a  low  of  $168 
to  a  high  of  $599. 

Today  we  will  hear  from  a  number  of  experts  on  this  important 
and  complicated  issue  and  I  look  forward  to  all  that  testimony  and 
would  yield  to  the  gentleman  from  California,  Mr.  Waxman. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman.  Today  as  we  continue 
our  series  of  hearings  on  the  Medicare  program,  we'll  hear  about 
problems  with  Medicare  payment  rates  for  managed  care.  I'm 
pleased  that  this  issue  will  be  discussed  from  a  variety  of  perspec- 
tives including  providers,  health  plans,  beneficiaries  and  Govern- 
ment. 

Obviously  we  will  hear  different  opinions  about  the  nature  of  the 
problem  and  how  these  problems  might  be  addressed.  We  will  hear 
about  changes  in  Medicare  managed  care  policies  including 
changes  in  payment  rates  and  development  of  incentives  for  in- 
creasing participation  both  by  health  plans  and  by  Medicare  bene- 
ficiaries. 

Our  witnesses  will  present  a  variety  of  options  for  change  which 
will  have  a  different  impact  on  the  Medicare  program  and  on  senior 
citizens. 

One  option  is  increasing  the  premiums  paid  by  Medicare  bene- 
ficiaries while  the  GAO  and  the  PPRC  talk  about  forcing  higher 
cost  plans  to  charge  higher  premiums.  On  the  surface  this  sugges- 
tion would  appear  to  be  a  penalty  for  those  higher  cost  plans  which 
will  make  them  less  competitive  in  the  marketplace,  but  worse  still 
this  approach  would  have  an  even  more  undesirable  effect  on  Medi- 
care beneficiaries. 

If  a  senior  citizen's  personal  physician  happens  to  be  in  such  a 
higher  cost  plan,  that  senior  under  this  type  of  approach  would  be 
forced  either  to  pay  more  to  keep  his  or  her  own  doctor  or  forego 
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the  services  of  that  long-time  family  doctor  and  find  another  physi- 
cian in  a  lower  cost  plan. 

We  will  hear  today  that  the  best  way  to  reduce  the  Government's 
costs  or  to  increase  beneficiary  enrollment  in  managed  care  plans 
would  be  to  increase  costs  to  beneficiaries  who  choose  to  stay  in  the 
traditional  fee  for  service  Medicare  program.  To  some  this  may 
sound  like  a  reasonable  option  but  I  urge  my  colleagues  to  keep  in 
mind  that  this  approach  raises  serious  questions  about  the  ability 
of  a  very  large  number  of  seniors  to  pay  such  additional  costs. 

For  example,  many  modest  income  seniors  now  have  their 
monthly  Medicare  premiums  paid  through  the  Medicaid  program. 
Under  the  Republican  plan,  this  apparently  will  no  longer  be  the 
case  In  addition,  we  know  that  the  majority  of  seniors  have  annual 
incomes  that  are  far  too  low  to  allow  them  the  flexibility  to  pay 
more  to  keep  their  doctor,  so  while  this  approach  may  be  portrayed 
as  preserving  choice  by  allowing  seniors  to  remain  in  fee  for  service 
plans  simply  by  paying  an  additional  amount,  the  grim  reality  is 
that  the  vast  majority  of  seniors  cannot  afford  to  pay  this  price  and 
thus  will  be  denied  choice. 

The  incredible  rationale  for  this  is  that  too  many  of  our  disabled 
citizens  and  too  many  of  our  poorest  and  sickest  elderly  aren't  cost 
conscious.  Our  senior  citizens  and  disabled  individuals,  some  will 
argue,  need  price  incentives  to  be  price  conscious  about  their  health 
care,  but  let  me  describe  for  you  a  real  life  Medicare  beneficiary. 

This  person  is  either  disabled  or  a  senior.  By  and  large  this  Med- 
icare beneficiary  is  not  financially  well  off.  In  fact,  in  1992  more 
than  three-quarters  of  Medicare  beneficiaries  reported  income  of 
less  than  $25,000.  More  than  80  percent  of  Medicare  spending  in 
1992  was  on  behalf  of  people  with  incomes  of  less  than  $25,000. 
This  person — this  mother,  grandfather  or  father,  will  spend  21  per- 
cent of  his  or  her  income  on  out-of-pocket  medical  costs.  I  don't 
know  about  you,  but  I  am  cost  conscious  about  how  I  spend  21  per- 
cent of  my  income.  This  person,  who's  income  is  less  than  $25,000, 
has  only  $20,  000  left  for  food,  clothing  and  shelter  after  spending 
21  percent  on  health  care. 

The  cost-savings  options  that  will  be  discussed  here  today  will  be 
dressed  in  appealing,  rational-sounding  coats  but  those  coats  of 
many  colors  cannot  cover  the  grim  reality  that  cuts  of  the  mag- 
nitude being  proposed  by  our  Republicans,  $270  billion,  will  have 
a  devastating  impact  on  Medicare  beneficiaries. 

Medicare  program  spending  simply  cannot  be  reduced  by  this 
much  without  destroying  a  system  upon  which  millions  of  Ameri- 
ca's disabled  people  and  senior  citizens  depend. 

Perhaps  some  will  say  we  should  not  rush  to  judgment,  that  we 
should  wait  to  see  the  details  of  the  Republican  proposals.  I  do  anx- 
iously await  these  details.  However  in  the  meantime  I  cannot  envi- 
sion a  so-called  Medicare  solution  that  will  not  break  our  contract 
with  America's  seniors. 

I  hope,  Mr.  Chairman,  as  I  have  said  before,  that  we  get  the  Re- 
publican plan  on  the  table  in  time  for  the  American  people  to  see 
it,  understand  it,  debate  it  and  be  able  to  give  us  their  guidance 
on  it.  Thank  you. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired.  The  chairman 
of  the  full  committee,  Mr.  Bliley,  for  an  opening  statement. 
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Mr,  Bliley.  Thank  you,  Mr.  Chairman.  I  am  pleased  to  partici- 
pate in  this  hearing  on  the  future  of  the  Medicare  program.  The 
focus  of  today's  hearing  will  be  on  the  current  payment  mechanism 
for  the  managed  care  program  permitted  under  Medicare,  the  risk 
contract  HMO  program. 

Currently  7  percent  of  Medicare  enrollees  are  in  risk-based 
HMOs.  This  option  provides  Medicare  beneficiaries  the  option  to 
enroll  in  HMOs,  all  of  which  must  offer  Medicare  covered  benefits 
and  many  of  which  offer  supplemental  benefits  such  as  prescription 
drugs. 

In  the  past  few  years  many  Americans  in  the  private  sector  have 
received  high  quality,  cost  effective  health  care  through  managed 
care.  Currently  however  Medicare  recipients  do  not  have  access  to 
the  innovative  health  care  options  that  all  other  Americans  have 
in  the  private  market.  Therefore,  one  of  our  primary  goals  in  re- 
forming Medicare  is  to  provide  these  same  innovative,  high  quality 
options  to  Medicare  beneficiaries  while  also  maintaining  the  cur- 
rent fee  for  service  system  as  a  viable  option. 

In  addition,  we  currently  have  an  entire  generation  of  individuals 
who  have  participated  in  managed  care  plans  and  we  certainly 
want  to  continue  to  give  them  the  opportunity  to  remain  in  such 
plans  if  they  choose  to  do  so. 

Today's  hearings  address  the  very  complex  methodology  called 
the  adjusted  average  per  capita  cost  that  we  currently  use  to  pay 
for  risk  contract  HMOs. 

During  the  past  several  years  there  have  been  a  number  of  stud- 
ies, particularly  the  Mathematica  study,  which  indicate  that  the 
AAPCC  methodology  is  flawed  in  that  the  value  of  the  capitated 
payments  Medicare  is  making  is  greater  than  the  value  of  the  serv- 
ices provided. 

Today  we  will  hear  testimony  from  expert  witnesses  to  determine 
if  we  should  modify  the  payment  methodology  for  capitated  plans. 
These  payment  issues  have  important  ramifications  for  how  the 
new  market  for  Medicare  options  will  be  structured. 

Most  important,  the  manner  in  which  Congress  addresses  this 
issue  will  have  an  enormous  impact  on  the  value  of  the  Medicare 
program  to  its  beneficiaries  now  and  in  the  future. 

I  look  forward  to  the  testimony  of  our  witnesses,  Mr.  Chairman, 
and  I  yield  back  the  balance  of  my  time. 

Mr.  Bilirakis.  I  thank  the  chairman,  and  now  recognize  for  an 
opening  statement,  the  gentleman  from  Pennsylvania,  Mr.  Green- 
wood. 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman.  I  didn't  prepare  an 
opening  statement  and,  in  fact,  do  not  have  one.  I  do  want  to  re- 
spond to  my  good  friend,  the  ranking  member  of  the  subcommittee, 
Mr.  Waxman,  who  in  his  closing  statement  of  his  opening  state- 
ment said  something  like  he  cannot  envision  a  Medicare  solution 
that  will  not  break  our  contract  with  America's  elderly. 

I  would  like  to  submit  that  if  the  other  side  is  not  prepared  or 
capable  of  envisioning  a  solution  to  this  problem,  then  I  guess  there 
is  not  a  lot  to  contribute.  We  don't  have  any  choice.  The  President 
has  accepted  that  fact.  I  think  it  is  clear  to  everyone  with  their 
eyes  open  in  this  country  that  we  have  a  problem  in  Medicare.  We 
have  to  be  able  to  envision  a  solution  that  does  not  break  our  con- 
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tract  with  the  elderly  and  some  of  us  are  prepared  to  roll  up 
sleeves  and  do  that. 

Mr.  Waxman.  Will  the  gentleman  yield? 

Mr.  Greenwood.  I  will  yield. 

Mr.  Waxman.  We're  prepared  to  roll  up  our  sleeves  to  work  with 
you  as  well,  but  let's  understand  what  the  problem  is.  It's  to  keep 
the  trust  fund  viable.  But  the  kind  of  cuts  that  are  being  called  for 
in  Medicare  are  far  greater  than  that  and  they  are  obviously  great- 
er than  that  because  the  Medicare  program  funds  are  going  to  be 
used  to  pay  for  a  tax  cut  and  for  deficit  reduction  and  that  seems 
to  me  the  wrong  way,  as  far  as  I  am  concerned,  to  go. 

Mr.  Greenwood.  Well,  reclaiming  my  time,  the  gentleman 
knows  that  no  one  is  talking  about  cuts.  We  are  talking  about  what 
we  can  do  about  the  rate  of  growth  in  the  cost  of  Medicare.  We 
need  to  do  that  because  as  the  trustees  of  the  program  have  clearly 
stated,  the  program  goes  broke  in  7  years.  So  again,  I  don't  think 
anyone  with  his  or  her  eyes  open  can  deny  the  fact  that  there  are 
very  serious  cost  escalation  problems  in  the  Medicare  program.  It 
is  incumbent  on  the  Congress  and  this  administration  to  respond 
to  that,  to  modernize  the  program  so  that  it  reflects  both  the  fiscal 
needs  of  the  country  as  well  as  the  health  needs  of  our  seniors.  I 
think  we  ought  to  be  able  to  work  together  in  a  bipartisan  fashion 
to  accomplish  that. 

I  yield  back  the  balance  of  my  time. 

Mr.  BlLlRAKlS.  I  thank  the  gentleman.  The  gentleman  from 
North  Carolina,  Mr.  Burr,  is  recognized  for  an  opening  statement. 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  I  would  like  to  ask  unani- 
mous consent  to  enter  my  remarks  into  the  record. 

Mr.  Bilirakis,  Without  objection,  the  written  opening  remarks  of 
all  members  of  the  committee  will  be  made  a  part  of  the  record. 

Mr.  Burr.  And  if  I  could,  Mr.  Chairman,  I  would  like  to  make 
some  remarks. 

Mr.  Bilirakis.  By  all  means. 

Mr.  Burr.  I  think  it  is  appropriate  as  we  talk  about  risk-based 
HMOs  that  I  just  had  a  private  sector  company  offer  a  plan  in  Win- 
ston-Salem. I  would  like  to  read  a  little  bit  of  the  article  that  was 
written  in  the  paper  about  this  first  plan  in  North  Carolina:  "Part- 
ners Health,  National  Health  Plans  of  North  Carolina,  the  plan 
tied  to  a  medical  hospital,  will  be  the  first  Health  Maintenance  Or- 
ganization in  the  State  to  enroll  old  and  disabled  people  on  Medi- 
care for  a  flat  fee.  Health  analysts  said  yesterday  that  the  plan 
should  eventually  save  money  for  Medicare  and  provide  more  com- 
plete insurance  coverage  for  Medicare  recipients.  Other  companies 
are  expected  to  follow.  Medicare  officials  have  been  trying  to  con- 
trol costs  for  more  than  10  years  through  similar  arrangements 
with  HMOs  across  the  country  but  the  movement  has  been  slow  to 
reach  North  Carolina.  The  idea  is  that  the  Government  can  save 
money  the  way  private  companies  do  by  paying  a  health  plan  a  flat 
monthly  fee  for  each  person  enrolled  in  this  plan. 

Chris  Conover,  a  health  policy  analyst  at  Duke  University,  said 
"I  think  there  is  no  question  that  you  will  see  more  of  this  in  Medi- 
care because  it  makes  a  lot  of  sense." 

Mr.  Chairman,  today  we  are  looking  at  something  that  is  not 
new.  We  have  been  trying  to  do  it  for  10  years.  What  alarms  me 
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is  that  after  talking  to  the  company  that  is  offering  this  plan  that 
will  save  the  taxpayers  of  this  country  money,  expand  the  coverage 
for  seniors  in  the  district  that  I  live  in,  is  the  fact  that  this  com- 
pany had  to  go  to  HCFA  and  solicit  the  opportunity  to  do  the  plan. 
If  we  are  truly  looking  for  solutions  to  the  Medicare  problem  today 
then  in  Washington  we  have  to  be  proactive  in  trying  to  move  some 
of  those  programs  through  the  system  so  that  the  information  we 
have  got  is  good. 

As  we  debated  Medicare  select  in  this  room  a  short  period  ago 
we  found  that  the  information  that  we  had  was  inconclusive.  It  was 
inconclusive  because  the  agency  in  charge  of  making  sure  in  five 
States  that  we  had  a  number  of  plans  up  was  late  in  approving  the 
plans. 

I  understand  what  my  colleague,  Mr.  Waxman,  is  saying.  We  all 
want  to  do  this  in  a  responsible  way.  We  no  longer  have  10  years 
to  make  it  work.  We  have  a  very  short  period  of  time  and  I  look 
very  forward,  Mr.  Chairman,  to  the  remarks  of  our  witnesses  today 
about  how  we  can  expand  quickly  not  only  risk-based  but  some  of 
the  cost-based  plans  that  are  out  there.  Thank  you.  I  yield  back. 

Mr.  Bilirakis.  And  I  thank  the  gentleman.  Dr.  Ganske  is  recog- 
nized for  an  opening  statement. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman,  for  calling  this  impor- 
tant hearing.  I  am  pleased  to  join  you  in  this  committee's  ongoing 
efforts  to  turn  the  Medicare  program  into  a  21st  century  health 
care  delivery  system. 

Many  critics  of  the  current  system  believe  that  the  current  fee 
for  service  structure  of  the  program  has  created  incentives  to 
overutilize  medical  goods  and  services.  The  result,  critics  argue, 
has  been  growth  in  the  program  that  outstrips  the  experience  of 
private  sector  managed  care  insurance  plans. 

A  number  of  our  colleagues  have  suggested  that  placing  more 
seniors  into  HMOs  and  other  managed  care  networks  will  save 
money  by  holding  down  utilization. 

I  have  a  number  of  concerns  about  the  ability  of  Medicare  man- 
aged care  to  provide  affordable  access  to  quality  health  care  for 
Medicare  beneficiaries.  Our  experience  with  the  Medicare  risk  pro- 
gram has  shown  that  participating  HMOs  tend  to  get  overpaid,  as 
they  have  attracted  senior  citizens  who  are  healthier  than  the  Med- 
icare population  as  a  whole. 

As  a  result,  despite  being  paid  only  95  percent  of  the  adjusted 
average  per  capita  cost,  Medicare  HMOs  have  realized  large  profits 
while  the  taxpayers  have  been  forced  to  foot  the  bill. 

Earlier  this  year  I  wrote  a  paper  which  outlined  this  and  other 
problems  which  Congress  must  face  before  moving  more  Medicare 
beneficiaries  into  managed  care. 

I  ask  unanimous  consent  that  a  copy  of  that  paper  be  inserted 
in  the  record. 

Mr.  Bilirakis.  Without  objection. 

[The  information  referred  to  follows:] 
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Medicare  Reform:  Short-term 
tourniquets  and  long-term  cures 

Greg  Ganske 
Member  of  Congress 
Fourth  District  of  Iowa 

June  9,  1995 

We  know  the  numbers.  The  explosive  growth  of  entitlement  programs  has  been  well 
documented.  The  most  recent  report  of  the  Medicare  Trustees  confirms  that  the  Hospital 
Insurance  Trust  Fund  will  spend  more  than  it  takes  in  next  year  and  will  be  bankrupt  early  in  the 
next  century.  By  law,  Medicare  is  barred  from  using  any  source  for  payment  of  hospital  benefits 
other  than  the  Trust  Fund. 

Strong  steps  must  be  taken  soon  to  ensure  that  the  Medicare  program  continues  to 
provide  quality,  affordable  health  care  to  senior  citizens  for  years  to  come.  We  can  look  at  short 
term  tourniquets.  If  we  do  everything,  if  we  place  a  freeze  on  prospective  payment  sytem  rates 
for  one  year,  eliminate  the  disproportionate  share  adjustment  for  hospitals,  reduce  direct 
payments  for  medical  education,  increase  the  deductible  for  Part  B  services  to  $150  and  index  it 
for  inflation,  increase  the  co-insurance  for  physicians'  services  to  25  percent,  collect  20  percent 
co-payments  for  home  health  and  skilled  nursing  facility  services,  collect  a  20  percent  co- 
payment  for  clinical  laboratory  services,  prohibit  Medigap  policies  from  covering  any  potion  of 
the  first  $1,500  of  an  enrollee's  co-payment  liability  each  year,  increase  the  Part  B  premium  to 
30%  of  program  costs,  and  freeze  physicians'  fees  for  one  year. . .  Congress  can  save  $148.6 
billion  between  now  and  2000.  The  consequences  of  these  cuts  in  terms  of  quality  and  services 
will  be  significant.  Even  so,  these  savings  would  be  a  long  way  from  the  $285  billion  needed  to 
put  Medicare  on  sound  financial  footing. 

These  stop-gap  measures,  as  difficult  as  they  will  be,  will  still  not  correct  the  long-term 
problems  facing  Medicare.  Expanding  revenue  may  delay  the  bankruptcy  date  of  Medicare,  but 
only  for  a  short  time.  Unless  we  make  major  structural  changes  in  Medicare,  we  are  merely  re- 
arranging deck  chairs  on  the  Titanic.  And  to  do  so,  we  must  solve  the  fundamental  problem  in 
health  care:  the  disconnect  between  health  care  recipients  and  health  care  spending. 


Maxim  #1 :  Expansion  of  Third-Party  Payment  is  the 
Source  of  the  Health  Care  Crisis   


The  key  to  decreasing  health  care  costs  is  to  decrease  over-utilization  of  services  by 
expanding  choices  and  personal  responsibility.  The  health  care  delivery  systems  in  place 
today  strip  consumers  of  incentives  to  constrain  spending.  This  is  true  for  fee-for-service  as  well 
as  managed  care.  In  providing  employees  and  the  elderly  with  generous  health  care  benefits  paid 
for  by  third  parties,  we  have  shielded  health  care  consumers  from  the  true  costs  of  the  system. 
Deductibles  and  co-payments  represent  only  a  fraction  of  total  health  care  costs.  Contrary  to 
what  most  seniors  think,  the  Medicare  Part  B  premium  covers  only  25  percent  of  program  costs. 
The  health  care  benefits  provided  by  employers  are  generally  tax-free  and  are  effectively 
"hidden"  income  to  employees. 

The  phenomenon  of  third  party  payment  in  health  care  delivery  is  relatively  new.  Prior  to 
1940,  most  people  paid  for  their  own  health  care.  During  the  Second  World  War,  wages  were 
subject  to  strict  government  controls,  so  employers  attracted  labor  by  offering  health  insurance  as 
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a  non-wage  fringe  benefit.  This  policy  encouraged  employers  to  offer  their  workers  excessive 
coverage,  which  eliminated  individuals  from  sharing  in  the  costs  of  their  health  care  and  resulted 
in  extensive  over-utilization  of  medical  goods  and  services.  Between  1960  and  1990, 
individuals'  out-of-pocket  expenses  for  health  care  dropped  from  50  percent  of  total  costs  to 
barely  20  percent.  The  dominance  of  third-party  payers  (whether  insurance  companies, 
businesses,  or  the  government)  insulated  individuals  from  the  true  economic  costs  of  their  health 
care  decisions,  destroying  their  incentives  to  be  cost-conscious  consumers  of  health  care. 

Because  health  insurance  is  the  primary  method  by  payment  for  health  care,  it  is  the 
insurer  and  not  the  patient  who  is  the  consumer  of  health  care.  Third  party  payment  so 
dominates  health  care  delivery  in  this  nation  that  treatments  are  given  in  response  to  insurance 
company  bureaucrats,  rather  than  decisions  reached  by  patients  in  consultation  with  their  doctors. 
As  the  National  Center  for  Policy  Analysis  argued,  "in  many  places,  a  hospital  must  receive 
telephone  approval  from  a  third-party  bureaucrat  before  admitting  a  patient.  The  person  giving 
or  denying  the  approval  has  not  met  or  examined  the  patient.  The  decision  is  based  on  a  cost- 
benefit  analysis  using  statistical  averages,  with  little  or  no  room  for  the  nonaverage,  abnormally 
sick  patient.  These  decisions  can  have  life  or  death  consequences." 

First-dollar  coverage  leads  to  over-utilization  and  higher  overall  health  care  costs. 

Under  the  current  system,  health  care  consumers  are  relatively  indifferent  to  the  cost  of  the  care 
they  receive.  Most  consumers  would  never  know  if  the  flu  shot  they  receive  each  year  cost  their 
insurance  company  $4  or  $40.  And  those  that  do  know  probably  wouldn't  care.  At  a  meeting  of 
the  Jackson  Hole  Group,  one  participant  observed  that  if  people  bought  cars  under  the  same 
scheme  as  they  buy  health  care,  everyone  would  purchase  a  new  Cadillac  every  year.  The 
Congressional  Budget  Office  agreed  that  consumers  do  not  internalize  the  costs  of  their  health 
care,  breaking  down  the  "normal  discipline  of  the  marketplace."  The  continuing  rapid  growth  of 
medical  costs  can  only  be  slowed  if  we  enact  fundamental  changes  which  encourage  consumers 
to  lower  utilization  of  unnecessary  services  and  pressure  doctors  and  hospitals  to  compete  on  the 
basis  of  price  and  quality. 

A  historical  review  of  health  care  costs  bears  out  the  breakdown  of  the  marketplace 
resulting  from  third-party  payment.  Data  provided  by  the  Health  Insurance  Association  of 
America  reveals  that  health  care  cost  growth  between  1965  and  1990  has  been  much  steeper  in 
those  fields  where  third  parties  pay  a  greater  share  of  total  expenses.  For  example, 
hospitalization  costs,  75  percent  of  which  are  paid  for  by  third  parties,  increased  by  350  percent. 
Costs  for  drugs  and  dental  care,  which  enjoy  relatively  low  rates  of  third-party  payment, 
increased  by  150  percent  over  the  same  period.  This  pattern  points  to  one  conclusion:  when 
consumers  pay  a  greater  share  of  their  actual  health  care  costs,  health  care  inflation  is  kept  in 
check. 

Third  party  contribution  rates  for  different  classes  of  service  also  drive  up  health  care 
costs  by  skewing  market  choices.  The  CATO  Institute  reported  that  doctors  and  patients  are 
more  likely  to  choose  expensive  in-patient  surgery  to  less  costly  but  equally  effective  treatments 
which  have  higher  co-payments.  The  National  Center  for  Policy  Analysis  estimates  that  this 
phenomenon  increases  national  health  spending  by  $140  billion  each  year. 

Continued  reliance  on  third-party  payers  providing  first-dollar  coverage  will  lead  to 
rationing  of  health  care  services.  As  we  move  into  the  twenty-first  century,  the  advancing  pace 
of  technology  and  an  aging  population  will  force  us  to  choose  between  meeting  our  balanced 
budget  goals  and  providing  patients  with  all  the  care  they  want.  The  current  rates  of  growth  in 
overall  health  care  expenditures  are  not  sustainable,  especially  as  the  baby  boomers  move  into 
retirement.  Any  realistic  examination  of  the  projected  growth  of  federal  health  care  expenditures 
reveals  the  enormous  budget  deficits  facing  the  system  in  the  not-too-distant  future.  Lacking  the 
financial  resources  to  provide  every  retiree  with  all  the  health  care  they  want  will  lead  us  to  some 
form  of  health  care  rationing.  We  can  euphemistically  refer  to  this  problem  as  "choices"  but 
cannot  escape  its  eventuality. 
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Congress  has  a  number  of  options  to  reign  in  the  growth  of  health  spending.  We  can  bury 
our  heads  in  the  sand  until  the  crisis  materializes  and  then  rely  on  government  bureaucrats  to 
make  these  "choices."  President  Clinton's  health  plan  stood  on  two  principles,  price  controls  and 
bureaucracy.  If  the  election  of  1994  stood  for  one  thing,  it  represented  the  American  people's 
recognition  that  Washington  bureaucrats  don't  solve  problems,  they  create  them. 

A  second  forum  for  making  these  "choices"  might  be  through  private  insurance 
companies.  A  number  of  policy  makers  and  academics  have  cited  the  potential  of  managed  care 
to  generate  significant  savings  from  Medicare  and  slow  the  rate  of  growth  of  the  program. 
Managed  care  is  premised  on  the  notion  that  effective  case  review  can  lower  overall  health  care 
costs  without  affecting  the  quality  of  care  delivered.  But  studies  have  consistently  shown  that 
Medicare  managed  care  programs  do  not  save  the  government  money  and  do  little  to  address  the 
long-term  problems  facing  the  Medicare  program. 


Maxim  #2:  Don't  Count  on  Savings  from 

Managed  Care...  Setting  an  Impossible 
Deficit  Reduction  Target  for  Medicare  will 
Doom  the  Goal  of  Balancing  the  Budget 

The  concept  of  employing  utilization  review  and  case  management  to  prevent  the  over- 
use of  expensive  medical  services  is  appealing.  The  traditional  philosphy  of  HMOs  was  summed 
up  by  an  HMO  manager  several  years  ago:  "Patients  do  what  their  doctors  tell  them  to  do; 
therefore,  if  you  tell  doctors  how  to  practice  medicine,  you  can  cut  costs  (WSJ.  May  2, 1995)." 
But  the  ability  of  managed  care  to  save  money  and  protect  the  health  status  of  the  elderly  is  open 
to  serious  question.  Managed  care  tends  to  save  money  by  forcing  discounts  by  providers, 
savings  that  Medicare  cannot  capture.  And  alarmingly,  every  study  of  the  Medicare  HMO 
(Health  Maintenance  Organization)  program  has  concluded  that  the  use  of  managed  care  has  cost 
the  federal  government  several  hundred  million  dollars.  There  is  no  evidence  that  expansion  of 
managed  care  will  yield  different  results.  There  are  also  limits  to  the  ability  of  HMOs  to  expand, 
as  nearly  one  in  three  Americans  live  in  rural  areas  that  do  not  contain  adequate  population  to 
sustain  effective  HMO  competition.  Finally,  the  drive  to  hold  down  costs  may  threaten  the 
health  of  senior  citizens  enrolled  in  the  program. 

MANAGED  CARE  LOSES  MONEY  BECAUSE  OF  SELECTION  PROBLEMS 
AND  "CHERRY  PICKING" 

Managed  care  will  only  be  selected  by  the  healthy.  Experience  under  the  Medicare 
risk  contract  program  confirms  that  the  elderly  are  smart  consumers.  The  young  and  the  healthy 
elderly  enjoy  the  expanded  benefits  of  managed  care,  while  older  and  sicker  beneficiaries  tend  to 
remain  in,  or  opt  into,  fee-for-service  medicine.  In  reviewing  the  Medicare  Risk  program, 
Mathematica  Policy  Research  concluded  that "...  beneficiaries  with  chronic  health  problems  are 
less  likely  than  those  in  good  health  to  change  doctors  or  give  up  their  freedom  to  use  the 
primary  care  physicians,  specialists,  and  hospitals  of  their  choice." 

In  testimony  before  the  Senate  Budget  Committee  in  February  of  this  year,  the 
Congressional  Budget  Office  (CBO)  agreed  that  "HMOs  attract  healthier  members  of  the 
Medicare  population.  There  may  also  be  a  tendency  for  HMO  enrollees  to  switch  to  the  fee-for- 
service  alternative  when  severe  health  problems  arise."  This  sort  of  favorable  selection  holds 
down  the  managed  care  plans' expenses  but  can  result  in  major  losses  to  the  Medicare  program. 

Medicare  Risk  plans  actively  pursue  favorable  selection.  Many  Medicare  HMOs  have 
been  marketed  to  younger  and  relatively  more  healthy  senior  citizens.  There  are  stories,  for 
instance,  of  HMOs  placing  their  offices  up  a  flight  of  stairs  to  prevent  more  frail  elderly  from 
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enrolling  in  the  HMO.  Others  do  their  marketing  at  malls  and  public  places  generally  frequented 
by  more  healthy  retirees.  HMOs  using  tools  like  these  have  guaranteed  themselves  favorable 
selection. 

Some  efforts  to  engage  in  favorable  selection  run  counter  to  the  law.  In  March  of  1995, 
the  Inspector  General  of  the  Department  of  Health  and  Human  Services  reported  that  more  than 
40%  of  Medicare  HMO  enrollees  were  asked  about  their  health  status  prior  to  joining  the  HMO. 
This  practice  is  not  permitted  under  current  law.  Even  more  alarming,  the  Inspector  General's 
report  indicated  that  a  small,  but  significant  percentage  of  those  seeking  to  join  HMOs  were 
given  a  pre -enrollment  physical.  This  is  a  clear  violation  of  law  and  an  example  of  the  effort  to 
engage  in  favorable  selection  by  managed  care  companies. 

Experience  has  shown  that  once  they  become  sick,  HMO  risk  participants  tend  to 
disenroll  from  the  program,  an  option  which  they  may  exercise  at  any  time.  Again,  this  reduces 
the  HMO's  costs  and  drives  up  costs  in  the  Medicare  fee-for-service  program.  There  is  also  an 
incentive  for  HMOs  to  limit  access  to  care  for  older  and  sicker  enrollees,  thereby  encouraging 
them  to  disenroll.  Thus,  the  sicker  Medicare  beneficiaries  return  to  the  fee-for-service  pool, 
relieving  the  HMO  of  realizing  costs  associated  with  providing  that  patient  with  the  advanced 
services  and  equipment  necessary. 

A  comprehensive  study  of  the  Medicare  Risk  program  for  the  Health  Care  Financing 
Administration  (HCFA)  confirmed  the  prevalence  of  favorable  selection  in  the  Medicare  Risk 
program.  Mathematica  Policy  Research  concluded  that,  "About  two-thirds  of  the  98  risk  plans 
examined  experienced  clearly  favorable  selection  according  to  this  measure,  and  the  other  one- 
third  experienced  slightly  favorable  or  neutral  selection.  None  of  the  plans  experienced  negative 
selection  (Emphasis  added)." 

Favorable  selection  has  cost  Medicare  hundreds  of  millions  of  dollars.  Under  the 
Medicare  Risk  program,  participating  plans  are  paid  95  percent  of  the  Adjusted  Average  Per 
Capita  Cost  (AAPCC)  for  each  enrollee.  The  AAPCC  is  intended  to  represent  the  average 
annual  costs  which  Medicare  expends  for  each  beneficiary  in  a  given  geographic  area.  Relatively 
young  and  healthy  seniors  tend  to  have  actual  medical  expenses  lower  than  the  AAPCC  in  their 
area.  As  a  result,  the  95  percent  capitated  payment  far  exceeds  the  costs  which  Medicare  would 
have  spent  if  enrollees  had  remained  in  fee-for-service.  The  amount  of  the  over-payment  is  open 
to  question,  with  studies  putting  the  figure  as  high  as  28  percent.  The  Mathematica  study 
concluded  that  HCFA  paid  HMOs  5.7  percent  more  than  it  would  have  otherwise  spent  had  all 
HMO  enrollees  remained  in  fee-for-service.  The  report  concluded  that  in  the  month  of  June 
1992  alone,  Medicare  spent  $31  million  more  in  capitation  payments  than  would  have  been  spent 
in  fee-for-service  medicine.  This  represents  approximately  $22  per  beneficiary  per  month  in 
excess  capitation  payments.  If  this  figure  remained  constant  at  5.7  percent  1993,  the  Medicare 
HMO  program  cost  the  American  taxpayers  more  than  $410  million  dollars.  If  the  28%  figure  is 
accurate,  1993  losses  on  the  risk  program  exceeded  $2  billion. 

The  problem  of  favorable  selection  will  spiral  and  further  drive  up  the  AAPCC,  thus 
increasing  capitated  payments  and  Medicare's  losses.  As  a  1994  General  Accounting  Office 
(GAO)  Report  explained, "...  as  more  healthy  beneficiaries  join  HMOs,  the  Medicare  fee-for- 
service  population  on  average  becomes  sicker,  driving  up  Medicare's  average  cost  of  treating  fee- 
for-service  patients.  When  this  average  cost  rises,  so  does  the  capitation  rate  HCFA  pays  to  risk 
contract  HMOs."  Favorable  selection  in  the  Medicare  HMO  program  enriches  the  managed  care 
plans  and  frustrates  Medicare's  efforts  to  use  managed  care  to  save  money. 

Savings  are  impossible  without  advanced  payment  methodology.  Selection  problems 
will  continue  unless  Medicare  devises  a  payment  formula  which  properly  factors  in  the  health 
status  of  enrollees.  In  fact,  HCFA  Administrator  Bruce  Vladeck  has  indicated  that  at  this  time, 
"Our  payment  methodology  is  so  primitive  that  it  doesn't  save  any  money."  The  Physician 
Payment  Review  Commission  cautioned  Congress  against  further  expansion  of  the  risk  program 
until  the  HMO  payment  methods  more  accurately  reflect  Medicare's  costs. 
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Given  the  limitations  of  a  program  serving  more  than  30  million  individuals,  the  General 
Accounting  Office  concluded  that  HCFA  is  not  likely  to  develop  a  payment  adjustment  formula 
to  eliminate  favorable  selection.  In  a  1994  report,  the  GAO  concluded  that,  "no  operational  risk 
adjuster  will  contain  sufficient  information  to  eliminate  favorable  selection  entirely.  So  long  as 
the  HMO  has  more  information  on  individual  beneficiaries  than  can  be  captured  by  the  risk 
adjuster,  the  HMO  will  have  an  opportunity  to  create  favorable  selection."  Although  the  GAO 
has  engaged  in  extensive  review  of  this  subject,  there  is  no  indication  that  they  have  developed  a 
new  payment  methodology  that  eliminates  the  problem  of  favorable  selection. 

Managed  care  plans  unable  to  employ  favorable  selection  will  drop  out  In  reviewing 
the  experience  of  plans  participating  in  the  HMO  Risk  program,  Mathematica  Policy  Research 
pointed  out  the  paradox  facing  HCFA.  Plans  making  money  will  stay  in  the  pool  and  cost  HCFA 
millions.  Those  losing  money  will  simply  drop  out  "In  particular,  if  enrollees  are  healthier  on 
average  than  other  beneficiaries  (that  is,  if  the  HMOs  experience  'favorable  selection'),  the 
program  will  save  less  than  the  intended  5  percent  and  may  actually  increase  costs  to  HCFA.  If 
HMOs  experience  'adverse  selection,1  HCFA  will  save  more  than  5  percent  but  risk  plans  may 
lose  money  and  drop  out  of  the  program."  The  1995  Annual  Report  of  the  Physician  Payment 
Review  Commission  reached  a  similar  conclusion,  finding  that  "enrollment  rates  rose  an 
estimated  3.4  percent  for  every  percentage  point  increase  in  AAPCC  levels." 

Selection  problems  are  particularly  acute  among  the  elderly.  Health  care  costs  are 
not  spread  evenly  over  the  population.  A  1991  analysis  of  the  managed  care  industry  by  Health 
Care  Financing  Review  estimated  that  the  sickest  5  percent  consume  as  much  as  50  percent  of 
the  health  care  dollars.  Moreover,  most  Medicare  retirees  consume  a  significant  portion  of  their 
life-time  health  care  expenses  during  the  final  six  months  of  life. 

Given  the  tremendous  costs  incurred  in  caring  for  even  a  few  very  sick  Medicare 
enrollees,  even  a  slightly  favorable  selection  bias  can  save  an  HMO  hundreds  of  thousands  of 
dollars  in  profits.  As  structured,  Medicare  will  over-pay  managed  care  to  heal  the  healthy  and 
then  be  forced  to  swallow  the  costs  of  the  older  and  sicker  who  return  to  fee-for-service  in  the 
later  stages  of  life.  Again,  this  will  prevent  the  HMO  program  from  meeting  its  goal  of  reducing 
Medicare  spending. 

Expanded  enrollment  will  not  prevent  favorable  selection.  Some  analysts  have 
suggested  that  as  participation  rates  in  the  Medicare  risk  program  increase,  it  will  be  more 
difficult  for  HMOs  to  take  advantage  of  favorable  selection.  Evidence,  however,  points  to  the 
opposite  conclusion.  Last  year,  the  GAO  concluded  that  "favorable  selection  is  not  likely  to 
disappear  once  larger  numbers  of  Medicare  beneficiaries  are  enrolled  in  HMOs."  Expansion  will 
only  exacerbate  the  effect  of  HMO  enrollment  of  healthy  seniors  and  disenrollment  of  those  who 
have  become  older  and  sicker. 

Congress  should  not  undermine  personal  choice  and  freedom  by  mandating  managed  care 
enrollment  The  very  essence  of  freedom  in  America  is  individual  responsibility.  We  would 
betray  the  values  that  make  this  country  great  by  compelling  senior  citizens  to  join  managed  care 
plans.  But  mandates  can  be  overt  or  subtle— a  product  can  be  so  priced  as  to  leave  no  choice  for 
the  consumer. 

In  February  of  this  year,  Dr.  William  Roper,  the  former  Adrninistrator  of  HCFA  and: 
current  Vice-President  of  the  Prudential  Health  Care  System  told  the  Ways  and  Means 
Committee  that  "I  oppose  forcing  older  Americans  to  leave  traditional  Medicare  in  favor  of 
private  health  plans.  What  I  do  support  is  offering  them  choice,  and  making  it  easier  for  them  to 
exercise  that  choice."  Current  HCFA  Aa^ninistrator  Bruce  Vladeck  echoed  those  comments  at 
the  same  hearing,  noting  that,  "Medicare  beneficiaries  themselves  must  determine  the  pace  of 
their  movement  to  managed  care.  The  emphasis  must  be  on  choice  (emphasis  in  original)." 

HMOS  CURRENTLY  LACK  THE  CAPACITY  TO  SERVE  THE  ENTIRE  NATION 

HMOs  lack  the  infrastructure  to  expand  in  many  areas  of  the  country.  Even  HMO 
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proponents  have  acknowledged  that  up  to  one-third  of  the  American  people  live  in  areas 
"unsuited  to  HMOs."  The  Mathematica  study  indicated  that  70%  of  the  Medicare  HMO 
population  is  concentrated  in  IS  plans.  But  in  1991,  only  one  Medicare  HMO  served  rural  areas. 
A  study  published  in  the  New  England  Journal  of  Medicine  concluded  that  communities  with 
less  than  1 80,000  people  may  be  too  small  to  support  effective  competition  among  HMOs.  At 
this  time,  29%  of  the  population  lives  in  metropolitan  areas  deemed  too  small  to  support 
effective  competition  among  managed  care  providers. 

HMOs  are  unable  to  expand  rapidly  enough  to  accommodate  all  seniors. 
Recognizing  these  infrastructure  shortcomings,  Karen  Ignani,  President  of  the  Group  Health 
Association  of  America,  urged  Congress  to  proceed  slowly  in  any  move  toward  managed  care. 
As  the  head  of  the  largest  group  of  HMOs,  she  argued  that,  "In  moving  toward  our  vision  for  the 
future  of  this  program,  we  ask  that  Congress  proceed  in  a  planned,  staged  manner,  and  monitor 
and  make  changes  as  we  go  along.  The  'big  bang'  theory  of  implementation  simply  will  not  work, 
and  will  do  a  great  disservice  to  the  program  (Emphasis  added)." 

HCFA  Administrator  Bruce  Vladeck,  cautioned  that  "[the]  movement  to  managed  care 
cannot  outpace  the  capacity  of  managed  care  plans  to  serve  large  numbers  of  new  enrollees, 
particularly  those  with  the  expensive  and  special  health  needs  of  the  Medicare  population." 

~  With  analysts  on  both  sides  of  the  political  spectrum  forecasting  the  approaching 
bankruptcy  of  the  Medicare  Trust  Funds,  we  should  be  cautious  about  the  ability  of  HCFA  to 
immediately  move  large  numbers  of  seniors  into  managed  care.  Although  the  infrastructure  for 
expanding  Medicare  managed  care  is  developing,  it  is  not  possible  to  make  this  shift  as  rapidly  as 
some  proponents  of  managed  care  would  like.  Unable  to  move  large  numbers  of  the  elderly  into 
HMOs  immediately,  we  cannot  expect  managed  care  to  generate  significant  budgetary  savings. 


HMOs  UNLIKELY  TO  EXPAND  INTO  AREAS  WITH  LOW  AAPCC  RATES 

Medicare  costs  vary  from  region  to  region.  It  is  well  known  that  the  cost  of  medical 
services  vary  significantly  across  the  nation.  The  prices  of  utilities,  supplies,  equipment,  support 
staff,  and  doctors  range  widely.  The  AAPCC  was  developed  to  reflect  the  variances  in  the  cost 
of  medicine.  But  the  AAPCC  does  not  just  vary  between  big  cities  and  small  towns.  According 
to  the  General  Accounting  Office,  Medicare's  HMO  payment  rate  in  Montgomery  County, 
Maryland  is  28  percent  lower  than  the  rate  in  neighboring  Prince  George's  County,  Maryland. 

AAPCC  rates  are  lower  in  areas  that  hold  down  their  costs.  Small  towns  and  rural 
areas  have  traditionally  held  down  health  care  inflation.  Through  a  combination  of  more 
effective  case  management  and  prudence  in  charges  billed  to  Medicare,  these  areas  have 
experienced  lower  growth  in  their  AAPCC  payments.  Our  current  payment  system  punishes 
them  for  doing  a  good  job. 

HMOs  are  not  likely  to  expand  to  areas  with  low  AAPCC  rates.  Managed  care  is 
profitable  only  when  their  average  costs,  including  administrative  overhead,  are  lower  than  the 
AAPCC  for  an  area.  HMOs  have  been  reluctant  to  expand  into  areas  with  low  AAPCC  rates. 
Bill  Gradison,  President  of  the  Health  Insurance  Association  of  America  remarked  that,  "there 
are  many  other  parts  of  the  country  in  which  beneficiaries  do  not  have  access  to  Medicare 
managed  care  plans  because,  in  large  part,  potential  sponsors  doubt  that  it  is  financially  feasible 
for  them  to  establish  a  plan  and  provide  the  required  benefits."  As  a  result  of  the  lower  payment 
rates,  the  GAO  concluded  that  HMOs  are  discouraged  from  signing  or  renewing  risk  contracts. 
The  problem  is  particularly  acute  in  rural  areas,  because  the  low  population  may  be  insufficient 
to  spread  the  fixed  and  other  administrative  costs  of  a  Medicare  risk  contract. 

Managed  care  will  only  expand  into  these  rural  areas  if  capitation  payments 
increase.  HMOs  and  other  managed  care  plans  have  shown  themselves  to  be  exceedingly  good 
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business  planners.  As  commercial  ventures,  they  have  shown  little  interest  in  serving  regions 
with  low  AAPCC  rates.  To  entice  them  to  further  expand,  HCFA  would  have  to  raise  the 
AAPCC  rates  in  some  parts  of  the  nation  or  raise  the  capitated  payment  from  its  current  95% 
level.  Either  option  presents  a  serious  challenge  to  any  deficit  reduction  goals. 

TOO  FEW  DOCTORS  ARE  PROPERLY  TRAINED  TO  EFFECTIVELY 
IMPLEMENT  MANAGED  CARE 

For  managed  care  to  work,  the  HMO  must  employ  highly  skilled  primary  care  providers. 
The  gatekeeper  doctor  must  control  costs  without  cutting  quality  and  must  know  when  to  refer 
patients  to  specialists.  But  even  HMO  officials  acknowledge  that  the  current  training  level  of 
primary  care  providers  is  not  adequate  to  affect  significant  savings  in  managed  care.  In  a  1993 
survey  by  the  Group  Health  Association  of  America,  5 1  percent  of  responding  HMOs  considered 
family  practice  doctors  and  general  practice  doctors  poorly  prepared  for  managed  care.  Sixty- 
two  percent  had  the  same  concerns  about  pediatricians,  75  percent  about  general  internists,  and 
76  percent  about  primary  care  obstetrician/gynecologists  (cited  in  Medical  Economics,  April  11, 
1994). 

The  lack  of  primary  care  physicians  trained  to  maximize  managed  care  savings  will 
seriously  limit  the  ability  of  Medicare  HMOs  to  hold  down  the  health  care  costs  of  the  elderly. 
These  gatekeeper  doctors  may  be  unaware  of  simple  treatments  which  a  specialist  could  provide 
quickly  and  cheaply.  Moreover,  in  an  effort  to  fulfill  their  obligations,  gatekeepers  may  try  to 
manage  cases  too  long  or  that  are  beyond  their  level  of  expertise.  By  denying  access  to  specialty 
care,  these  well-meaning  doctors  could  drive  up  overall  medical  spending. 

MANAGED  CARE  DOES  NOT  REDUCE  THE  GROWTH  OF 
HEALTH  CARE  EXPENSES 

Managed  care  produces  savings  by  obtaining  price  discounts.  The  large  size  of  most 
HMOs  permits  them  to  save  money  by  forcing  hospitals  and  doctors  to  accept  lower  payments. 
As  HMOs  obtain  greater  market  share  and  market  power,  providers  are  all  but  forced  to  accept 
cuts  in  their  reimbursement  for  services  provided.  The  savings  do  not  reflect  a  more  efficient  use 
of  medical  resources  or  a  slowing  in  the  rate  of  health  care  inflation. 

The  experience  of  Medicare  SELECT  confirms  that  managed  care  saves  money  through 
discounting.  Bruce  Vladeck  testified  that, ". . .  the  lower  Medigap  premiums  in  Medicare 
SELECT  are  generally  the  result  of  hospital  discounting  arrangements  rather  than  the  active 
management  of  care  or  the  efficiency  of  the  SELECT  networks." 

As  managed  care  expands,  there  is  no  one  left  to  bear  the  cost  shifts.  Managed  care 
has  been  profitable  because  providers  can  make  up  losses  by  cost  shifting.  Kenneth  Sperling,  a 
health  care  consultant  agreed  that,  "discounts  can  only  be  a  short  term-solution."  He  concludes 
that  once  everyone  is  receiving  these  discounts,  the  advantage  of  managed  care  disappears.  A 
1992  CBO  Staff  Memorandum  agreed  that, "...  it  cannot  be  assumed  that  further  growth  of 
managed  care  would  reduce  either  the  level  or  the  rate  of  increase  of  system-wide  health 
spending." 

Managed  care  savings  are  one-time  only  and  will  not  reduce  the  long-term  rates  of 
growth  in  the  Medicare  program.  Employers  shifting  their  work-force  into  managed  care  have 
been  disappointed  to  find  that  after  seeing  some  savings  in  the  first  year,  their  health  care  costs 
continue  to  rise  as  fast  as  ever.  According  to  the  General  Accounting  Office,  "employers  have 
found  that  one-time  reductions  in  cost  growth  accrue  with  managed  care  but  that  rapidly  growing 
health  care  costs  resume  in  future  years."  A  historical  review  of  the  private  market  confirms  the 
substantial  anecdotal  evidence.  A  1993  GAO  report  found  that  HMOs,  Preferred  Provider 
Organizations  (PPOs),  and  indemnity  plans  experienced  markedly  similar  rates  of  policy 
premium  growth  from  1987  to  1992. 
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The  CBO  has  also  pointed  out  that  comparisons  of  premium  growth  rates  tend  to  over- 
state the  savings  of  managed  care  by  ignoring  the  effect  of  out-of-pocket  costs.  In  its  1994 
update  on  managed  care,  the  CBO  contended  that,  "a  valid  comparison  of  costs  among  plans 
must  look  at  total  costs,  including  patients'  out-of-pocket  costs  for  services  that  are  typically 
covered.  Because  slower  growth  of  premiums  for  HMOs  in  recent  years  has  been  at  least 
partially  offset  by  higher  growth  in  HMO  enrollees*  out-of-pocket  costs  for  services,  one  cannot 
conclude  that  total  costs  per  HMO  enrollee  have  grown  less  rapidly  than  costs  per  enrollee  in 

[fee-for-service]  plans  [The]  prudent  assumption  to  make  is  that  the  rate  of  growth  in  costs 

is  about  the  same  (emphasis  added)." 

Even  the  highly  touted  reductions  in  health  care  expenditures  last  year  were  not  caused  by 
effective  case  management.  Instead,  large  employers  were  able  to  hold  down  their  health  care 
costs  in  1994  by  cutting  benefits  to  their  employees.  According  to  the  March,  1995  edition  of 
Business  and  Health,  "Employers  got  costs  down  by  shifting  millions  of  workers  (about  10 
percent  of  all  employees)  into  cheaper  plan  types  and  by  carving  out  some  of  the  costliest  parts 
of  their  benefit  packages-covering  such  things  as  mental-health  care,  presc  ription  drugs,  and 
substance  abuse  treatment- for  separate,  heavily  discounted  contracts." 

There  is  evidence  that  a  shift  of  seniors  into  managed  care  may  produce  jome  one-time 
savings  through  discounting  for  the  managed  care  companies.  But  Medicare  will  not  share  in  the 
savings  and  will  actually  lose  hundreds  of  millions  of  dollars  in  excess  payments  in  the  Medicare 
risk  program.  Moreover,  the  move  to  managed  care  will  not  correct  the  long-term  growth 
problems  in  Medicare  which  threaten  its  financial  future. 

Discounting  drives  out  competition  and  may  lead  to  higher  prices.  HMOs  have 
prospered  in  areas  where  there  is  a  significant  population  base  and  where  they  can  command  the 
market  power  necessary  to  force  providers  to  discount  services.  As  discussed  above,  discounting 
is  the  primary  way  in  which  managed  care  "affects  savings."  In  the  long-run,  however,  this  leads 
to  a  concentration  of  market  power  and  drives  out  many  competitors.  Minnesota,  which  has  one 
of  the  highest  HMO  participation  rates  in  the  country,  has  seen  the  health  care  market  turn  into 
an  oligopoly.  Since  1982,  nearly  all  of  the  hospitals  in  the  Minneapolis-St.  Paul  area  have 
merged  into  three  chains,  destroying  what  little  competition  existed  among  the  hospitals. 

The  same  is  true  in  Iowa.  To  compete  with  the  big  insurance  company  HMOs,  hospitals 
have  banded  together  into  two  vertically  integrated  health  care  delivery  networks.  The  result  for 
consumers  will  be  a  loss  of  choice  and  even  less  competition  in  the  health  care  field  on  the  basis 
of  price  and  quality. 

PREDICTIONS  OF  LARGE  SAVINGS  BASED  ON  INACCURATE  METHODOLOGY 

It  is  difficult  to  measure  the  impact  of  various  health  care  delivery  schemes.  Utilization 
review  advocates  often  over-state  the  benefits  of  managed  care.  This  over-statement  can  result 
from  doctors  who  request  more  care  than  a  patient  will  really  need,  knowing  that  the  review  will 
slice  that  request.  The  August,  1992  edition  of  Consumer  Reports  explained  the  practice  this 

way: 

Doctors  may  routinely  request  more  days  than  they  expect  to  need  for  a  given  patient,  just  to  be  on  the  safe 
side  in  case  of  a  complication.  For  example,  a  surgeon  whose  gall-bladder  patients  stay  an  average  of  four 
days  may  request  six  days,  knowing  that  the  review  firm  will  approve  only  four.  When  that  happens,  the 
two  extra  days  are  reported  as  savings,  though  the  patient  would  have  stayed  only  four  days  anyway. 

Such  speculative  methods  of  calculating  savings  therefore  significantly  over-state  the 
financial  benefits  of  managed  care.  Scientific  reviews  have  generally  found  that  expansion  of 
managed  care  will  not  save  money.  In  fact,  reviews  by  HCFA,  CBO,  and  GAO  all  conclude  that 
the  Medicare  managed  care  program  is  costing  the  federal  government  hundreds  of  millions  of 
dollars  each  year. 
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THE  ELDERLY  HAVE  UNIQUE  HEALTH  CARE  NEEDS  THAT  MAY  BE 
UNSUITED  FOR  MANAGED  CARE 

Advocates  of  expanding  managed  care  in  the  senior  population  point  to  the  successes 
achieved  in  the  private  market  As  outlined  above,  however,  many  of  the  assumptions  about 
managed  care  overstate  the  benefits. 

Moreover,  we  cannot  infer  that  the  experience  in  the  private  HMO  market  can  be 
replicated  among  senior  citizens.  People  enrolling  in  managed  care  agree  to  forego  their  access 
to  the  providers,  services,  and  specialists  of  their  choice.  For  young,  healthy  families,  this  is  a 
small  price  to  pay.  And  there  is  little  risk  that  an  HMO  will  deny  young  plan  beneficiaries  access 
to  needed  services. 

But  it  would  be  naive  to  assume  that  the  same  health  care  delivery  system  will  effectively 
serve  our  seniors.  As  retirees  grow  older  and  sicker,  they  become  increasingly  dependant  on 
ready  access  to  the  specialists  and  treatments  of  their  choice.  Their  expanded  reliance  on 
prescription  drugs  and  advanced  treatments  may  put  them  at  odds  with  an  HMO  looking  squarely 
at  the  bottom  line.  One  1994  study  of  HMO  performance  warned  that,  "little  evidence  exists  to 
show  that  the  successes  of  prepaid  care  in  relatively  healthy  populations  can  be  replicated  among 
sicker  patients."  Even  HCFA  officials  concede  that  the  experience  of  the  private  sector  may  not 
be  reproducible  when  serving  an  aging  population. 

Even  healthy  seniors  may  have  special  needs  which  make  them  unsuited  to  the 
restrictions  of  a  network  of  service  providers.  Young  and  healthy  retirees  often  do  a  great  deal  of 
travelling,  spending  a  substantial  amount  of  time  each  year  outstide  the  geographic  reach  of  their 
network.  Managed  care  plans  will  cover  the  costs  of  emergency  medical  care  delivered  out-of- 
networic  But  the  elderly  also  often  have  need  for  urgent,  but  not  emergency  care.  The  refusal  of 
HMOs  to  cover  routine,  urgent  care  can  place  these  seniors  is  a  difficult  bind.  Before  embracing 
managed  care  as  a  panacea  for  the  problems  facing  Medicare,  we  need  to  make  sure  that  the 
unique  health  problems  of  the  elderly  will  be  fully  addressed. 


Maxim  #3:  Medicare  will  continue  to  lose  money  on  the 
HMO  program  if  it  must  support  the  high  overhead  of 
managed  care 

Reductions  in  in-patient  hospitalizations  by  managed  care  are  offset  by  the  significant 
increase  in  out-patient  services  and  administrative  costs.  While  Medicare's  administrative 
overhead  consumes  only  2  cents  of  every  dollar,  managed  care  plans  generally  have 
administrative  costs  of  1 8  to  30  percent.  Thus,  to  make  a  profit,  managed  care  must  decrease 
utilization  by  at  least  23  percent  over  traditional  fee-for-service  Medicare  (5  percent  in  AAPCC 
discount  and  18  percent  in  administrative  costs).  While  some  studies  have  shown  a  slight 
decrease  in  utilization  under  managed  care,  the  reductions  have  not  approached  the  23  percent 
figure. 

Noted  health  care  economist  and  member  of  the  Physician  Payment  Review  Commission 
Uwe  Reinhardt  observed  that,  "Much  of  the  savings  that  the  HMOs  wring  out  of  doctors, 
hospitals,  and  pharmaceutical  companies  actually  goes  simply  to  support  the  HMOs'  overhead 

and  profits  All  these  private  sector  [HMO]  bureaucrats  are  at  the  table  eating."  In  reviewing 

the  experience  of  the  Medicare  risk  contract  program,  a  1994  GAO  Report  concluded  that  the 
large  administrative  costs  of  operating  an  HMO  can  lead  both  the  managed  care  company  and 
HCFA  to  lose  money. 
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Maxim  #4:  Beware  of  expansion  of  services  in  order 
to  sell  managed  care  to  the  elderly 


One  of  the  main  reasons  the  Medicare  Trust  Fund  is  going  bankrupt  is  because  politicians 
expanded  benefits  without  paying  for  them.  From  its  modest  beginnings  in  1965,  the  elderly 
have  enjoyed  significant  expansion  of  the  package  of  benefits  offered  by  Medicare.  While 
politically  appealing,  these  expansions  have  come  with  a  huge  price  tag.  Anyone  who  recalls  the 
debate  over  catastrophic  health  care  in  the  late  1980's  can  remember  the  explosive  costs  of 
adding  new  benefits. 

Yet  this  is  exactly  how  the  managed  care  firms  are  attempting  to  attract  new  beneficiaries. 
Former  HCFA  Administrator  William  Roper  admitted  that  the  new  benefits  are  often 
"insufficient  incentives  for  most  of  them  to  give  up  long-term  relationships  with  their 
physicians."  Senior  citizens  have  been  reluctant  to  enroll  in  managed  care  because  of  their  level 
of  comfort  with  fee-for-service  medicine.  Expansion  of  benefits  to  attract  greater  enrollment  will 
explode  the  long-term  cost  of  the  program  and  inhibit  efforts  to  maintain  the  long-term  solvency 
of  the  Medicare  program. 

One  option  to  reduce  costs  in  Medicare  would  be  to  limit  the  benefits  package.  However, 
taking  away  benefits  is  politically  difficult  This  is  why  we  should  be  very  careful  about  adding 
new  benefits  such  as  pharmaceuticals  as  a  means  to  entice  the  elderly  into  managed  care. 


Maxim  #5:  Unable  to  obtain  profits  through  case 

management,  managed  care  may  threaten  the 
  health  of  elderly  enrollees  


Expansion  of  managed  care  may  not  result  in  significant  decreases  in  health  care 
utilization  rates.  Managed  care  advocates  point  to  the  effectiveness  of  managed  care  in 
reducing  hospitalizations,  suggesting  that  similar  results  could  be  obtained  in  the  Medicare 
program.  Available  evidence,  however,  does  not  support  that  conclusion.  First,  as  outlined 
above,  any  drop  in  health  care  utilization  in  managed  care  has  been  caused  by  favorable  selection 
rather  than  effective  case  management.  Second,  the  one-time  savings  generated  by  managed  care 
are  the  result  of  discounting  arrangements  with  providers.  Moreover,  health  care  utilization  rates 
have  declined  for  all  forms  of  health  care  delivery,  not  just  managed  care. 

Over  the  last  decade,  the  hospitalization  rate  in  all  forms  of  insurance  has  shrunk, 
suggesting  that  additional  savings  from  the  expansion  of  managed  care  are  unlikely.  A  1992 
CBO  Staff  Memorandum  cited  those  decreases  and  explained  that,  "the  trend  within  the  health 
care  system  toward  less  hospital  use  could  mean  that  managed  care  may  achieve  far  fewer 
savings  in  the  future  " 

The  national  trend  toward  lower  hospital  utilization  has  significantly  affected  the 
Medicare  program.  In  its  1993  report,  Malhematica  Policy  Research  concluded  that  "the  lack  of 
effect  on  admission  rates  suggests  that  few  hospital  stays  for  elderly  people  are  now  discretionary 
and  that  [fee-for-service]  providers  are  using  new  technologies  to  treat  individuals  as 
outpatients."  The  study  emphasized  that  a  25  percent  reduction  in  hospital  admissions  among 
Medicare  fee-for-service  beneficiaries  between  1985  and  1989  indicates  that,  "Medicare  HMOs 
may  have  much  less  opportunity  now  than  they  did  in  the  past  to  save  money  by  reducing 
hospital  admissions."  Schwartz  and  Mendelson  pointed  out  that  the  rapid  growth  in  managed 
care  over  the  last  several  years  was  not  accompanied  by  similar  reductions  in  hospital  use, 
suggesting  that  managed  care  holds  little  promise  for  further  decreases. 


195 


Only  financial  pressure  on  doctors  will  bring  down  utilization.  As  demonstrated, 
Medicare  managed  care  has  only  a  limited  ability  to  cut  costs  through  discounting  and  case 
management  If  Congress  asks  managed  care  companies  to  significantly  reduce  Medicare 
expenditures,  HMOs  will  only  be  able  to  do  so  by  putting  the  health  of  the  elderly  at  risk. 

A  review  of  available  evidence  indicates  that  managed  care  is  only  effective  in  holding 
down  utilization  by  placing  doctors  at  personal  financial  risk.  The  Mathematic  Policy  Research 
study  found  that  plans  which  pay  doctors  a  flat  fee  do  not  lower  the  utilization  rate.  "Staff  model 
plans,  which  pay  physicians  a  salary  and  do  not  expose  them  to  financial  risk,  were  unable  to 
reduce  hospital  days  and  home  health  visits. . ."  and  increased  the  number  of  physician  visits 
substantially.  According  to  a  1993  GAO  Report,  "The  pressures  on  physicians  to  reduce 
utilization  from  withhold  and  bonus  arrangements  are  strongest  when  the  risk  is  based  on  the 
performance  of  individual  physicians  rather  than  large  groups  of  physicians." 

Under  current  law,  however,  Medicare  HMOs  are  prohibited  from  placing  significant 
financial  incentives  on  doctors  to  reduce  or  otherwise  hold  down  the  amount  of  care  they  provide 
to  enrollees.  This  is  an  important  protection  for  both  seniors  and  doctors  and  should  not  be 
weakened  in  the  name  of  budgetary  savings. 

Expansion  of  managed  care  may  undermine  the  quality  of  care  received.  Rather  than 
holding  down  wasteful  utilization,  the  expansion  of  managed  care  could  seriously  impact  the 
quality  of  health  care  provided  to  the  elderly.  Drs.  Schwartz  and  Mendelson  argue  that  some 
disparity  between  HMO  and  fee-for-service  utilisation  rates  is  to  be  expected  from  the  favorable 
selection  enjoyed  by  HMOs.  With  fewer  seriously  sick  enrollees,  overall  health  care  utilization 
should  be  lower  for  HMOs  than  the  Medicare  program  as  a  whole. 

The  likely  result  of  further  reductions  is  the  elimination  of  needed  services.  A  1992 
analysis  of  the  health  care  market  by  Drs.  Schwartz  and  Mendelson  asserted  that,  "the  only  way 
in  which  managed  care  or  other  providers  can  slow  the  long-term  rise  in  costs  will  be  to  limit  the 
availability  of  beneficial  services."  One  health  care  analyst  pointed  out  the  essential  paradox  of 
managed  care  by  stating  that,  "An  HMO  takes  the  same  physicians  who  it  thinks  abuse  fee-for- 
service  incentives  and  trusts  them  not  to  under-serve  their  capitated  patients  while  giving  them 
direct  incentives  to  do  just  that"  Even  the  former  President  of  the  Group  Health  Association  of 
America  James  Doherty  agreed  that  "when  you  have  pre-payment  and  risk,  there  is  a  logical 
incentive  to  under- treat" 

These  reductions  in  needed  care  will  jeopardize  the  health  of  seniors  enrolled  in  Medicare 
HMOs.  These  risk  plans  have  been  the  subject  of  thousands  of  complaints  to  both  state  and 
federal  regulators,  alleging  deception  about  the  limitations  in  HMO  plans,  denial  of  requested 
treatment,  and  refusal  to  allow  access  to  specialists.  In  1993,  the  Sun-Sentinel,  a  newspaper  in 
South  Florida,  ran  a  series  of  investigative  reports  about  problems  in  the  region's  Medicare  HMO 
market  The  paper  uncovered  numerous  incidents  in  which  a  senior's  care  was  compromised  for 
the  bottom  line.  In  one  case,  the  paper  reported  that  several  enrollees  with  prostate  problems 
were  encouraged  to  discontinue  the  use  of  an  expensive  drug  and  undergo  a  more  cost  effective 
treatment  testicle  removal. 

The  problems  of  Florida  HMOs  have  also  been  noted  by  federal  regulators.  In  recent 
testimony  before  the  Ways  and  Means  Committee,  the  GAO  agreed  that,  "in  the  last  10  years, 
HCFA  has  repeatedly  found  quality  assurance  problems  in  certain  Florida  HMOs.  The  most 
recent  quality  violations  included  incorrect  diagnoses,  treatments  delayed  or  withheld,  and  test 
results  not  acted  on." 

The  Medicare  risk  program  has  been  plagued  by  problems,  and  seniors  have  expressed 
their  dissatisfaction  by  disen rolling  and  getting  back  into  the  fee-for-service  pool.  The  1995 
Department  of  Health  and  Human  Services  Report  of  the  Inspector  General  indicated  that  21%  of 
Medicare  HMO  disenrollees  felt  that  their  HMO  caused  their  health  to  decline.  That  figure  rises 
to  25%  when  the  study  excludes  those  disenrolling  for  administrative  reasons  (e.g.,  moving  out 
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of  the  service  area).  Between  1991  and  1992,  the  Humana  Health  Plan  of  South  Florida  enrolled 
more  than  123,000  new  members.  During  that  same  period,  64,000  dropped  out. 

Numerous  studies  have  cautioned  about  the  adverse  health  effects  of  HMO  participation 
by  the  elderly.  Limited  in  their  ability  to  shift  costs  and  unable  to  engage  in  effective  case 
management,  senior  citizens  may  receive  lower  quality  health  care.  The  Mathematica  report 
cautioned  that,  "in  responding  to  the  financial  incentives  to  provide  care  more  efficiently,  HMOs 
may  restrict  services  too  much,  leading  to  lower  quality  care."  The  report  noted  that  HMOs  were 
less  likely  to  take  certain  precautionary  steps  than  fee-for-service  providers  in  treating  colon 
cancer  surgery  patients.  Mathematica's  review  of  joint  pain  patients  concluded  that  of  those  still 
experiencing  joint  pain  after  treatment,  HMO  patients  were  less  likely  than  fee-for-service 
patients  to  indicate  that  their  symptoms  had  improved. 

A  study  published  in  the  May,  1994  issue  of  the  New  England  Journal  of  Medicine 
reported  similar  results  about  the  ability  of  HMOs  to  treat  chronic  conditions.  The  study 
suggests  that  HMOs  may  be  ill-suited  to  handle  the  needs  of  individuals  wi  th  conditions  like 
arthritis  that  demand  extended  and  repeated  medical  attention. 

Scientific  evidence  on  the  health  status  of  Medicare  HMO  participants  suggests  they  may 
be  more  vulnerable  to  certain  health  conditions.  It  is  important  to  remember  that  any  such  study 
may  also  be  skewed  by  the  favorable  selection  enjoyed  by  HMOs.  The  Congressional  Budget 
Office  Update  on  Managed  Care,  March  1994  cautioned  that,  "when  such  biased  selection 
occurs,  studies  that  compare  use  of  services  between  participants  and  non-participants  may 
erroneously  attribute  all  observed  differences  in  use  to  managed  care  even  though  some  or  all  of 
the  difference  is  attributable  instead  to  the  different  characteristics  of  participants.  Those  who 
become  more  seriously  ill  tend  to  disenroll  and  enter  fee-for-service  medicine.  Amending  the 
law  to  limit  disenrollment  may,  therefore,  have  significant  impacts  on  the  health  status  of 
enrollees  (emphasis  added)." 


Solution  #1 :  Personal  Responsibility  is  the  key 
issue,..  Medical  Savings  Accounts  address  that  issue 


The  only  way  to  control  the  long-term  growth  of  the  Medicare  program,  and  to  ensure 
that  any  decisions  about  "choices"  are  done  in  a  fair  manner,  is  by  returning  control  to  the 
individual.  In  restructuring  our  health  care  system,  we  should  provide  the  same  tax  incentives 
for  Medical  Savings  Accounts  (MSAs)  as  we  give  to  other  health  care  expenses.  Medical 
Savings  Accounts  return  control  over  health  care  spending  to  consumers,  save  money,  and  lower 
health  care  utilization.  In  our  efforts  to  bring  long-term  reform  to  Medicare,  we  must  move  away 
from  a  system  where  third  parties  provide  first-dollar  coverage.  MSAs  represents  an  important 
step  in  that  direction. 

Several  of  the  alternative  health  care  bills  put  forth  by  Republicans  last  year  included 
language  facilitating  the  growth  of  MSAs.  Simply  put,  an  MSA  is  a  high  deductible  insurance 
plan  accompanied  by  a  savings  account  to  cover  some  amount  of  that  higher  deductible.  Most 
current  insurance  plans  have  deductibles  in  the  range  of  $250.  An  individual  or  employer  using 
an  MSA  would  purchase  a  catastrophic  insurance  plan  with  a  deductible  between  $2000  and 
$3000.  This  will  ensure  that  those  individuals  who  incur  especially  large  medical  costs  in  a 
single  year  are  financially  protected.  The  premium  for  the  higher  deductible  policy  would  be 
substantially  less  than  for  the  low  deductible  policy,  and  those  savings  would  be  placed  in  an 
account  which  the  individual  could  use  for  day-to-day  health  care  expenses.  Amounts  in  the 
account  not  used  at  the  end  of  the  year  could  be  carried  over  to  cover  future  medical  expenses. 
Upon  retirement,  remaining  funds  could  be  used  to  fund  a  Medicare  MSA  or  to  purchase  long- 
term  care  insurance. 
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Current  law  discourages  the  expansion  of  MSAs;  these  accounts  are  not  accorded  the 
same  tax  status  as  traditional  employer-paid  health  benefits.  Despite  this  lack  of  tax  equity,  a 
number  of  employers,  both  large  and  small,  have  found  MSAs  to  be  an  effective  means  of 
lowering  overall  health  care  costs  and  encouraging  consumers  to  shop  wisely  for  health  care. 
The  Golden  Rule  Insurance  Company,  which  has  provided  MSAs  to  its  employees,  is  an 
excellent  example.  Employee  satisfaction  with  the  arrangement  is  extremely  high  and  the 
company  has  seen  its  health  care  costs  remain  constant. 

Many  other  businesses  and  government  entities  have  allowed  their  employees  to  move 
into  Medical  Savings  Accounts  and  have  found  that  the  premium  savings  between  the  low  and 
high  deductible  plan  actually  exposes  beneficiaries  to  lower  out-of-pocket  costs  in  the  first  year 
than  they  would  have  faced  under  traditional  health  care  plans.  For  those  who  are  wise 
consumers  of  health  care,  MSA  balances  can  rise  very  quickly  to  provide  complete  out-of-pocket 
protection  against  several  consecutive  years  of  high  health  care  costs. 

Ultimately,  to  affect  savings,  we  will  need  to  decrease  utilization.  The  question  then 
becomes,  who  does  that?  Will  these  decisions  be  made  by  the  heavy  hand  of  a  government  or 
insurance  bureaucrat  or  should  they  be  made  by  a  patient  consulting  with  his  or  her  physician? 
Studies  of  actual  experiences  with  MSAs  show  that  individuals  will  make  smart  decisions  about 
their  health  care.  We  should  encourage  expansion  of  this  sort  of  decision-making  by  making 
MSAs  available  to  all  Americans. 

Medical  Savings  Accounts  will  lower  overall  health  spending  without  compromising 
the  quality  of  care.  In  expanding  the  availability  of  MSAs,  the  government  will  empower 
consumers  to  choose  for  themselves  the  physicians,  treatments,  and  drugs  that  they  find 
appropriate.  And  while  it  is  true  that  some  might  make  mistakes,  people  in  general  will  act  out 
of  self-interest  to  make  smart  decisions.  Most  important  to  policy-makers,  expanding  an 
individual's  direct  control  over  health  care  expenses  will  lower  overall  health  care  spending. 
This  subject  is  filled  more  with  anecdotal  evidence  than  scientific  surveys.  But  a  well -designed 
study  by  the  Rand  Corporation  found  that  families  with  a  $2,500  deductible  spent  half  as  much 
on  health  care  as  those  without  a  deductible.  Yet  despite  the  wide  disparity  in  health  care 
spending,  there  were  no  appreciable  differences  in  the  health  status  of  the  two  groups. 

Medical  Savings  Accounts  encourage  people  to  get  preventive  care.  Critics  of  this 
approach  to  health  care  have  suggested  that  MSAs  discourage  people  from  obtaining  preventive 
and  other  necessary  services.  The  argument  is  based  on  the  notion  that  people  will  not  spend 
nearly  as  much  of  their  own  money  on  non-emergency  medical  care.  Available  evidence  points 
to  the  opposite  conclusion  One  in  five  employees  of  Golden  Rule  Insurance  reported  obtaining 
preventive  or  primary  care  services  which  they  would  not  have  purchased  under  a  traditional 
health  plan.  As  funds  in  the  MSA  are  dedicated  to  medical  care  and  withdrawals  from  the 
account  are  not  subject  to  co-payments,  individuals  are  free  to  obtain  that  care  which  they  believe 
is  necessary.  MSAs  rely  on  the  intelligence  of  consumers  to  obtain  care  and  encourages  them  to 
get  their  money's  worth  from  health  care  expenditures.  A  review  by  the  National  Center  for 
Policy  Analysis  agreed  that,  "people  with  MSAs  are  more  likely  to  get  the  preventive  care  they 
need." 

Medical  Savings  Accounts  will  benefit  all  income  levels.  Some  observers  have 
criticized  MSAs  by  suggesting  that  poor  people  will  not  be  able  to  take  advantage  of  the  MSA. 
This  argument  would  only  be  true  if  the  funds  in  an  MSA  account  were  available  for  non- 
medical uses,  giving  the  poor  an  incentive  to  use  account  balances  for  other  purposes.  MSA 
withdrawals,  however,  are  only  permitted  to  pay  for  health  care  expenses.  Individuals  will  not 
derive  significant  long-term  benefits  from  denying  themselves  needed  care.  Moreover,  low  wage 
employees  participating  in  MSA  plans  have  found  primary  care  easier  to  obtain.  Because  they 
pay  100  percent  of  their  bills  from  an  account  set  aside  for  that  purpose,  low-income  individuals 
are  not  required  to  divert  any  portion  of  their  wage  income  to  meet  co-payments  or  other  out-of- 
pocket  costs.  And,  as  noted  above,  premium  savings  in  the  first  year  alone  generally  provide 
greater  out-of-pocket  protection  than  workers  enjoyed  in  traditional  plans. 
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Medical  Savings  Accounts  do  not  result  in  favorable  selection.  Unlike  HMOs, 
Medical  Savings  Accounts  are  attractive  to  both  the  healthy  and  the  sick.  For  the  healthy,  the 
MSA  account  builds  up  over  time,  creating  funds  for  the  purchase  of  a  Medicare  MSA  or  long- 
term  care  insurance. 

For  the  sick,  MSAs  are  an  even  more  attractive  option.  While  managed  care  companies 
have  strong  incentives  to  hold  down  the  amount  and  quality  of  care  provided  to  the  sick,  such 
problems  are  not  present  with  MSAs.  Because  they  axe  controlling  their  own  dollars,  individuals 
with  health  problems  remain  free  to  select  the  specialists  and  treatments  of  their  choice.  The 
catastrophic  coverage,  whether  provided  by  an  HMO,  a  PPO,  or  a  traditional  indemnity  carrier, 
will  provide  100  percent  coverage  to  those  individuals  whose  health  care  costs  exceed  the 
deductible.  Most  importantly,  the  experience  of  those  employers  which  have  offered  MSAs 
demonstrates  that  even  "sick"  beneficiaries  face  lower  out-of-pocket  costs  than  they  would  have 
under  traditional  insurance  coverage.  Employers  who  have  participated  in  MSA  plans  confirm 
that  MSAs  do  not  create  favorable  selection  problems. 

Medical  Savings  Accounts  solve  the  problems  of  portability  and  pre-existing 
conditions.  The  big  government  health  care  reform  approached  pushed  by  the  President  in  the 
last  session  of  Congress  was  fueled  in  part  by  the  fears  of  working  men  and  women  about  their 
ability  to  maintain  insurance  coverage  upon  losing  or  changing  jobs.  Because  traditional 
indemnity  coverage  is  usually  purchased  by  employer,  workers  worried  about  "job-lock."  MSAs 
address  that  problem  in  two  ways.  First,  amounts  in  the  MSA  account  are  personal  and  remain 
with  an  individual.  Regardless  of  employment  status,  MSA  balances  can  be  used  to  obtain 
needed  medical  care  or  even  buy  an  individual  insurance  policy. 

Second,  there  is  no  reason  that  the  catastrophic  coverage  part  of  the  MSA  must  be  an 
employer-bought  fringe  benefit.  Like  the  savings  account  balance,  funds  to  purchase  the 
catastrophic  insurance  coverage  could  be  provided  by  the  employer,  but  could  be  used  by  the 
employee  to  purchase  individual  insurance  coverage.  Just  as  most  Americans  maintain  personal 
auto  insurance,  they  should  be  able  to  obtain  personal  MSA  coverage.  By  making  health  care 
coverage  personal,  MSAs  will  alleviate  the  "job-lock"  fears  that  give  momentum  to  more 
onerous  national  health  care  plans. 

Companies  who  have  made  MSAs  available  to  their  employees  have  found  that  overall 
health  care  expenses  go  down.  Despite  the  lack  of  tax  equity,  many  companies  have  offered 
MSAs  to  their  employees.  The  option  has  been  enthusiastically  received  by  employees  and  has 
been  successful  in  constraining  the  growth  of  health  care  costs.  Below  is  a  summary  of  the 
experience  of  some  of  those  who  have  found  MSAs  to  be  an  attractive  option: 

Quaker  Oats,  Chicago,  Illinois.  Between  1983  and  1992,  the  company  raised  the 
deductible  on  its  health  care  plan  and  gave  employees  annual  contributions  to  pay  for 
medical  expenses.  Between  1982  and  1993,  Quaker's  health  care  costs  grew  at  barely  6 
percent  per  year,  far  less  than  the  national  average. 

Forbes  Magazine,  New  York,  New  York.  Forbes  gives  cash  bonuses  to  employees  who 
have  held  down  their  health  care  costs.  Employees  filing  no  health  care  claims  receive  a 
$1000  bonus.  Those  reporting  less  than  $500  in  health  care  costs  lose  $2  of  that  amount 
for  every  $1  of  expenses.  Thus,  anyone  spending  more  than  $500  on  health  care  in  a 
single  year  receives  no  bonus.  In  1992,  Forbes'  health  care  costs  declined  by  17  percent 
and  other  12  percent  in  1993.  These  cost  decreases  were  more  than  sufficient  to  pay  the 
employee  bonus  costs. 

Dominion  Resources,  Richmond,  Virginia.  The  company  has  encouraged  employees  to 
enroll  in  high  deductible  policies.  Since  beginning  the  program  in  1989,  Dominion' s 
health  care  costs  have  risen  by  less  than  one  percent  per  year.  Moreover,  many 
employees  with  low  health  care  costs  have  received  $800  bonus  checks,  representing  one 
half  the  company's  health  care  savings.  By  1992,  the  company  was  underspending  its 
projected  health  care  budget  by  nearly  one-third. 
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Golden  Rule  Insurance  Company,  Indianapolis,  Indiana.  More  than  90  percent  of 
Golden  Rule  employees  have  chosen  to  enter  the  high  deductible  policy.  The  company 
reports  that  MSAs  have  encouraged  one  in  five  workers  to  obtain  preventive  care  they 
otherwise  would  not  have  obtained.  An  amazing  98  percent  of  employees  are  satisfied 
with  the  plan,  and  the  company  saw  its  costs  drop  by  40  percent  in  the  first  year  alone. 

Halls  Construction,  Shawsville,  Virginia.  The  company  switched  from  a  health  plan  with 
a  $250  deductible  to  a  catastrophic  insurance  plan  with  a  $3000  deductible.  Because  of 
the  large  contribution  to  an  MSA,  employees  have  maximum  out-of-pocket  costs  less 
than  half  those  under  the  old  plan. 

Templeton  Oldsmobile,  Virginia.  Employees  were  given  the  option  to  move  into  a  high 
deductible  policy;  those  doing  so  faced  annual  out-of-pocket  costs  that  were  substantially 
lower  than  in  the  low  deductible  policy.  Templeton  Oldsmobile  spent  $3,858.72  for  a 
low-deductible  individual  policy,  but  only  $1788.84  for  those  choosing  an  MSA.  The 
cost  of  family  coverage  dropped  even  more,  from  $10,384.50  to  $3,840.52.  With  MSAs, 
the  company  was  able  to  provide  family  coverage  for  less  than  it  cost  to  provide 
individuals  with  low  deductible  policies. 

Council  for  Affordable  Health  Insurance,  Alexandria,  Virginia.  Like  many  other 
employers  who  have  given  their  employees  high  deductible  health  insurance,  the 
Council's  health  care  costs  have  remained  virtually  constant  since  1993. 

Knox  Semiconductors,  Rockport,  Maine.  In  three  years,  Knox  Semiconductors  in 
Rockport,  Maine,  saved  $100,000  in  health  care  costs  by  putting  its  42  employees  into 
MSAs. 

Available  evidence  suggests  Medicare  can  affect  significant  savings  with  MSAs.  It  is 
difficult  to  predict  the  budget  impact  of  offering  MSAs  to  Medicare  beneficiaries,  as  it  represents 
a  fundamental  change  in  federal  health  care  programs.  Available  reviews  suggest  that  savings 
are  possible. 

A  recent  Congressional  Research  Service  analysis  shows  significant  savings  for  each 
beneficiary  choosing  an  MSA  option.  CRS  confirms  that  Medicare  could  realize  an  annual 
savings  of  $300  per  beneficiary  enrolled  in  medical  savings  accounts.  The  actuarial  firm  of 
Hay/Huggins  studied  the  costs  of  a  high  deductible  policy  offering  all  of  the  benefits  of  current 
Medicare  to  both  elderly  and  disabled  beneficiaries.  The  model  does  assume  a  50  percent  co- 
insurance on  outpatient  psychiatric  expenses  and  does  not  provide  for  benefits  such  as 
prescription  drugs,  dental  care,  or  vision  care. 

The  review  found  that  a  plan  with  a  $3000  annual  deductible  would  result  in  lower  out- 
of-pocket  costs  for  Medicare  beneficiaries  with  high  annual  expenses.  The  economic  model 
predicted  that  MSAs  could  deliver  the  same  level  of  care  for  between  $300  and  $400  less  per 
year  per  beneficiary.  The  range  in  predicted  savings  depends  on  whether  sicker  beneficiaries, 
who  would  have  lower  out-of-pocket  costs  than  in  current  Medicare,  would  expand  their  use  of 
services.  Assuming  neutrai  selection,  a  30  percent  participation  rate  would  reduce  total  Medicare 
spending  by  $3.2  billion  dollars  per  year.  A  participation  rate  of  50  percent  would  yield  savings 
of  $4. 8  billion  per  year. 1 


1  It  is  important  to  note  that  the  Hay/Huggins  review  did  assume  that  no  Medigap 
policies  would  be  available  to  cover  that  deductible.  The  presence  of  Medigap  coverage  would 
undermine  the  savings  resulting  from  a  move  toward  self-insurance. 
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A  Congressional  Budget  Office  review  shows  that  first-dollar  Medigap  coverage  costs 
billions  of  dollars.  The  Congressional  Budget  Office  (CBO)  confirms  that  first-dollar  Medigap 
coverage  undermines  efforts  to  restrain  the  growth  of  Medicare.  In  its  1995  review  of  deficit 
reduction  options,  the  CBO  found  that  "Medigap  policyholders  use  about  24  percent  more 
services  than  they  would  if  they  did  not  have  first-dollar  coverage.  But  most  of  the  costs  of  these 
additional  services  are  paid  by  the  federal  government  through  Medicare,  not  by  medigap 
insurers  (emphasis  added)." 

The  CBO  concluded  that  prohibiting  Medigap  coverage  on  the  first  $1,500  of  out-of- 
pocket  costs  in  1996  and  indexed  forward  would  save  $34.9  billion  between  1996  and  2000. 
These  dramatic  savings  demonstrate  the  powerful  destructive  force  of  first-dollar  coverage  on 
cost  containment  Limiting  the  ability  of  Medigap  insurers  to  provide  low  deductible  policies 
could  serve  as  a  starting  point  toward  self-insurance  for  Medicare. 

Actuarial  review  suggests  savings  of  $124  billion  over  five  years  if  MS  As  are  made  an 
option  for  elderly  Medicare  recipients.  A  nationally  known  accounting  firm  is  currently 
preparing  a  study  of  the  impact  of  offering  Medicare  participants  a  greater  range  of  choice  in 
health  care  delivery,  including  Medical  Savings  Accounts  and  HMOs.  The  preliminary  results 
reveal  that  by  offering  greater  choices,  including  MSAs,  to  senior  citizen:  on  Medicare,  we  could 
affect  five  year  savings  of  $124  billion. 

Below  is  a  summary  of  the  findings  of  the  draft  report.  In  computing  the  savings  from 
making  MSAs  one  option  for  Medicare,  the  authors  assume  MSA  participation  rates  of  SO 
percent  in  1996,  70  percent  in  1997,  and  80  percent  from  1998  to  2000.  The  authors  also 
recognized  the  problems  of  adverse  selection  and  assumed  that  average  medical  costs  for  those 
choosing  MSAs  would  be  less  than  50  percent  of  the  costs  for  those  remaining  in  fee-for-service 
Medicare.  All  figures  are  in  billions  of  dollars. 


1996 

1997 

1998 

1999 

2000 

Total 

Total  projected  Medicare  costs  under 
current  law 

156 

171 

188 

206 

226 

946 

Total  projected  Medicare  spending 
with  voucher  option  including  MSAs 

144 

152 

162 

175 

189 

822 

Total  savings  by  creating  voucher 
option 

11 

19 

26 

31 

37 

124 

The  study  does  assume  a  small  amount  of  savings  by  placing  means  tests  on  the  vouchers 
given  to  those  opting  for  private  insurance  and  by  means  testing  the  Part  B  premium  for  those 
remaining  in  fee-for-service.  Means  testing  the  vouchers  and  Part  B  premiums  would  be 
politically  difficult,  and  the  savings  do  not  depend  on  these  means  tests.  According  to  the  report, 
annual  average  savings  as  a  percent  of  total  Medicare  costs  would  be  10.5%  with  means  testing, 
and  8. 5%  without. 

Even  MSA  participation  rates  as  low  as  50  percent  would  yield  significant  savings  in  the 
Medicare  program.  According  to  the  draft  report,  the  decision  to  opt  for  an  MSA  by  one  half  of 
enrollees  in  1996  would  reduce  total  medical  expenditures  by  $18  billion  and,  after  accounting 
for  administrative  and  other  costs,  would  yield  a  net  savings  of  $1 1  billion. 

It  bears  repeating  that  these  results  are  predictions  only,  as  there  is  no  experience  by 
which  to  judge  the  behavior  of  senior  citizens  enrolled  in  Medical  Savings  Accounts. 

Expanding  access  to  Medical  Savings  Accounts  is  the  most  viable  option.  As  a 
component  of  many  alternative  health  care  bills  last  year,  MSAs  had  broad  support  from  a 
number  of  constituencies  and  both  sides  of  the  aisle.  The  concept  has  been  endorsed  by 
academics,  doctors,  employees  who  have  used  them,  employers  of  all  sizes,  and  many  insurance 
companies. 
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Finally,  MSAs  may  be  the  only  tool  to  prevent  Congress  from  getting  into  the  politically 
unpalatable  business  of  making  "choices."  The  increased  use  of  first -dollar  coverage  by  third- 
parties  has  caused  health  care  expenses  to  grow  far  faster  than  the  economy  as  a  whole.  Left 
unchecked,  the  unsustainable  growth  in  system-wide  health  care  costs  will  force  some  future 
Congress  to  begin  rationing  care  or  delegating  the  authority  to  do  just  that  The  only  way  that  we 
can  retain  personal  choice  in  health  care  is  to  expand  the  access  of  all  Americans  to  MSAs. 
Medical  Savings  Accounts  address  the  fundamental  reason  for  escalating  health  costs-third 
party  payment— by  allowing  a  mechanism  for  at  least  partial  self-insurance. 


Solution  #2:  Patients  in  managed  care  must  be 
provided  with  protections  to  ensure  that  financial 
profits  don't  endanger  their  care 

Protecting  seniors  enrolled  in  managed  care  is  critical.  If  we  decide  to  head  in  a 
"more  managed  care"  direction,  then  we  will  need  safeguards.  As  the  experience  of  South 
Florida  demonstrates,  HMOs  can  threaten  the  health  status  of  Medicare  enrollees.  Seniors  are 
often  not  fully  informed  about  the  plan  and  can  be  deceived  by  questionable  marketing  practices. 
The  high  rates  of  turnover  in  these  plans  demonstrates  that  seniors  are  not  being  fully  informed 
of  the  restrictions  and  limitations  of  HMOs. 

Of  even  more  concern  are  the  risks  that  HMOs  will  sacrifice  patient  care  in  an  effort  to 
cut  costs.  Anecdotal  reports  and  scientific  research  have  pointed  out  the  potential  adverse  health 
consequences  of  managed  care  in  an  elderly  population.  As  policy  makers  and  concerned 
Americans,  we  should  take  every  reasonable  precaution  to  guarantee  the  health  of  the  elderly. 
Even  as  we  turn  over  the  management  of  Medicare  payments  to  insurance  companies,  we  should 
not  let  them  also  control  the  care  patients  and  their  physicians  deem  appropriate.  In  1993  and 
1994,  Medicare  HMO  enrollees  lodged  6,700  complaints  with  the  federal  government 
complaining  about  inappropriate  denials  of  care.  In  49%  of  the  cases,  the  complaint  was  either 
partially  or  fully  resolved  on  behalf  of  the  enrollee.  Asking  HMOs  to  produce  even  more  savings 
will  aggravate  this  problem. 

Elements  to  consider  in  safeguarding  Medicare  HMO  patients.  Without  embracing 
any  specific  patient  protection  legislation,  I  do  believe  that  we  must  ensure  that  patients  receive 
clear  information  about  the  services  covered  and  excluded  from  the  managed  care  plan.  We 
should  require  plans  to  develop  and  make  available  to  potential  enrollees  information  on  patient 
satisfaction. 

One  important  check  on  potential  problems  with  HMOs  has  been  the  ability  of  seniors  to 
disenroll  at  any  time.  Seniors  denied  access  to  the  providers  or  services  of  their  choice  have  been 
able  to  re-enroll  in  the  fee-for-service  pool.  In  expanding  the  use  of  managed  care,  Congress 
should  not  guarantee  participation  by  adoption  of  rules  which  would  lock-in  enrollees.  Not  only 
would  such  regulations  remove  an  important  incentive  for  HMOs  to  provide  high  quality  care, 
they  would  also  discourage  many  seniors  from  enrolling  at  all. 

Medicare  HMOs  should  cover  the  full  range  of  health  conditions  incurred  by  their 
enrollees.  We  should  consider  regulations  to  ensure  that  HMO  panels  include  a  sufficient  range 
of  specialty  providers  to  care  for  the  normal  range  of  health  problems  facing  the  elderly. 

In  contrast  to  younger  and  healthier  populations,  senior  citizens  have  more  severe  health 
problems  which  require  prompt  attention  by  medical  specialists.  To  protect  their  access  to  such 
services,  managed  care  plans  should  be  required  to  offer  point-of-service  (POS)  plans  or  make 
other  similar  arrangements.  Seniors  should  be  required  to  pay  a  share  of  the  costs  for  such  out- 
of-network  services.  But  any  co-payments  or  deductibles  charged  for  out-of-network  care  should 
reflect  the  HMOs  actual  costs  and  should  not  be  set  so  as  to  discourage  seniors  from  using  the 
option.  Recent  studies  show  that  including  a  well-structured  POS  plan  does  not  significantly 
increase  an  HMO's  overall  costs.  In  1992,  almost  half  of  HMO  plans  provided  a  POS  option. 


202 


Recognizing  the  unique  health  needs  of  the  elderly,  Congress  should  also  consider 
establishing  minimal  guidelines  to  guarantee  a  fair  appeals  process  for  any  claims  denials.  To 
ensure  fairness,  HMOs  should  develop  an  open  process  and  include  full  participation  of 
representatives  of  both  the  patients  and  the  doctors  on  the  review  panels. 

Recognizing  that  seniors  often  have  high  health  care  expenses,  we  should  consider 
protections  to  ensure  that  HMOs  do  not  discriminate  against  doctors  based  on  the  amount  of  care 
provided  to  enrollees.  A  ban  on  physician  compensation  plans  (as  in  "withhold plans")  which 
are  based  in  part  on  the  quantity  or  cost  of  health  care  delivered  should  be  strictly  enforced 
Some  will  argue  that  it  is  not  "free  market"  to  impose  restrictions  on  managed  care.  To  the 
contrary,  we  have  as  much  obligation  to  oversee  the  managers  of  health  care  as  we  do  utility 
companies,  especially  as  we  move  to  consolidation,  even  monopolization,  of  managed  care  in 
many  areas. 


Solution  #3:  De-regulation  of  the  health  care  market  by 

eliminating  price  controls  in  Medicare  wil!  increase 
 competition  and  lower  overall  costs   


Medicare  spending  growth  is  a  direct  result  of  excessive  government  controls.  By 

requiring  those  over  age  65  to  join  and  fixing  prices,  Medicare  has  driven  up  the  cost  of  health 
care  and  made  access  to  services  for  the  elderly  more  difficult  "Like  the  Marxist  labor  theory  of 
value,  the  relative  value  scale  bases  all  prices  on  the  cost  of  production,  not  on  the  market  value 
of  a  product  or  service."  Wall  Street  Journal,  April  24, 1995.  Price  controls  have  destroyed  any 
incentives  to  hold  down  health  care  utilization  and  have  driven  up  overall  Medicare  expenditures. 
By  returning  to  a  more  free  market  system,  we  can  correct  the  market  failures  created  by 
Medicare. 

One.  Provide  Medicare  recipients  a  voucher  for  their  health  care.  Seniors  who  wish 
to  remain  in  a  government  run  system  should  remain  free  to  do  so.  But  a  dose  of  healthy 
competition  from  the  insurance  industry  would  do  a  great  deal  to  show  the  inefficiency  of 
Medicare.  Every  enrollee  ought  to  be  given  a  voucher  equivalent  to  the  actuarial  value  of  their 
Medicare  benefits.  Those  wishing  to  purchase  health  insurance  from  a  private  company  ought  to 
be  able  to  do  so.  That  could  take  the  form  of  an  HMO,  an  MSA,  or  a  fee-for-service  policy.  It 
might  be  purchased  through  a  former  employer  or  on  an  individual  basis.  It  might  contain  a 
more  generous  package  of  benefits  than  Medicare  currently  offers,  or  it  may  not  offer  certain 
features  which  some  consumers  don't  wish  to  pay  for. 

Once  we  introduce  real  competition  into  the  Medicare  program,  we  will  see  costs  come 
down  and  quality  go  up.  Consumers  will  shop  among  competitors  on  the  basis  of  price  and 
quality.  Those  getting  their  health  care  for  less  than  the  voucher  amount  should  be  able  to  keep 
some  portion  of  the  savings.  This  will  provide  strong  incentives  to  consumers  to  shop  wisely 
among  competing  options. 

Two.  Allow  people  to  opt-out  of  Medicare  and  privately  contract  for  individual 
services.  Under  current  law,  HCFA  prohibits  physicians  and  patients  from  making  contractual 
arrangements  for  payment  higher  than  the  Medicare  fee  schedule.  This  is  price  control,  pure  and 
simple.  The  presence  of  price  controls  is  the  reason  President  Clinton's  plan  failed  and  is  one  of 
the  fundamental  reasons  why  we  have  seen  increased  demand,  increased  utilization,  and  long 
lines  waiting  for  appointments.  The  effects  are  already  being  seen  in  the  market  According  to  a 
survey  conducted  by  the  Association  of  American  Physicians  and  Surgeons,  51  percent  of  those 
surveyed  were  restricting  services  to  Medicare  patients,  and  nearly  half  were  not  accepting  new 
Medicare  patients. 


We  ought  to  repeal  the  law  outlawing  private  contracting  and  balance  billing.  This  will 
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guarantee  better  access  to  quality  care  for  Medicare  beneficiaries.  Patients  who  want  to  see  a 
better  doctor,  have  a  longer  appointment,  or  receive  more  individualized  attention  and  treatment 
should  be  permitted  to  make  the  appropriate  financial  arrangements.  Price  controls  have 
discouraged  many  doctors  from  participating  in  Medicare  at  all.  Those  who  do  are  forced  to 
chum  through  patients  and  services  to  make  up  in  volume  what  they  have  lost  in  provider  cuts. 
By  repealing  price  controls  and  allowing  balance  billing,  we  can  expand  the  access  of  all 
Americans  to  Medicare  services.  More  importantly,  by  removing  archaic  price  controls  from  the 
system,  patients  will  be  free  to  see  the  doctor  of  their  choice  and  doctors  will  not  have  the  same 
incentives  to  engage  in  over-utilization. 

At  the  same  time,  Medicare  should  repeal  claims  submission  requirements  for  non- 
participating  doctors  and  hospitals.  There  is  no  reason  for  HCFA  to  spend  millions  of  dollars 
each  year  reviewing  claims  when  the  individual  patient  is  willing  to  pay  the  freight. 

Three.  Either  much  more  understandable  explanations  of  benefits  should  be 
provided  to  consumers  or  checks  should  be  sent  to  beneficiaries,  not  providers.  It  has  been 
well-documented  that  billions  of  dollars  in  Medicare  payments  each  year  are  wasted  on  fraud  and 
abuse.  This  often  happens  because  patients  don't  see  the  reimbursement  provided  by  Medicare. 
By  sending  reimbursement  checks  directly  to  the  doctor  or  hospital,  HCFA  has  unwittingly 
facilitated  wide-spread  fraud  and  abuse.  It  is  the  beneficiary,  not  some  HCFA  bureaucrat,  who 
can  tell  whether  a  service  has  actually  been  rendered.  Medicare  should  reverse  its  current  policy 
and  send  die  checks  directly  to  the  recipient  of  services.  This  will  serve  as  a  strong  check  on 
abuse  and  will  also  deter  providers  from  filing  phony  claims. 


Conclusion 


The  Medicare  program  is  on  the  brink  of  bankruptcy.  We  must  take  swift  and  sweeping 
actions  to  protect  the  health  care  program  on  which  millions  of  Americans  rely.  Part  of  those 
reforms  will  include  significant  reductions  in  the  rate  of  growth  of  provider  payments  and 
increases  in  beneficiary  contributions.  It  is  important  to  remember  that  these  reforms  will  delay, 
but  not  prevent,  Medicare's  bankruptcy.  To  place  the  program  on  a  firm  foundation,  Congress 
must  reduce  the  role  of  third-party  payment  providing  first-dollar  coverage.  Health  care  growth 
can  be  constrained  if  individuals  internalize  the  costs.  Expansion  of  Medical  Savings  Accounts, 
both  for  retirees  and  working  Americans,  will  check  the  unsustainable  growth  in  national  health 
care  spending. 

It  is  also  important  that  Congress  does  not  rely  on  managed  care  to  generate  significant 
savings  in  the  Medicare  program.  The  Medicare  HMOs  have  engaged  in  "cream-skimming," 
which  has  cost  the  federal  government  several  hundred  million  dollars.  Expansion  of  managed 
care  among  the  elderly  is  likely  to  expand  the  deficit  even  more.  In  the  private  sector,  managed 
care  has  produced  one-time  savings  through  discounting,  but  has  not  slowed  the  rate  of  growth  of 
health  care  expenses.  Finally,  the  special  health  needs  of  Medicare  enrollees  places  them  at  risk 
for  any  failure  of  managed  care  to  provide  timely  access  to  needed  care.  Any  expansion  of 
Medicare  managed  care  should  be  done  carefully  to  protect  those  most  in  need  of  providers  with 
advanced  training  and  equipment 

Personal  responsibility  is  the  key  to  controlling  costs.  Until  people  realize  the  full  costs 
of  the  health  care  they  receive,  efforts  to  reduce  Medicare  expenditures  will  do  little  to  slow  the 
rapid  growth  of  the  program.  The  choice  is  clear  we  can  head  in  the  current  direction  of 
increasing  government  or  insurance  bureaucratic  control  of  health  care  or  we  can  provide  de- 
regulated mechanisms  for  free  market  cost  control. . .  In  other  words,  short-term  tourniquets  or 
long-term  cures. 
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Mr.  Ganske.  Given  the  imperfections  in  the  current  AAPCC  cal- 
culations, today's  hearing  is  especially  important. 

So  long  as  Medicare  HMOs  experience  favorable  selection,  the 
program  will  continue  to  cost  taxpayers  millions  and  millions  of 
dollar. 

No  effort  to  slow  the  growth  of  Medicare  by  expanding  the  use 
of  managed  care  will  be  successful  if  the  AAPCC  does  not  better 
reflect  the  health  status  of  enrollees.  I  do  believe  that  managed 
care  should  be  one  of  the  options  seniors  have  but  we  have  a  re- 
sponsibility to  make  sure  that  expanded  new  options  of  any  type 
provide  quality  care  in  a  cost-effective  manner.  Mr.  Chairman,  I 
look  forward  to  the  testimony  of  the  witnesses  today  and  to  work- 
ing with  this  committee  as  we  attempt  to  craft  a  managed  care 
payment  formula  which  guarantees  fair  payments  to  Medicare 
HMOs  without  soaking  the  taxpayers. 

Thank  you,  Mr.  Chairman. 

Mr.  Bilirakis.  I  thank  the  gentleman.  For  an  opening  statement 
the  gentleman  from  Florida,  Mr.  Deutsch  is  recognized. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman.  I  have  a  pretty  exten- 
sive opening  statement  that  I  would  like  to  submit  for  the  record. 

Mr.  Bilirakis.  Without  objection. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman.  I  also  appreciate  the 
chairman's  continuing  effort  to  really  flesh  out  the  options  in  terms 
of  Medicare  and  I  anxiously  await  the  testimony  of  the  panel  this 
morning. 

I  would  also  urge  my  colleagues,  not  just  the  colleagues  that  are 
here  but  all  of  my  colleagues  in  the  Congress  to  really  start  focus- 
ing on  the  Medicare  issue.  I  had  somewhat  of  a  rude  awakening 
yesterday.  I  spent  about  IV2  hours  going  through  numbers  with 
staff  and  the  numbers  in  the  Budget  Committee  or  the  Budget  Res- 
olution that  has  passed  now  the  floor  in  final  form,  of  the  $270  bil- 
lion number  is  a  number  which  when  you  sit  down  and  work 
through  and  I  hope  that  my  IV2  hours  yesterday  were  mistaken 
but  at  least  what  I  believe  at  this  point,  and  I  look  forward  to 
working  with  the  chairman  to  hope  that  this  is  not  true,  is  at  least 
the  way  I  look  at  it  right  now  is  that  $270  billion  number,  if  we 
are  to  get  to  that  number,  there  is  no  way  to  get  to  that  number 
without  irrevocably  changing  the  Medicare  in  a  negative  way  for 
beneficiaries. 

I  do  not  see  any  other  path  that  can  reach  that  target.  I  hope 
I'm  wrong  and  again  I  anxiously  await  our  hearings  and  ultimately 
our  work  in  terms  of  reconciliation  but  I  believe  that  that  issue  is 
an  issue  which  would  be  devastating  for  the  American  people,  not 
just  for  those  on  Medicare  but  for  those  who  are  paying  into  the 
Medicare  system  or  those  who  are  children  not  yet  paying  into  the 
Medicare  system,  which  is  basically  every  American  in  this  coun- 
try, and  I  appreciate  the  opportunity  to  work  on  this  committee 
and  with  the  chairman  to  prevent  that  from  happening,  and  I  anx- 
iously await  being  shown  that  it  does  not  have  to  happen. 

[The  prepared  statement  of  Hon.  Peter  Deutsch  follows:] 
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Prepared  Statement  of  Hon.  Peter  Deutsch,  a  Representative  in  Congress 
from  the  State  of  Florida 

Thank  you  Mr.  Chairman.  This  morning,  the  Subcommittee  continues  its  exam- 
ination of  Medicare — the  program  that  provides  health  care  for  37  million  senior 
citizens. 

It  is  ironic  that  our  Republican  colleagues  have  chosen  to  celebrate  the  30th  anni- 
versary of  Medicare  by  cutting  $274  billion  from  the  program.  I  don't  think  the  37 
million  Americans  who  rely  on  Medicare  for  their  health  care  would  agree  that  such 
drastic  reductions  are  cause  for  celebration.  Usually,  we  celebrate  anniversaries  by 
receiving  gifts.  On  this  anniversary  ,  our  senior  citizens  will  be  giving  a  gift — the  gift 
of  their  Medicare  benefits  to  fund  a  tax  cut  for  the  wealthy. 

Over  the  next  several  weeks,  as  the  Committee  continues  its  hearings  on  Medi- 
care and  Medicaid,  I  believe  it  will  become  increasingly  clear  that  these  programs 
provide  a  vital  lifeline  for  millions  of  Americans.  Discussing  historical  problems  is 
only  one  part  of  that  learning  process.  But  to  develop  solutions,  we  will  need  to  look 
forward,  not  backward.  Doing  this  requires  knowledge  of  the  specifics  of  how  Repub- 
licans will  change  these  two  programs.  Just  exactly  how  do  they  plan  to  "save"  $452 
billion?  Through  changing  our  contract  with  senior  citizens  and  increasing  their 
costs?  Through  cutting  payments  to  doctors,  hospitals,  and  other  health  care  provid- 
ers— thus  also  increasing  costs  to  senior  citizens?  Or  by  reducing  or  eliminating 
health  care  benefits  to  seniors? 

On  several  occasions,  in  our  hearings  on  Medicaid,  the  issue  of  distribution  of 
funding  among  the  States  has  been  discussed.  The  formula  for  providing  States  with 
funds  seems  to  be  a  key  issue  in  the  debate.  Today,  I  would  submit  that  Medicaid 
is  not  the  only  place  where  we  will  have  a  formula  problem. 

The  Medicare  program  has  a  formula  problem  too,  for  the  enormous  cuts  proposed 
by  the  Republicans  will  be  a  "formula  for  disaster." 

I  want  to  remind  everyone  that  the  Medicare  program  has  a  "contract"  with  the 
Seniors  of  our  country — one  which  has  been  fulfilled  through  making  it  possible  for 
our  nation's  disabled  and  senior  citizens  to  receive  universal  access  to  high-quality, 
mainstream  health  care.  Our  senior  citizens  depend  on  this  contract  to  ensure  that 
as  they  reach  their  golden  years,  they  don't  have  to  worry  about  their  health  care 
or  about  an  increased  financial  burden  for  their  health  care. 

The  origin  of  this  contract  is  a  promise  our  country  made  contract  with  its  senior 
citizens  30  years  ago.  We  promised  that  we  would  provide  them  with  comprehensive 
health  care  coverage,  and  that  we  would  ensure  that  they  could  live  the  final  years 
of  their  lives  in  health  and  with  dignity.  We  also  promised  that  we  would  maintain 
a  level  of  financial  commitment  that  would  not  financially  overburden  our  Senior 
citizens.  We  have  kept  this  promise  for  these  30  years.  We  cannot  and  must  not 
break  it  now. 

We  also  have  made  a  contract  with  American's  health  care  providers.  We  asked 
them  to  care  for  our  senior  citizens  with  cost-effective,  high-quality  care.  And  we 
-  pledged  to  them  that  they  would  be  treated  fairly. 

I  do  not  find  suggestions  that  we  break  our  contract  with  senior  citizens  as  some- 
thing to  "celebrate."  The  longstanding  contract  we  have  had  with  our  nation's  dis- 
abled people  and  senior  citizens,  and  with  health  care  providers,  must  not  be  tram- 
pled by  budget  crusaders  who  want  to  break  a  30-year-old  promise  for  the  sake  of 
meeting  the  terms  of  their  "Contract"  to  provide  a  tax  break  for  the  rich.  I  hope 
that  we  can  work  together — as  colleagues  on  both  sides  of  the  aisle  have  done  on 
this  Committee  in  the  past — to  achieve  equity  and  balance  for  seniors  as  we  strive 
to  balance  the  federal  budget.  I  hope  that  we  can  work  together  to  maintain  our 
contract  with  America's  senior  citizens  to  continue  and  improve  the  Medicare  pro- 
gram— a  program  that  has  provided  the  immeasurable  benefits  of  security,  health, 
and  well-being  to  our  nation's  disabled  and  senior  citizens. 

Mr.  Bilirakis.  I  thank  the  gentleman.  For  an  opening  statement, 
the  gentleman  from  California,  Mr.  Bilbray,  is  recognized. 
Mr.  Bilbray.  Thank  you,  Mr.  Chairman. 

I  want  to  thank  you  for  holding  this  hearing  on  the  risk  based 
HMOs  and  I  think  that  we  are  talking  about  a  segment  of  the  issue 
that  we  want  to  improve  and  hopefully  be  able  to  develop  a  menu 
for  the  future  recipients. 

My  colleague  was  talking  about  the  concern  about  if  we  try  to 
put  Medicare  costs  under  control  that  there  might  be  some  great 
adverse  impact  on  the  recipients.  I'd  just  like  to  remind  my  col- 
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leagues  that  there's  been  report  after  report  that  has  said  quite 
clearly  that  if  we  don't  figure  out  how  to  address  this,  the  spiraling 
costs  of  Medicare,  that  the  greatest  losers  will  be  those  who  have 
depended  on  this  program  and  look  forward  to  the  service  of  this 
program.  I  think  that  we  may  fear  change  but  we  probably  should 
fear  not  having  the  guts  to  do  the  right  thing  and  get  this  system 
under  control  and  to  move  forward  in  a  proper  manner.  Those  of 
us  that  look  forward  to  depending  on  this  program  see  that  without 
major  change  there  is  nothing  but  a  bleak  end  to  the  services  as 
we  know  it  somewhere  in  the  very — much  too  near  future. 

Mr.  Chairman,  I  think  the  goal  here  is  the  best  way  to  provide 
effective  service  and  to  control  the  spiraling  costs  is  to  encourage 
as  many  choices  as  possible  for  the  consumer.  One  problem  we 
have  had  in  the  past  is  that  we  have  given  the  consumer  what  Gov- 
ernment monopolies  so  often  do  so  poorly  and  that  is  force  them 
to  take  one  choice  and  only  one  choice. 

I  think  preserving  this  important  program  that  we  are  discussing 
here  today  and  improving  it  is  going  to  be  a  critical  part  of  our, 
the  seniors  of  tomorrow  and  today,  being  able  to  make  these  type 
of  choices.  The  Medicare  risk  role  in  the  restructuring  of  the  sys- 
tem is  going  to  be  very  critical. 

I  think  that  the  testimony  today  is  very,  very  important  and  I 
look  forward  to  including  an  improved  version  of  this  program 
within  the  overall  Medicare  package. 

Thank  you,  Mr.  Chairman. 

Mr.  BILIRAKIS.  I  thank  the  gentleman.  The  gentleman  from 
Michigan  has  no  opening  statement? 
Mr.  Stupak.  No,  sir. 
Mr.  Bilirakis.  I  thank  the  gentleman. 
[The  prepared  statement  of  Hon.  Cliff  Stearns  follows:] 

Prepared  Statement  of  Hon.  Cliff  Stearns,  a  Representative  in  Congress 
from  the  State  of  Florida 

Thank  you,  Chairman  Bilirakis,  for  holding  this  hearing  today.  In  reviewing  the 
testimony  of  the  various  witnesses,  I  was  struck  by  the  fact  managed  care  does  not 
provide  the  savings  that  had  been  anticipated.  Today's  hearing  will  explore  why  this 
is  so  and  what  we  can  do  to  rectify  the  situation. 

In  recently  released  studies  by  the  Prospective  Payment  Assessment  Commission 
and  the  General  Accounting  Office  a  variety  of  reasons  were  given.  Since  I  believe 
managed  care  is  an  option  that  should  be  made  available  to  our  seniors,  I  believe 
it  is  important  to  ascertain  the  best  way  to  correct  the  existing  problems. 

Since  the  market  seems  to  be  moving  towards  managed  care,  we  must  ensure  that 
HMOs  will  be  able  to  accommodate  elderly  and  disabled  patients. 

The  focus  of  my  remarks  today,  however,  concern  one  specific  aspect  of  this  pro- 
gram that  is  particularly  relevant  to  my  district. 

On  page  9  of  his  testimony  Dr.  Altman  states  that  in  1994  the  Medicare  program 
provided  about  $10  billion  in  extra  payments  to  certain  rural,  teaching,  and  dis- 
proportionate share  hospitals  to  recognize  the  costs  that  they  incur  that  other  hos- 
pitals do  not  bear. 

My  concern  is  prompted  by  the  fact  that  the  Medicare  risk  contracting  program 
does  not  contain  special  provisions  for  these  facilties.  Since  I  represent  a  rural  area 
with  disproportionate  share  and  teaching  hospitals,  this  is  of  extreme  importance 
to  me. 

Currently  about  7  percent  of  medicare  enrollees  are  enrolled  in  the  risk  contract 
program.  What  assurances  do  we  have  that  if  we  expand  this  program  that  hopitals 
such  as  those  in  my  district  would  be  reimbursed  for  services  rendered. 

In  a  1992  study  conducted  by  the  Health  Care  Financing  Administration  it  was 
determined  that  60%  of  the  claims  denied  by  Medicare  HMOs  were  for  emergency 
medical  services.  I  find  this  rather  alarming,  especiallly  since  the  emergency  room 


208 


is  used  by  an  increasing  number  of  people  for  their  medical  care.  It  is  very  clear 
that  hospitals  cannot  provide  care  without  being  compensated. 

It  is  prescribed  by  law  that  every  patient  that  enters  an  emergency  department 
must  receive  an  adequate  screening  examination  and  be  stabilized  if  necessary. 
However,  there  is  no  corresponding  requirement  that  these  services  must  be  reim- 
bursed by  the  managed  care  plan. 

Unless  we  correct  this  oversight,  I  do  not  see  how  we  can  require  hospital  emer- 
gency departments  to  provide  care  and  not  be  reimbursed. 

Thank  you  for  giving  me  this  opportunity  to  address  this  issue.  I  look  forward  to 
hearing  from  our  distinguished  panel. 

Mr.  Bilirakis.  Well,  without  any  further  ado  then,  we'll  call  our 
first  panel  to  come  forward: 

Dr.  Gail  Wilensky,  Chair  of  the  Board  of  Directors,  Physician 
Payment  Review  Commission;  Dr.  Stuart  Altman,  Chairman,  Pro- 
spective Payment  Assessment  Commission;  Dr.  Rodney  Armstead, 
Director,  Office  of  Managed  Care,  Health  Care  Financing  Adminis- 
tration (HCFA);  and  Mr.  Jonathan  Ratner,  Associate  Director  for 
Health  Financing  and  Policy  Issues,  Health,  Education,  and 
Human  Services  Division  of  the  General  Accounting  Office. 

Dr.  Wilensky  and  gentlemen,  your  entire  written  statements  will 
be  a  part  of  the  record  and  I  would  ask  you  to  try  to  limit  your 
-opening  statement  to  5  minutes  if  you  could  and  hopefully  during 
the  round  of  questioning  you  may  present  further  points. 

We  will  start  with  Dr.  Wilensky. 

STATEMENTS  OF  GAIL  R.  WILENSKY,  CHAIR,  BOARD  OF  DIREC- 
TORS, PHYSICIAN  PAYMENT  REVIEW  COMMISSION;  STUART 
H.  ALTMAN,  CHAIRMAN,  PROSPECTIVE  PAYMENT  ASSESS- 
MENT COMMISSION;  RODNEY  C.  ARMSTEAD,  DIRECTOR,  OF- 
FICE OF  MANAGED  CARE,  HEALTH  CARE  FINANCING  ADMIN- 
ISTRATION; AND  JONATHAN  RATNER,  ASSOCIATE  DIRECTOR 
FOR  HEALTH  FINANCING  AND  POLICY  ISSUES,  HEALTH, 
EDUCATION  AND  HUMAN  SERVICES  DIVISION,  GENERAL  AC- 
COUNTING OFFICE 

Ms.  Wilensky.  Thank  you,  Mr.  Chairman,  for  inviting  me  here 
to  present  PPRC's  views  concerning  Medicare  managed  care. 

As  you  well  know,  we  are  in  the  midst  of  substantial  change  in 
this  country  in  terms  of  how  health  care  is  organized  and  delivered. 
Medicare  is  under  enormous  financial  pressure,  and  we  are  now  at 
an  important  juncture,  and  it  is  important  to  make  sure  that  op- 
portunities and  challenges  to  improve  performance  of  the  Medicare 
program  are  put  on  the  table.  We  will  need  multiple  approaches 
and  policy  responses. 

Managed  care  is  now  only  a  small  part  of  the  Medicare  program, 
but  it  is  time  for  changes  that  will  allow  it  to  be  a  bigger  part.  To 
ensure  that  the  program  can  act  as  a  prudent  purchaser,  it  is  im- 
portant to  make  more  options  available.  We  want  to  be  sure  that 
we  expand  the  number  of  choices  available  to  the  beneficiaries  and 
encourage  the  use  of  cost  effective  providers,  and  to  do  so  in  ways 
that  protect  the  fiscal  integrity  of  the  program  and  preserve  the 
elderly's  access  to  high  quality  care. 

As  you  well  know,  beneficiaries  may  choose  HMO  enrollments 
when  they  become  eligible  for  Medicare  or  at  other  times.  The  will- 
ingness of  HMOs  to  participate  in  the  Medicare  program  has  grown 
rapidly,  and  there  has  also  been  a  substantial  increase  in  the  en- 
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rollment,  although  it  still  remains  substantially  under  10  percent 
of  that  population. 

However,  fully  three-quarters  of  the  elderly  live  in  an  area  where 
there  is  a  Medicare  managed  care  plan  available.  If  we  are  to  see 
greater  expansion,  it  will  require  the  capacity  of  HMOs  to  accom- 
modate the  elderly  and  the  elderly's  willingness  to  receive  care 
under  these  arrangements. 

Some  of  this  will  happen  in  any  case  because  as  the  non-aged  age 
into  Medicare  they  have  grown  use  to  being  under  managed  care 
and  they  will  probably  stay  there.  But  it  is  also  important  to  re- 
form methods  of  paying  HMOs. 

You  have  heard  often  that  the  current  payment  method  is 
flawed.  It  is  linked  to  Medicare  fee  for  service  so  that  we  do  not 
get  the  savings  we  think  may  be  possible.  There  is  wide  variation 
that  is  highly  volatile,  and  there  is  not  enough  adjustment  for  risk. 

What  we  need  to  do  is  be  able  to  cover  the  cost  of  an  efficient 
HMO,  make  some  adjustments  for  risk,  and  make  it  more  predict- 
able in  terms  of  payment. 

One  of  the  things  that  has  been  considered  is  competitive  pricing. 
While  you've  had  a  lot  of  discussion  about  that,  I  would  like  to 
mention  that  there  is  a  risk  that  the  use  of  the  competitive  bidding 
system  might  place  HMOs  at  a  competitive  disadvantage  with 
Medicare  fee  for  service. 

What  you  really  want  to  do  is  to  have  comparable  payment  sys- 
tems. Such  policies  would  involve  restructuring  payment  for  the  fee 
for  service  program  so  that  the  beneficiary's  payment  for  all  types 
of  options,  HMOs  and  fee  for  service,  would  reflect  payment  rates 
established  by  bidding.  Otherwise,  the  use  of  competitive  bidding 
might  kill  off  a  new  area.  That  is,  HMO-managed  care. 

There  are  many  kinds  of  refinements  that  we  need  to  do  to  the 
AAPCC  if  we  are  to  continue  using  it,  and  that  is,  after  all,  is 
where  we  are  now.  We  will  need  some  sort  of  administered  pricing 
for  at  least  the  foreseeable  future. 

One  of  the  things  that  could  be  done  is  to  try  to  have  less  pay- 
ment volatility  by  defining  geographic  areas  with  a  larger  Medicare 
population  to  get  a  more  stable  base,  or  to  use  a  statistical  tech- 
nique that  blends  the  use  of  a  county  rate  with  a  wider  rate. 

It  is  also  possible  that  you  can  use  a  blended  AAPCC  which 
makes  use  of  what  is  going  on  in  the  Nation  as  a  whole,  versus 
what  is  going  on  in  the  county.  Right  now,  where  you  have  areas 
of  high  service  use,  that  impacts  the  AAPCC  in  a  very  large  way. 

Partial  capitation  is  an  issue  that  has  also  bee  raised  by  PPRC 
as  way  to  try  to  blend  the  risks  so  that  some  groups  that  may  not 
be  willing  to  take  on  full  risks  can  still  be  allowed  to  participate 
in  a  managed  care  program. 

The  Commission  has  also  recommended  a  more  structured  enroll- 
ment process  be  established  that  provides  for  coordinated  open  en- 
rollment. This  would  help  reduce  some  of  the  risk  selection  that 
goes  on  with  the  30-day  enrollment,  disenrollment,  and  frankly  it 
would  also  provide  a  much  better  way  to  get  good  information  to 
the  elderly  so  they  have  some  idea  about  plans  available  in  their 
area  and  can  choose  the  plans  that  make  the  most  sense  for  them. 

PPRC  is  doing  additional  work  to  try  to  be  helpful  to  the  commit- 
tee as  you  are  in  the  position  of  having  to  make  many  policy 
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choices  in  the  near  future.  Some  of  the  analysis  now  underway  are 
to  set  capitation  payments  for  the  risk  contracting  program,  extend 
the  work  that  has  been  done  by  identifying  some  potential  markets 
where  you  could  do  competitive  bidding,  and  also  to  update  some 
of  the  work  that  has  been  done  on  risk  adjustment. 

Risk  adjustment  continues  to  be  one  of  the  most  serious  issues. 

A  second  issue,  structuring  choice  for  Medicare  beneficiaries, 
making  sure  the  ideas  are  assessed  as  to  the  kind  of  financial  in- 
centives that  make  sense,  the  kind  of  barriers  that  may  be  in  place, 
and  also  the  kind  of  information  that  is  needed  by  seniors  to  make 
good  choices. 

Mr.  Bilirakis.  Please  summarize,  Dr.  Wilensky. 

Ms.  Wilensky.  Yes.  Medicare  is  at  a  crossroads.  It  can  remain 
the  last  open-ended  program  dominated  by  fee  for  service  and  unre- 
stricted choice  of  providers,  or  it  can  be  restructured  to  reflect  the 
rapid  evolution  of  the  market  and  the  choices  it  offers,  and  the  in- 
centives it  creates  for  the  elderly  to  choose  more  cost  effective 
plans. 

Markets  will  continue  to  change,  and  Medicare  needs  to  be  able 
to  adapt  to  both  current  and  future  trends. 

[The  prepared  statement  of  Gail  R.  Wilensky  follows:] 

Prepared  Statement  of  Gail  R.  Wilensky,  Ph.D.,  Chair,  Physician  Payment 

Review  Commission 

Mr.  Chairman,  I  appreciate  the  opportunity  to  be  here  this  morning  to  present 
the  Physician  Payment  Review  Commission's  views  concerning  Medicare  managed 
care.  The  Commission  devoted  considerable  thought  to  this  important  issue  in  its 
1995  Annual  Report,  making  recommendations  on  needed  improvements  in  Medi- 
care's payment  policies  for  managed-care  plans.  In  addition,  we  are  now  at  work  on 
severalfprojects  that  will  provide  the  Congress  with  information  it  can  use  to  extend 
the  role^of  managed  care  within  the  Medicare  program. 

As  we  speak,  the  U.S.  health  care  system  is  undergoing  major  changes.  Employers 
are  fundamentally  altering  the  way  they  purchase  health  services.  Managed-care 
plans  are  growing  rapidly  and  evolving  toward  more  integrated  systems  of  care. 
Physicians  and  hospitals  are  joining  together  in  new  types  of  organizations,  trans- 
forming the  way  care  is  delivered. 

These  developments,  along  with  the  financial  pressures  facing  the  Medicare  pro- 
gram, are  bringing  Medicare  to  an  important  juncture.  Dynamic  change  in  the  mar- 
ketplace is  creating  both  opportunities  and  challenges  for  the  Congress  to  improve 
performance  of  the  Medicare  program  and  to  further  such  policy  goals  as  containing 
costs,  expanding  access,  and  ensuring  quality  of  care.  While  the  innovations  in  the 
private  sector  suggest  new  solutions  to  longstanding  policy  problems,  the  pace  of 
change  varies  widely  around  the  country.  Multiple  approaches  and  policy  responses 
will  be  needed  to  reinforce  the  positive  effects  of  market  evolution  and  to  mitigate 
any  adverse  consequences. 

Although  managed  care  is  now  only  a  small  part  of  Medicare,  its  rapid  growth 
suggests  that  the  time  may  be  ripe  for  policy  changes  that  will  help  guide  this  pro- 
gram into  the  next  century.  Much  can  be  done  to  make  changes  in  Medicare  consist- 
ent with  innovations  in  the  private  sector,  and  to  ensure  that  the  program  acts  as 
a  prudent  purchaser  in  responding  to  the  changing  health  care  marketplace.  The 
challenge  that  lies  ahead  will  be  to  expand  the  number  of  choices  available  to  bene- 
ficiaries and  encourage  the  use  of  cost-effective  providers,  and  to  do  so  in  ways  that 
protect  the  fiscal  integrity  of  the  program  and  preserve  beneficiaries'  access  to  high- 
quality  care. 

In  my  testimony  this  morning,  I  will  provide  some  background  information  on  the 
current  role  of  managed  care  within  the  Medicare  program  and  but  then  more  im- 
portantly highlight  the  Commission's  recent  recommendations  on  changes  needed  in 
Medicare  payment  policies.  I  will  also  outline  the  work  that  is  now  underway  which 
we  hope  will  be  of  assistance  to  you  as  you  develop  a  Medicare  reform  package. 
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The  Context  for  Change 

Under  the  provisions  of  the  Tax  Equity  and  Fiscal  Responsibility  Act  of  1982 
(TEFRA),  Medicare  beneficiaries  have  the  option  to  enroll  in  health  maintenance  or- 
ganizations (HMOs),  all  of  which  offer  Medicare-covered  benefits  and  most  of  which 
also  offer  coverage  of  cost  sharing  and  supplemental  services  that  replaces  Medigap 
policies.  Beneficiaries  may  choose  HMO  enrollment  when  they  become  Medicare  eli- 
gible or  at  other  times  when  Medicare  HMOs  offer  open  enrollment. 

As  the  health  system  has  moved  toward  managed  care  and  integrated  delivery 
systems,  both  the  willingness  of  HMOs  to  participate  in  the  Medicare  program  and 
beneficiary  enrollment  in  these  plans  have  grown  rapidly.  The  number  of  managed- 
care  plans  with  Medicare  risk  contracts  increased  by  over  80  percent  from  the  end 
of  calendar  year  1990  to  the  end  of  calendar  year  1994,  and  enrollment  increased 
by  about  85  percent  during  the  past  5  years.  Currently  about  9  percent  of  Medicare 
beneficiaries  are  enrolled  in  HMOs.  About  75  percent  of  enrollees  are  in  HMOs  with 
risk  contracts  which  are  paid  on  a  per  capita  basis;  the  rest  are  in  plans  with  cost 
contracts  that  are  paid  based  on  "reasonable  costs." 

Fully  three  quarters  (74  percent)  of  Medicare  beneficiaries  now  live  in  an  area 
with  a  Medicare  managed  care  plan  available  to  them.  But  enrollment  rates  vary 
considerably  across  the  country,  with  higher  rates  tending  to  occur  in  areas  where 
commercial  HMO  penetration  is  high.  Almost  one-third  (28  percent )  of  those  Medi- 
care beneficiaries  living  in  California  and  Arizona  are  enrolled  in  risk  contract 
HMOs.  By  comparison,  15  percent  of  those  in  Florida  receive  care  from  HMOs  and 
just  5  percent  of  those  in  Massachusetts  and  Texas.  There  are  virtually  no  Medicare 
HMO  enrollees  in  28  states. 

Policy  Responses 

Further  expansion  of  managed  care  within  the  Medicare  program  will  depend 
upon  several  factors:  the  capacity  of  HMOs  to  accommodate  elderly  and  disabled  pa- 
tients, plans'  willingness  to  do  business  with  the  program,  and  beneficiaries'  willing- 
ness to  receive  care  under  these  arrangements.  Plans'  ability  to  attract  and  retain 
Medicare  beneficiaries  and  beneficiaries  comfort  level  with  managed  care  will  likely 
grow  over  time,  particularly  as  individuals  now  covered  by  managed-care  plans  age 
into  the  program.  At  the  same  time,  Medicare  could  encourage  greater  plan  partici- 
pation and  ensure  that  the  cost  savings  achieved  as  a  result  of  managed  care  effi- 
ciencies accrue  to  the  Medicare  program  by  reforming  its  methods  for  paying  HMOs. 

Changes  in  this  payment  methodology  are  urgently  needed  and  should  be  consid- 
ered a  first  step  in  encouraging  a  more  substantial  role  for  managed  care  within 
Medicare.  The  Commission  has  made  a  number  of  recommendations  in  this  area 
which  would  enhance  program  performance  and  help  Medicare  capitalize  on  innova- 
tive changes  in  the  health  care  market. 

The  Problem.  Current  Medicare  payment  policies  for  HMOs  are  fundamentally 
flawed,  and  have  contributed  to  problems  of  limited  HMO  participation  (and  thus 
low  beneficiary  enrollment  rates),  and  higher  costs  per  enrollee  than  their  fee-for- 
service  costs  would  have  been.  These  problems  include:  the  linking  of  managed  care 
payment  rates  to  Medicare  fee-for-service  expenditures,  so  that  the  cost  efficiencies 
achieved  by  HMOs  do  not  result  in  savings  for  Medicare;  wide  geographic  variation 
in  payment  rates  due  to  local  variations  in  fee-for-service  patterns  of  use;  highly 
volatile  county-level  payment  rates,  particularly  for  those  with  small  Medicare  popu- 
lations; inadequate  risk  adjustment  methods;  and  unrestricted  movement  between 
risk  and  cost  contracts,  resulting  in  HMOs  with  risk  contracts  attracting  patients 
with  less  expensive  patterns  of  use. 

The  Solutions.  In  the  Commission's  view,  the  first  step  in  expanding  managed 
care  should  be  improving  payment  policy  for  risk  contracts  by  correcting  flaws  in 
current  capitation  rates  (referred  to  as  adjusted  average  per  capita  costs  or 
AAPCCs).  If  Congress  fails  to  address  these  problems,  a  greater  role  for  managed 
care  will  not  necessarily  lead  to  cost  savings.  Building  upon  this  foundation,  addi- 
tional managed  care  choices  (such  as  preferred  provider  or  point-of-service  options) 
also  can  be  offered.  In  addition,  other  approaches  that  would  create  competition 
among  fee-for-service  and  managed  care  options  within  Medicare  should  be  ex- 
plored. 

Capitation  payment  rates  should  be  improved  so  that  they  (1)  cover  costs  of  an 
efficient  HMO,  (2)  are  better  adjusted  for  risk  selection,  and  (3)  are  more  predictable 
from  year  to  year.  The  Commission  suggests  two  approaches  for  improving  capita- 
tion payments:  competitive  pricing  methods  and  refinements  to  the  current  AAPCC 
geographic  adjustment  method.  Because  competitive  pricing  would  be  effective  only 
in  markets  with  multiple  HMOs,  both  approaches  are  needed  in  the  short-term. 

Also  needed  are  payment  adjustments  that  mitigate  the  financial  impact  of  ad- 
verse risk  selection  (having  a  patient  population  with  higher  than  average  health 
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care  use)  and  reduce  the  incentives  for  HMOs  to  select  good  risks.  Since  current  risk, 
adjustment  methods  are  inadequate,  partial  capitation  methods  that  base  HMO  pay- 
ment partly  on  a  capitation  rate  and  partly  on  actual  experience  could  also  be  test- 
ed. Reconsideration  of  the  30-day  enrollment  policy  should  also  occur.  These  are  dis- 
cussed below. 

Competitive  Pricing.  Competitive  pricing  would  uncouple  HMO  payment  rates 
from  expenditures  in  the  fee-for-service  sector,  using  market  mechanisms  to  estab- 
lish payments  that  reflect  the  costs  for  an  efficient  HMO.  The  process  could  work 
as  follows.  First,  HMOs  meeting  the  qualifying  conditions  for  risk  contracts  would 
submit  offers  of  the  minimum  payment  rate  they  would  be  willing  to  take.  Then  the 
Health  Care  Financing  Administration  (HCFA)  would  establish  a  payment  rate 
based  on  the  bids  submitted.  To  create  incentives  for  plans  to  bid  low,  plans  that 
bid  higher  than  the  final  rate  should  be  penalized,  perhaps  by  requiring  these  plans 
to  charge  the  balance  of  their  bid  to  beneficiaries  in  the  form  of  premiums. 

Whether  Medicare  would  save  money  from  using  competitive  bidding  would  de- 
pend upon  how  the  final  payment  rates  established  from  the  bidding  process  com- 
pare with  the  level  of  the  AAPCCs  in  those  markets.  Because  it  is  not  clear  how 
competitive  bidding  might  affect  Medicare  costs,  some  have  proposed  using  payment 
limits — for  example,  using  the  national  average  per  capita  cost,  adjusted  for  local 
input  prices,  as  an  upper  limit.  This  approach  is  not  ideal,  however,  because  it 
would  reintroduce  the  very  problems  that  competitive  pricing  was  intended  to  cor- 
rect and  distort  competition  by  preventing  the  established  price  from  reflecting  local 
market  conditions. 

There  is  a  risk  that  the  use  of  a  competitive  bidding  system  might  place  HMOs 
at  a  competitive  disadvantage  with  Medicare  fee-for-service.  Policies  to  encourage 
fair  competition  between  fee-for-service  and  HMOs  in  those  markets  with  competi- 
tive bidding  may  be  crucial  so  as  not  to  discourage  the  growth  of  managed  care  and 
not  bias  the  system  toward  the  fee-for-service  program.  Such  policies  would  involve 
restructuring  payment  for  the  fee-for-service  program,  so  that  beneficiaries'  pay- 
ments for  all  types  of  options — HMOs  and  fee-for-service — would  reflect  payment 
rates  established  by  bidding. 

To  enhance  prospects  for  successful  implementation,  the  Commission  recommends 
that  HCFA  be  given  sufficient  authority  and  flexibility  to  introduce  competitive  bid- 
ding in  markets  with  the  best  chances  for  success  (e.g.,  those  with  high  HMO  pene- 
tration) and,  if  successful,  gradually  increase  the  number  of  markets  as  competitive 
conditions  change. 

Refinements  to  the  AAPCC  Geographic  Adjustment  Method.  Because  competitive 
pricing  would  be  effective  only  in  markets  where  multiple  plans  can  compete  for 
Medicare  business,  AAPCCs  or  some  other  form  of  administered  payment  rates  will 
be  needed  for  the  foreseeable  future.  AAPCCs  also  might  be  used  during  an  interim 
period  in  locations  designated  for  competitive  pricing,  until  the  new  method  was 
ready  to  implement. 

Adjustments  are  currently  made  for  differences  in  costs  across  geographic  areas 
by  taking  the  ratio  of  county-level  per  capita  costs  to  the  national  average.  This 
method  is  flawed  because  it  establishes  payment  rates  that  are  unstable  over  time 
and  are  susceptible  to  extreme  geographic  variation  in  service  use  patterns.  It  also 
creates  an  incentive  for  HMOs  to  choose  to  serve  those  counties  within  their  service 
area  with  the  highest  payment  rates. 

Theoretically,  geographic  variation  could  be  addressed  by  making  payment  adjust- 
ments that  recognize  input  price  factors  that  HMOs  cannot  control,  such  as  local 
wage  rates,  and  the  portion  of  service  use  variation  that  is  attributable  to  dif- 
ferences in  health  status.  The  current  AAPCC  reflects  all  service  use  variation,  a 
portion  of  which  reflects  service  underuse  or  overuse,  and  we  are  not  able  to  meas- 
ure the  individual  components  accurately.  Until  more  direct  measures  are  devel- 
oped, the  Commission  has  recommended  that  a  blended  AAPCC  be  used,  which  is 
a  weighted  average  of  the  AAPCC  and  the  national  average  per  capita  cost  (USPCC) 
adjusted  for  local  differences  in  input  prices. 

To  reduce  payment  volatility,  two  possible  approaches  are  suggested.  The  first  is 
to  define  geographic  areas  with  larger  Medicare  populations  to  obtain  a  more  stable 
base  of  health  care  expenditures  for  calculating  AAPCCs.  The  second  is  to  use  a  sta- 
tistical technique  (called  a  shrinkage  estimator)  to  establish  county-level  payment 
rates  that  are  based  partly  on  the  county's  AAPCC  and  partly  on  the  payment  rate 
for  a  larger  area  that  contains  the  county. 

Partial  Capitation.  When  an  HMO  assumes  full  risk  for  its  enrollees'  health  care 
costs  under  capitation,  its  financial  results  could  range  widely  from  large  gains  to 
large  losses.  Partial  capitation  would  minimize  these  potential  swings  by  having 
Medicare  share  risk  with  HMOs  that  had  losses  or  gains  outside  specified  thresh- 
olds. Two  different  partial  capitation  methods  could  be  used:  (1)  blended  rates  based 
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on  a  weighted  average  of  a  capitation  payment  and  fee-for-service  payment  for  ac- 
tual health  care  services  provided,  using  existing  Medicare  fees,  and  (2)  risk  corridor 
payments  that  would  adjust  capitation  rates  in  proportion  to  an  HMO's  net  financial 
gains  or  losses  exceeding  established  thresholds. 

Although  this  is  a  promising  solution,  partial  capitation  could  be  difficult  to  ad- 
minister. Before  this  method  is  widely  used,  therefore,  demonstrations  are  needed 
to  test  different  models  and  their  data  requirements  for  HMOs,  and  to  develop  need- 
ed information  for  setting  risk  thresholds  and  risk  sharing  percentages. 

Enrollment  Policy.  In  addition  to  the  changes  in  payment  policy  described  above, 
the  current  enrollment  policy  with  its  lack  of  coordination  in  enrollment  periods 
may  have  contributed  to  low  enrollment  and  risk  selection.  The  Commission  is  rec- 
ommending that  a  more  structured  enrollment  process  be  established  that  provides 
for  coordinated  open  enrollment  periods.  Also  critical  is  a  process  for  furnishing 
beneficiaries  with  objective,  comparative  information  to  allow  them  to  make  in- 
formed choices  for  HMO  enrollment.  Permitting  beneficiaries  to  disenroll  at  the  end 
of  any  month  allows  them  to  leave  managed  care  plans  more  freely  than  is  common 
in  the  private  sector  and  may  result  in  disenrollment  when  they  require  more  serv- 
ices. This  policy  should  be  reevaluated,  weighing  benefits  of  reducing  opportunities 
for  risk  selection  by  locking  beneficiaries  in  over  a  longer  period  against  the  risk 
of  beneficiaries  being  unable  to  "vote  with  their  feet"  in  response  to  poor  service  and 
quality. 

The  Role  of  Cost  Contracts.  Cost  contracts  have  long  been  made  available  for 
HMOs  that  do  not  want  risk  contracts.  While  this  flexibility  has  ensured  that  a 
range  of  options  is  available  to  Medicare  beneficiaries,  it  has  also  contributed  to  fa- 
vorable selection  for  risk  contracting  HMOs  with  increased  costs  to  Medicare.  In 
markets  where  competitive  pricing  is  implemented,  cost  contracts  should  not  be 
available.  If  a  choice  of  contracts  is  offered  in  other  markets,  HMOs  should  be  re- 
quired to  commit  to  the  contract  form  they  choose  for  more  than  one  year. 

Future  Work 

In  addition  to  these  recommendations,  the  Commission  will  be  in  a  position  to 
offer  this  Committee  and  others  in  the  Congress  additional  policy  advice  concerning 
Medicare  managed  care  options  over  the  next  few  months.  Among  the  analyses  now 
underway  are: 

•  Setting  capitation  payments  for  the  risk  contracting  program.  These  analyses  will 

extend  the  Commission's  previous  work  by  identifying  potential  markets  where 
competitive  bidding  would  be  feasible,  designing  a  bidding  process  and  the 
structure  of  premiums  for  high  bidders,  and  considering  how  to  establish  pay- 
ment rates  in  areas  where  competitive  bidding  is  not  applicable.  The  Commis- 
sion will  also  update  its  assessment  of  risk  adjustment  methods.  In  addition, 
it  will  analyze  regional  variation  in  benefits  offered  to  Medicare  HMO  enrollees 
resulting  from  the  current  structure  of  payment  policy. 

•  Structuring  choices  for  Medicare  beneficiaries.  Questions  of  interest  include  the 

range  of  options  that  could  be  made  available;  whether  there  should  be  financial 
incentives  for  beneficiaries  to  choose  more  cost-effective  options  and  how  those 
incentives  would  be  structured;  identification  of  statutory  barriers  to  managed 
care  growth;  and  how  to  better  manage  the  fee-for-service  sector  of  Medicare  in- 
cluding case  management,  bundled  payments,  and  risk-based  carveouts. 

•  Access  to  care  for  Medicare  beneficiaries.  Building  on  the  Commission's  previous 

work  on  access,  a  strategy  will  be  developed  for  monitoring  access  for  those  en- 
rolled in  managed  care  plans.  In  addition,  a  survey  will  be  fielded  to  explore 
the  experiences  of  beneficiaries  enrolled  in  or  disenrolled  from  HMOs  as  a  base- 
line for  future  monitoring. 

Conclusions 

This  past  year,  the  Commission  focused  on  improving  the  methods  of  paying 
HMOs.  Changing  the  payment  method  is  long  overdue,  but  is  also  only  one  element 
of  a  strategy  to  improve  performance  of  the  Medicare  program.  When  Medicare  was 
enacted  thirty  years  ago,  its  design  was  meant  to  reflect  the  existing  health  care 
financing  and  delivery  system.  Today,  Medicare  is  at  a  crossroads.  It  can  remain 
the  last  open-ended  program  dominated  by  fee-for-service  payment  and  unrestricted 
choice  of  providers  or  it  can  be  restructured  to  reflect  the  rapid  evolution  of  the  mar- 
ket in  the  choices  it  offers  and  the  incentives  it  creates  for  beneficiaries  to  choose 
more  cost-effective  options.  In  addition  to  the  policy  changes  the  Commission  has 
recommended,  the  Medicare  program  needs  to  continue  monitoring  the  development 
of  the  market  over  time.  Markets  will  continue  to  change  and  Medicare  needs  to 
be  able  to  adapt  to  both  current  and  future  trends. 
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Mr.  Bilirakis.  Thank  you  very  much. 
Dr.  Altman? 

STATEMENT  OF  STUART  H.  ALTMAN 

Mr.  Altman.  Thank  you,  Mr.  Chairman.  First,  let  me  introduce 
myself.  I  am  Stuart  Altman  and  I  chair  the  Prospective  Payment 
Assessment  Commission.  Most  of  the  time  we  testify  before  your 
colleagues  in  the  Ways  and  Means  Committee.  It  is  a  pleasure  to 
be  here. 

We  are  the  senior  of  the  two  commissions  set  up  in  1983  and  it 
is  a  privilege  to  work  for  the  Congress.  I  want  to  make  clear  that 
over  the  last  year  in  particular  Gail  and  I  have  developed  a  whole 
program  where  our  two  commissions  are  working  very  closely  to- 
gether to  minimize  any  duplication,  and  we  hope  we  get  the  oppor- 
tunity to  testify  before  you  again. 

Let  me  make  three  quick  points  because  I  know  time  is  impor- 
tant. Before  I  get  to  the  three  points,  let  me  support  you,  Mr. 
Chairman.  We  at  ProPAC  strongly  support  the  need  for  choice  in 
Medicare  and  hope  that  no  matter  what  is  done  we  maintain  a 
strong  and  viable  fee  for  service  option.  I  think  it  makes  the  man- 
aged care  program  stronger  if  they  face  competitors.  Not  only 
among  themselves,  but  among  all  options. 

Also,  I  think  many  seniors  will  always  want  a  fee  for  service  op- 
tion. 

We've  been  impressed,  but  I  think  what  Mr.  Burr  has  said,  that 
the  market  of  managed  care  is  demonstrating  that  there  is  a  lot  of 
value  in  these  programs. 

I  recently  was  in  Winston-Salem  at  the  medical  school  there,  and 
I  know  what  he  is  talking  about.  We  support  that  very  strongly. 
But  we  need  to  make  some  really  fundamental  changes,  and  let  me 
just  tick  off  three  of  them  that  have  hit  us  very  hard. 

Probably  the  one  that  surprised  me  the  most  is  that  given  the 
current  structure  of  the  AAPCC,  if  a  Medicare  beneficiary  lives  in 
a  high-priced  area,  a  high  AAPCC  area,  they  get  from  the  Medicare 
program  between  $111  and  $140  in  extra  benefits. 

On  the  other  hand,  if  they  live  in  a  low  AAPCC  area,  and  I  can 
go  through  the  committee  and  probably  tell  you  where  you  are,  you 
get  zero  extra  benefits. 

Medicare,  which  has  as  its  principle  the  same  benefits  through- 
out the  country,  is  very  quickly  turning  into  a  regional  program. 
I  think  that  is  a  mistake.  I  also  think  that  all  of  the  benefits  of 
managed  care  are  now  going  to  the  beneficiaries  in  the  plan  and 
none  of  them  are  going  to  the  Government.  We  need  to  better  bal- 
ance that  out. 

Second,  the  profit  rates  which  managed  care  plans  get  is  based 
on  the  same  profit  rates  that  they  get  in  the  private  sector.  That 
makes  sense  as  a  rate,  but  when  you  attach  that  same  rate  to  a 
much  higher  amount  of  money,  the  profit  amounts  are  substan- 
tially higher  for  these  plans.  Again,  they  should  make  profits,  but 
they  should  not  be  making  excessive  profits. 

Third  is  a  very  complicated  issue  of  what  to  do  with  teaching  and 
research.  I  know  the  Ways  and  Means  Committee  feels  very  strong- 
ly that  we  need  to  maintain  a  viable  teaching  program  in  this  coun- 
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try  for  physicians,  and  we  need  to  maintain  a  viable  research  pro- 
gram for  future  generations. 

We  need  to  be  very  careful  as  we  craft  the  payment  rate  for  Med- 
icare that  we  don't  seriously  disadvantage  our  teaching  institu- 
tions, or  rural  institutions,  and  our  disproportionate  share  institu- 
tions. 

The  current  structure,  unintendedly,  really  discriminates  against 
them  in  the  managed  care  environment  as  well  as  in  the  Medicare 
program.  While  I  don't  have  the  opportunity  now — and  hopefully  in 
discussion  we  can  talk  about  it  more — when  we  craft  or  redesign 
the  AAPCC  we  need  to  look  carefully  at  whether  we  should  be  pay- 
ing teaching  hospitals  differently,  taking  the  funds  out  from  the 
normal  rate  and  then  allowing  them  to  compete  on  a  more  equal 
basis. 

In  conclusion,  Mr.  Chairman,  this  is  a  very  important  area.  Med- 
icare does  need  to  change.  The  numbers  are  substantial  as  we  look 
out  into  the  next  century  in  terms  of  the  need  for  change.  But  like 
all  of  your  colleagues,  we  are  working  hard  at  ProPAC  to  make 
sure  that  such  changes  are  done  in  a  way  that  preserves  the  pro- 
gram. 

Thank  you  very  much. 

[The  prepared  statement  of  Stuart  H.  Altman  follows:] 

Prepared  Statement  of  Stuart  H.  Altman,  Ph.D.,  Chairman,  Prospective 
Payment  Assessment  Commission 

Good  Morning,  Mr.  Chairman.  I  am  Stuart  Altman,  the  Chairman  of  the  Prospec- 
tive Payment  Assessment  Commission  (ProPAC).  I  am  accompanied  by  Donald 
Young,  M.D.,  Executive  Director  of  ProPAC.  I  am  pleased  to  be  here  today  to  discuss 
Medicare's  managed  care  options  and  the  changes  that  are  needed  to  improve  their 
effectiveness.  During  my  testimony,  I  will  refer  to  several  charts.  These  charts  are 
appended  to  the  end  of  my  testimony. 

Medicare  and  Medicaid  spending  are  growing  rapidly,  contributing  to  the  rising 
Federal  deficit  and  resulting  in  the  impending  insolvency  of  the  Medicare  Part  A 
Trust  Fund.  These  are  not  new  problems.  They  were  also  present  in  the  1980s,  lead- 
ing Congress  to  enact  the  Medicare  prospective  payment  system  for  inpatient  hos- 
pital services,  physician  payment  reform,  and  other  initiatives  that  collectively 
slowed  the  rise  in  Medicare  spending  and  delayed  the  insolvency  of  the  Trust 
Funds.  As  a  result  of  these  initiatives,  the  growth  in  Medicare  expenditures  per  en- 
rollee  slowed  considerably,  falling  substantially  below  the  rise  in  private  health  in- 
surance spending  per  member.  These  initiatives  effectively  controlled  the  increase 
in  payment  per  unit  of  service,  such  as  a  hospital  admission  or  visit  to  a  doctor. 
They  were  less  effective,  however,  in  controlling  the  total  number  of  services  pro- 
vided to  each  Medicare  enrollee.  More  recently,  Medicare  spending  has  again  accel- 
erated, while  the  rise  in  private  health  insurance  expenditures  has  moderated 
(Chart  1). 
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Chart  1.  Real  Annual  Change  in  Medicare  Expenditures  Per 
Enrollee  and  Private  Health  Insurance  Per  Member, 
1979-1993  (In  Percent) 
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SOURCE.  ProPAC  analysis  of  data  from  the  Health  Care  Financing  Administration.  Office  of  the  Actuary. 


The  Consequences  of  Fee-For- Service  Payment 

Without  additional  reforms,  Medicare  spending  is  projected  to  continue  growing 
about  10  percent  a  year.  About  half  of  this  rise,  or  5  percentage  points,  is  due  to 
increases  in  the  number  of  Medicare  enrollees  and  their  average  age  and  to  inflation 
in  the  general  economy.  The  remaining  5  percentage  points  is  due  to  increases  in 
the  price  of  medical  goods  and  services  above  general  inflation  and  especially  in- 
creases in  the  number  and  intensity  of  services  furnished  to  Medicare  enrollees. 
This  rise  in  service  volume  and  intensity  is  a  result  of  several  factors,  including  the 
aging  of  the  population  and  continuing  medical  advances.  These  factors  are  exacer- 
bated, however,  by  Medicare's  reliance  on  fee-for-service  payment  methods.  These 
methods  provide  strong  incentives  for  physicians  and  other  providers  to  furnish 
more  and  more  services  and  for  beneficiaries  to  request  more  care,  including  the 
newest  technologies.  Frequently,  however,  the  added  services  are  of  limited  medical 
value. 

The  Turn  To  Managed  Care 

The  private  insurance  market  has  responded  to  rising  health  care  costs  by  devel- 
oping alternative  payment  systems  based  on  capitation  and  managed  care.  These 
methods  contain  strong  financial  incentives  for  providers  to  control  the  number  of 
services  provided,  as  well  as  the  cost  of  each  unit  of  service  furnished.  There  also 
are  incentives  for  purchasers  and  their  enrollees  to  choose  the  most  efficient  plans 
and  to  seek  out  plans  that  can  demonstrate  that  they  provide  high  quality  care. 

In  1993,  24  percent  of  insured  individuals  in  the  private  sector  were  enrolled  in 
health  maintenance  organizations  (HMOs)  (Chart  2).  An  additional  40  percent  of  in- 
dividuals were  enrolled  in  preferred  provider  organizations  (PPOs),  which  use  fee- 
for-service  payment  methods  but  limit  enrollees'  choice  of  providers  and  frequently 
manage  some  of  the  care  they  receive.  In  July  1994,  Medicaid  enrollment  in  man- 
aged care  was  over  17  percent.  In  contrast,  in  January  1994  only  5.1  percent  of 
Medicare  beneficiaries  were  enrolled  in  the  risk  contracting  program,  although  en- 
rollment had  grown  to  7.3  percent  by  June  1995.  There  are  also  substantial  dif- 
ferences in  Medicare  risk  plan  enrollment  across  the  states,  ranging  from  more  than 
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30  percent  currently  in  California  and  Arizona  to  zero  in  a  number  of  states.  While 
the  number  of  Medicare  beneficiaries  choosing  managed  care  plans  is  continuing  to 
grow,  we  do  not  believe  these  rates  will  equal  those  in  the  private  sector  for  the 
under  age  65  population  until  substantial  changes  are  made  in  the  Medicare  pro- 
gram. 

Chart  2— Managed  Care  Enrollment,  by  State  and  Payer 

[in  percent] 
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0.0 

0.0 

a  Nonelderly  privately  insured  population  in  health  maintenance  organizations,  July  1993. 
b  Medicare  population  in  risk  contracting  plans,  January  1994. 
c  Medicaid  population  in  fully  or  capitated  plans,  July  1994. 

SOURCE:  InterStudy;  Employee  Benefit  Research  Institute;  Health  Care  Financing  Administration,  Office  of  Managed  Care  and  Medicaid  Bu- 
reau; and  Lewin-VHI  Inc..  States  as  Payers:  Managed  Care  for  Medicaid  Populations  (Washington  DC:  National  institute  for  Health  Care 
Management,  1995). 
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Improving  Medicare's  Managed  Care  Programs 

I  would  like  to  turn  now,  Mr.  Chairman,  to  what  we  at  ProPAC  have  learned 
about  the  operation  of  the  current  Medicare  managed  care  options,  their  policies, 
and  the  problems  with  how  they  work. 

Medicare  offers  several  different  types  of  managed  care  programs  (Chart  3).  In 
1990,  1.9  million  individuals  were  enrolled  in  one  of  these  programs  (Chart  4).  By 
June  1995,  more  than  3.2  million  beneficiaries  were  in  Medicare  managed  care  pro- 
grams. Almost  500,000  additional  individuals  were  in  the  Select  program.  The  most 
popular  option  is  the  fully  capitated  risk  contracting  program,  which  now  enrolls 
over  83  percent  of  all  Medicare  managed  care  beneficiaries.  Under  a  risk  contract, 
Medicare  pays  plans  a  capitated  rate  per  enrollee,  and  the  plan  is  responsible  for 
providing  all  necessary  Part  A  and  Part  B  covered  services.  Beneficiaries  may  be 
charged  a  copayment  and,  under  certain  circumstances,  receive  additional  benefits. 
The  plan  can  also  offer  Medicare  enrollees  additional  benefits  for  which  it  can 
charge  a  premium,  like  other  supplemental  coverage.  Plans  must  have  annual  en- 
rollment periods  and  meet  other  requirements.  Each  month,  however,  beneficiaries 
may  elect  to  disenroll  from  the  plan. 

Chart  3.— Summary  of  Medicare  Managed  Care  Contracts.  June  1995 


Number  of  Plan 
Contracts 


Number  of 
Beneficiaries 


Type  of  Contract  Enrolled 

Total    296  3,723,531 

Risk   164  2,674,095 

Cost    30  177,555 

Health  Care  Prepayment  Plan   56  356,525 

Social  HMO    3  17.902 

SELECT-    32  495.000 

PACE    il  2,454 

*  Based  on  February  1995  estimates  from  the  Health  Care  Financing  Administration,  Office  of  Managed  Care. 

Chart  4. — Medicare  Managed  Care  Enrollment  and  Payments,  1990-1994 


Combined  Contracts"  Risk  Contracts 


Enrollment  Payments  Enrollment  Payments 


Number         Percent         Amount         Percent         Number         Percent         Amount  Percent 
Year  (in  Millions)       Change       (in  Billions)       Change       (In  Millions)       Change       (In  Billions)  Change 


1990    1.9  —  $4.9  —  1.2  —  $4.2  — 

1991    2.1  10.5  5.9  18.7  1.3  8.3  4.9  16.7 

1992    2.3  9.5  6.9  17.7  1.5  15.4  5.7  16.3 

1993    2.5  8.7  8.6  24.5  1.7  13.3  7.2  26.3 

1994    2.9  16.0  10.6  23.1  2.1  23.5  9.1  26.4 


Note:  Data  are  as  of  September  each  year. 

*The  combined  contracts  include  risk,  social  health  maintenance  organization,  cost,  and  health  care  prepayment  plans. 
SOURCE:  Health  Care  Financing  Administration,  Office  of  Managed  Care. 

In  addition  to  the  risk  contracting  program,  Medicare  also  contracts  with  man- 
aged care  plans  to  provide  benefits  on  a  cost-reimbursement  basis.  These  contracts 
allow  managed  care  providers  to  participate  in  Medicare  without  assuming  financial 
risk  for  treating  these  patients.  There  are  two  types  of  cost  contracts.  The  first,  re- 
ferred to  as  Section  1876  reasonable  cost  plans,  provide  all  Part  A  and  Part  B  Medi- 
care benefits  and  must  meet  requirements  that  are  similar  to  those  for  risk  plans. 
Currently,  about  5  percent  of  Medicare's  managed  care  beneficiaries  were  enrolled 
in  one  of  the  30  cost  plans  (Chart  3).  The  second  type  of  contract,  known  as  health 
care  prepayment  plans  (HCCP),  provides  only  Part  B  services.  There  are  now  56  of 
these  plans,  accounting  for  about  11  percent  of  Medicare's  managed  care  enrollees. 
Enrollment  in  these  plans  has  been  declining. 

Medicare  also  has  several  managed  care  demonstrations.  These  include  the  Medi- 
care Select  program  which  uses  a  preferred  provider  network  to  furnish  Medigap 
supplemental  coverage.  The  Congress  recently  has  extended  this  program  to  all  the 
states.  The  Medicare  program  is  also  sponsoring  the  Social  Health  Maintenance  Or- 
ganization (SHMO)  demonstration,  which  uses  HMOs  to  link  nursing  home  and 
community-based  services  with  acute  care.  The  Pace  program  provides  managed 
care  for  the  frail,  generally  poor,  elderly  population. 
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The  Risk  Contracting  Program 

The  Medicare  risk  program  has  the  potential  to  reduce  the  rise  in  Medicare 
spending.  The  evidence  to  date,  however,  indicates  that  it  has  not  achieved  this 
goal.  The  are  a  number  of  reasons  for  this.  They  include  the  methodology  used  to 
calculate  the  payment  for  each  plan,  requirements  regarding  differences  between 
each  plan's  payments  and  expected  costs,  and  Medicare's  policies  regarding  enroll- 
ment and  disenrollment,  including  the  lack  of  an  adequate  adjustor  for  health  sta- 
tus. In  addition,  each  year  plans  are  allowed  to  convert  from  a  risk  contract  to  a 
cost  contract  or  vice  versa.  There  also  are  problems  regarding  Medicare's  extra  pay- 
ments to  teaching,  disproportionate  share,  and  rural  hospitals  that  I  will  describe. 

The  development  of  Medicare's  payment  rate  is  based  on  a  simple  idea  that  has 
not  worked  as  intended.  The  notion  was  to  calculate  a  capitated  amount  that  gives 
HMOs  incentives  to  provide  care  at  less  cost  than  fee-for-service  providers.  In  con- 
cept. Medicare  was  to  generate  savings  because  its  payment  to  risk  plans  is  set  at 
a  level  less  than  the  average  spending  that  would  otherwise  be  expected  to  occur 
in  an  area.  Medicare  pays  a  risk  plan  a  capitated  rate  equal  to  95  percent  of  the 
average  Medicare  fee-for-service  program  spending  in  the  county  in  which  the  en- 
rollee  lives.  This  average  county-level  spending  is  called  the  adjusted  average  per 
capita  cost  or  AAPCC.  This  amount  is  adjusted  to  reflect  each  beneficiary's  age,  sex, 
Medicaid  status,  institutional  status,  ana  employer-based  coverage.  In  practice,  this 
payment  approach  has  numerous  flaws  that  discourage  many  plans  from  participat- 
ing and  limit  savings  to  the  Medicare  program. 

Calculating  the  Amount  of  the  AAPCC 

A  major  problem  with  the  AAPCC  is  the  geographic  area  used  to  calculate  the 
capitated  payment  rate.  This  area  currently  is  the  county.  Many  small  counties, 
however,  may  not  have  a  sufficiently  large  population  to  adequately  average  year 
to  year  fluctuations  in  fee-for-service  payments.  This  may  result  in  wide  variations 
in  the  AAPCC  from  one  year  to  another.  Between  1994  and  1995,  in  the  top  50 
counties  in  terms  of  risk  enrollment,  the  increase  in  the  AAPCC  ranged  from  2.1 
percent  to  9.5  percent  f  Chart  5). 

Chart  5. — Comparison  of  1994  Versus  1995  Aged  Monthly  Adjusted  Average  Per  Capita  Costs,  by  County 

RiSK  Contracting  Enrollment 


Total  Rate 

Total  Percentage 

1995 

Change  From 

Change  From 

RanK* 

County 

State 

Total  Rate 

1994 

1994 

1 

Los  Angeles   

  California   

$558.76 

$26.73 

5.02 

2 

San  Diego  

  California   

458.81 

23.84 

5.48 

3 

Broward   

  Florida   

544.02 

26.81 

5.18 

4 

Dade  

  Florida   

615.57 

40.05 

6.96 

5 

Orange  

  California   

523.12 

24.11 

4.83 

6 

Riverside   

  California   

464.00 

18.58 

4.17 

7 

San  Bernardino   

  California   

465.92 

21.75 

4.89 

8 

Maricopa  

  Arizona   

440.64 

22.53 

5.39 

S 

Cook  

  Illinois   

485.26 

24.09 

5.22 

10 

Palm  Beach  

  Florida   

473.41 

21.38 

4.73 

11 

Multnomah   

  Oregon   

373.35 

15.78 

4.41 

12 

King   

  Washington   

377.09 

13.23 

3.64 

13 

Hennepin   

  Minnesota  

362.85 

10.75 

3.05 

14 

Pinellas  

  Florida   

410.08 

26.17 

6.82 

15 

Volusia  

  Florida   

364.96 

20.90 

6.07 

16 

Bexar   

  Texas   

404.37 

22.51 

5.89 

17 

Monroe  

  New  York   

400.40 

23.97 

6.37 

18 

Pima   

  Arizona   

399.81 

14.14 

367 

19 

Hillsborough   

  Florida   

414.04 

20.73 

5.27 

20 

Ramsey  

  Minnesota  

379.82 

21.34 

5.95 

21 

Worcester  

  Massachusetts   

453.09 

15.27 

3.49 

22 

Pasco   

  Florida   

438.80 

27.27 

6.63 

23 

Kings   

  New  York   

646.88 

36.33 

5.95 

24 

Clark  

  Nevada   

462.83 

33.01 

7.68 

25 

Orange  

  Florida   

433.50 

21.69 

5.27 

26 

Washington  

  Oregon   

374.82 

21.16 

5.98 

27 

Clackamas  

  Oregon   

350.45 

23.26 

7.11 

28 

Bernalillo   

  New  Mexico   

352.38 

9.77 

2.85 

29 

San  Mateo   

  California   

397  73 

18  03 

4.75 

30 

Ventura   

  California   

445.67 

23.33 

5.52 
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Chart  5. — Comparison  of  1994  Versus  1995  Aged  Monthly  Adjusted  Average  Per  Capita  Costs,  by  County 
Risk  Contracting  Enrollment— Continued 


Rank* 

County 

State 

1995 
Total  Rate 

Total  Rate 
Change  From 
1994 

Total  Perrpnlaop 

Change  From 
1994 

oi 

Denver  

  ooiorauo   

431  fi3 

  HOO.OO 

93  G3 
£0.00 

1  74 
O./h 

32 

San  Francisco   

  California   

467.03 

20.90 

4.68 

33 

00 

Hi  ioonc 

Noun  Ynrk 

1Q9  8Q 

39  1A 

1  84 

34 

OH 

P  i  i\/ahrtoa 

flhin 

474  41 

Q  CC 

t.UO 

00 

MtHHIocov 

MaccarhnceHc 

48f)  33 

IP  fid 
10. OH 

3  R3 
0.00 

3fi 

^nnhAmich 

Wachinfitnn 

3fi4  98 

14  Oft 
iH.UO 

4  (19 

37 

Honolulu   

  Hawaii   

352.89 

14.30 

4.22 

38 
00 

Kern 

Palifrtrnia 

AAA  98 

9Q  18 

zy.os 

7  13 

/lo 

30. 

New  Ynrb 

11/1  03 

  OiH.  30 

oU.li 

K  91 

431  39 

1  7  33 
i/.OO 

A  1 1 
4.10 

41 

Hi 

Jefferson   

  Colorado   

  O/i.ZS 

1  Q  11 

1  11 

42 

Clark   

  Washington   

324.53 

22.14 

7.32 

43 

Philadelphia   

  Pennsylvania   

625.81 

17.48 

2.87 

44 

Montgomery  

  Pennsylvania   

465.04 

17.57 

3.93 

45 

Suffolk  

  New  York   

477.83 

21.56 

4.73 

46 

Marion   

  Indiana   

418.97 

■  18.02 

4.49 

47 

Nueces  

  Texas   

415.09 

21.42 

5.44 

48 

Erie   

  New  York   

360.33 

9.58 

2.73 

49 

Marion   

  Oregon   

291.50 

20.08 

7.40 

50 

Anoka   

  Minnesota  

342.40 

29.69 

9.49 

*The  county  with  the  largest  number  of  Medicare  beneficiaries  enrolled  in  risk  contracting  plans  is  given  the  number  1  ranking. 
SOURCE:  Heath  Care  Financing  Administration.  Office  of  Managed  Care. 


There  also  are  large  variations  in  payment  rates  among  areas.  In  the  top  50  coun- 
ties, the  monthly  payment  rates  in  1995  varied  from  $292  in  Marion  County  Oregon 
to  $647  in  Kings  County  New  York.  These  regional  variations  are  significantly  larg- 
er than  the  variations  in  payment  by  the  Federal  Employees  Health  Benefit  pro- 
gram for  HMO  coverage  for  federal  workers.  In  addition,  a  plan  offering  services 
across  several  neighboring  counties  may  receive  verv  different  capitated  amounts 
even  though  their  costs  per  beneficiary  may  be  similar  (Chart  6).  For  example,  in 
1995  in  the  Washington  D.C.  area  the  monthly  capitated  rate  varied  from  $361  in 
Fairfax  County  to  $543  in  Prince  Georges  County.  In  the  Minnesota  Twin  Cities 
Metro  Area,  the  rate  varied  from  $277  to  $380. 

Chart  6.— Standardized  Per  Capita  Rates  of  Payment  for  Aged  Enrollees  in  Selected  Areas,  1995 

[in  dollars] 


Rate  of 

Area  Payment 


Washington,  DC-Maryland-Virginia 


Washington,  DC   540 

Prince  Georges  County,  MD   543 

Montgomery  County,  MD    426 

Manassas  Park  City,  VA   464 

Falls  Church  City,  VA   408 

Alexandria  City,  VA    407 

Arlington  County,  VA   396 

Fairfax  City.  VA   367 

Faii-fax  County,  VA    361 

Twin  Cities  metro  area 

Ramsey  (St.  Paul)   380 

Hennepin  (Minneapolis)    363 

Anoka    342 

Dakota   334 

Washington    324 

Carver   285 

Scott  ,.   277 

Southern  Florida 

Dade   616 

Broward   544 

Palm  Beach   473 
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Chart  6. — Standardized  Per  Capita  Rates  of  Payment  for  Aged  Enrollees  in  Selected  Areas.  1995 — Continued 

[in  dollars] 


Area 

-Rate  of 
Payment 

Southern  California 

Los  Angeles  

  55* 

Orange  

  523 

San  Die?o  

  459 

Note:  The  1995  U.S.  per  capita  cost  tor  aged  enrollees  is  $401:  95  percent  of  the  U.S.  per  capita  cost  is  $380.  wnich  corresponds  to  the 
standardized  per  capita  rate  of  payment. 
SOURCE  Health  Care  Financing  Administration,  Office  of  the  Actuary. 


The  variability  and  uncertainty  regarding  the  level  of  the  AAPCC  may  discourage 
some  plans  from  participating  in  the  program.  Currently,  about  28  percent  of  plans 
operating  in  the  private  sector  participate  in  Medicare's  risk  contracting  program. 
The  wide  variation  in  payment  rates  at  the  county-level  also  provides  incentives  and 
opportunities  for  plans  to  attract  beneficiaries  who  live  in  counties  with  higher  pay- 
ment rates  and  to  avoid  those  in  counties  with  low  rates. 

Part  of  the  variation  may  be  due  to  flaws  in  the  calculation  of  the  AAPCC,  which 
excludes  average  expenditures  for  VA,  military,  or  other  programs  used  by  Medicare 
enrollees.  A  recent  ProPAC  analysis  found  that  the  value  of  the  services  provided 
by  these  non-Medicare  programs  averaged  about  3.1  percent  of  total  Medicare  per 
enrollee  costs  across  all  states.  The  variation  across  individual  states  ranged  from 
1.2  percent  to  7.4  percent.  The  failure  to  recognize  the  value  of  the  services  fur- 
nished to  Medicare  beneficiaries  by  VA  and  DoD  facilities  results  in  a  capitated 
amount  in  some  counties  that  is  too  low,  possibly  discouraging  plan  participation. 

While  fee-for-service  spending  may  provide  a  useful  benchmark  to  gauge  the  level 
of  the  capitated  payment,  setting  the  rate  at  this  level  may  not  obtain  for  Medicare 
the  savings,  especially  in  high  cost  areas,  that  HMOs  should  be  able  to  achieve.  In 
addition,  this  approach  does  not  provide  incentives  for  plans  to  compete  with  each 
other  to  enroll  beneficiaries  at  the  lowest  price.  It  also  encourages  plans  to  partici- 
pate in  high  cost  areas,  while  discouraging  participation  in  low  cost  areas. 

Comparing  Expected  Costs  and  Payments 

Rather  than  sharing  in  the  savings  from  HMO  efficiencies,  Medicare  allows  plans 
to  choose  to  either  return  any  difference  between  expected  cost  and  Medicare  pay- 
ments to  the  program  or  to  provide  additional  benefits,  that  otherwise  would  not 
be  covered  by  Medicare,  to  trie  beneficiary.  Not  surprisingly,  plans  opt  to  provide 
the  benefits  rather  than  returning  the  savings. 

These  policies  limit  Medicare  savings  and  result  in  beneficiaries'  benefit  packages 
varying  by  plan  and  the  county  in  which  they  reside.  ProPAC  has  recently  com- 
pleted an  analysis  of  the  effects  of  these  policies.  Plans  that  wish  to  enter  into  or 
continue  risk  contracts  are  required  to  submit  an  adjusted  community  rate  proposal 
(ACR)  that  calculates  their  expected  cost  (which  include  overhead  and  profits)  to 
provide  Medicare  covered  services  to  Medicare  enrollees.  If  these  costs  are  less  than 
the  expected  payment,  plans  are  required  to  provide  additional  benefits  to  the  en- 
rollee or  to  return  the  difference  to  the  Medicare  program.  Of  course  they  all  elect 
to  provide  the  benefits,  and  the  Medicare  program  fails  to  gain  from  their  effi- 
ciencies. Plans  argue  that  if  they  do  not  offer  these  extra  benefits,  given  the  struc- 
ture of  the  Medicare  program,  few  beneficiaries  will  join  a  managed  care  plan.  While 
there  may  be  truth  in  such  contentions,  it  is  hard  to  understand  why  all  of  the  high- 
er payments  should  go  to  these  extra  benefits. 

Our  analysis  of  the  ACR  data  indicate  that  managed  care  plans  in  areas  with 
high  fee-for-service  (FFS)  costs  have  higher  costs,  as  expected,  than  plans  in  areas 
with  lower  costs.  However,  the  costs  incurred  by  managed  care  plans  rise  more  slow- 
ly than  FFS  costs  and  Medicare  payments.  In  fact,  our  analysis  showed  that  in  1994 
a  $100  increase  in  Medicare's  monthly  premium  was  associated  with  only  a  $72  in- 
crease in  a  plan's  cost  of  providing  Medicare  covered  services.  Consequently,  in  high 
cost  areas  plans  returned  $28  in  additional  services  or  reduced  liability  to  the  bene- 
ficiary for  every  $100  increase  in  the  AAPCC,  and  Medicare  did  not  share  in  the 
savings. 

There  is  substantial  variation  in  the  monthly  value  of  the  added  benefits  that  are 
provided  at  no  cost  to  Medicare  risk  plan  enrollees  (Chart  7).  The  top  10  percent 
of  enrollees  received  additional  monthly  benefits  worth  between  $111  and  $139.  At 
the  other  end  of  the  spectrum,  10  percent  of  enrollees  received  additional  benefits 
of  less  than  $10  with  some  receiving  no  extra  benefits 
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Chart  7 —Monthly  Value  of  Medicare  Non-Covered  Benefits  Provided  at  No  Cost  to  Medicare  Risk  Plan 
Enrollees,  By  Decile  of  Risk  Plan  Enrollees,  1994 

{in  dollars] 


Monthly  Value  of 


Enroliee  Decile*  Benefits 


i  :   o-io 

2    10-27 

3    27-39 

4   40-45 

5   47-52 

6   55-63 

7   :   64-75 

8    75-89 

9   91-110 

10    111-139 


*£ach  decile  includes  226,800  risk  plan  enrollees. 

SOURCE:  ProPAC  analysis  of  Adjusted  Community  Rate  Proposal  data  from  the  Health  Care  Financing  Administration. 

Risk  plans  operating  in  markets  with  high  HMO  penetration  may  also  be  discour- 
aged from  Medicare  participation  if  competition  in  their  area,  or  other  factors,  re- 
sults- in  lower  FFS  costs  and  hence  a  lower  AAPCC.  Our  analysis  indicates  that 
markets  with  high  HMO  penetration  have  experienced  somewhat  lower  rates  of  in- 
crease in  FFS  costs.  However,  the  amount  of  the  difference  is  small,  especially  when 
compared  with  the  large  variation  in  AAPCCs  across  counties. 

There  is  one  other  aspect  of  Medicare's  treatment  of  expected  plan  cost  and  pay- 
ments that  I  would  like  to  mention,  Mr.  Chairman.  As  part  of  their  calculations, 
plans  include  the  combined  percentage  of  their  costs  due  to  administrative  overhead 
and  profits  in  their  private  business.  Medicare  allows  them  to  keep  this  same  per- 
centage of  their  expected  costs  for  overhead  and  profit.  Since  Medicare's  capitated 
payment  is  much  higher  than  the  capitated  rate  in  their  private  business,  the  actual 
payment  per  enroliee  for  administrative  costs  and  profit  is  also  much  higher.  This 
policy  encourages  plans  with  high  administrative  costs  and  profits  to  participate  in 
the  Medicare  program,  and  it  discourages  plans  that  have  kept  these  costs  low. 

Teaching,  Disproportionate  Share,  and  Rural  Hospitals 

There  also  are  substantial  problems  with  the  way  the  Medicare  risk  contracting 
program  deals  with  payments  to  teaching,  disproportionate  share,  and  vulnerable 
rural  hospitals.  Capitation  and  managed  care  in  the  public  and  private  sectors  is 
designed  to  increase  the  pressure  on  ail  providers  to  contain  costs  in  order  to  com- 
pete. Certain  providers,  such  as  those  located  in  remote  rural  areas  or  urbarrunder-  _ 

served  areas  may  be  disadvantaged  in  responding  to  such  pressure.  Other  providers 
that  furnish  services  such  as  training  of  the  future  health  care  work  force  and  re- 
search and  those  that  serve  a  disproportionate  share  of  low  income  patients  are  also 
at  risk.  During  1994,  41  million  people  had  no  health  insurance  at  some  time  during 
the  year.  Hospitals,  physicians,  and  other  providers  traditionally  have  furnished 
needed  services  to  many  of  the  uninsured,  by  subsidizing  these  costs. 

In  1994,  the  Medicare  program  provided  about  $10  billion  in  extra  payments  to 
certain  rural,  teaching,  and  disproportionate  share  hospitals  to  recognize  the  costs 
they  incur  that  other  hospitals  do  not  bear.  The  extra  costs  to  produce  socially  valu- 
able services,  however,  may  not  be  recognized  in  a  price  competitive  health  care  fi- 
nancing and  delivery  system.  The  Medicare  risk  contracting  program,  in  fact,  does 
not  contain  special  provisions  for  these  facilities.  Because  the  AAPCC  is  based  on 
Medicare's  total  fee-for-service  payments  in  a  particular  geographic  area,  it  includes 
the  special  payments  to  these  facilities.  The  plan,  however,  is  not  obliged  to  use 
these  providers  or  pass  along  the  extra  payments  to  them. 

The  Medicare  program  provides  these  extra  payments  in  recognition  of  the  unique 
contributions  of  these  facilities  by  assisting  them  financially  and,  therefore,  main- 
taining access  to  care  for  Medicare  beneficiaries.  Removing  these  extra  payments 
from  the  calculation  of  the  AAPCC  and  distributing  them  to  the  appropriate  provid- 
ers, based  on  the  care  they  furnish  to  Medicare  beneficiaries,  would  allow  these  fa- 
cilities to  compete  for  patients  on  a  more  equal  footing  with  other  providers  in  their 
area. 

Lack  of  Adjustment  for  Health  Status 

Another  concern  with  Medicare's  capitation  rate  is  the  lack  of  an  effective  means 
to  adjust  payments  to  reflect  differences  in  beneficiary  health  status.  Medicare  uses 
five  factors  to  adjust  the  capitated  rate — age,  sex,  institutional  status,  Medicaid  sta- 
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tus,  and  employer-based  coverage.  However,  these  measures  still  fail  to  take  into 
account  other  factors  that  influence  the  need  for  care.  Since  enrolling  sicker  and 
more  costly  beneficiaries  increases  financial  risk,  plans  have  strong  incentives  to 
avoid  these  patients.  The  recent  evaluation  of  the  risk  contracting  program  found 
that  this  lack  of  an  adequate  risk  adjustor  was  responsible  for  the  failure  of  the  risk 
contracting  program  to  achieve  the  Medicare  program  savings  that  were  expected. 
A  recent  beneficiary  survey  of  self-reported  health  status,  however,  did  not  find  sub- 
stantial differences  between  those  enrolled  in  HMOs  and  those  in  the  fee-for-service 
program.  It  is  not  clear,  however,  that  self-reported  health  status  is  correlated  with 
the  cost  of  care. 

Adjusting  capitated  payment  rates  to  reflect  health  status  will  be  much  more  dif- 
ficult for  the  Medicare  program  than  the  private  sector  because  Medicare  enrollees 
generally  are  sicker  than  the  general  population.  It  is  even  more  important  to  do 
so,  however,  since  it  may  be  easier  for  plans  to  identify  and  avoid  more  costly  Medi- 
care beneficiaries. 

Enrollment  and  Disenrollment  Policies 

Medicare's  enrollment  and  disenrollment  policies  differ  substantially  from  those 
in  the  private  sector.  In  the  private  sector,  employees  may  not  have  the  choice  of 
a  fee-for-service  indemnity  plan.  They  also  may  be  required  to  select  from  among 
a  small  number  of  the  HMOs  participating  in  their  geographic  area  (Chart  8).  They 
also  may  be  subject  to  increased  premiums  or  cost  sharing  requirements  if  they 
choose  a  more  costly  plan.  Further,  once  they  enroll  in  a  plan,  they  often  must  wait 
up  to  one  year  before  they  can  disenroll  or  change  plans. 


Chart  8. — Firms  Offering  Various  Jnsurance  Options,  by  Size,  1994 

[in  percent] 


Firm  Size 

Indemnity 

Preferred 
Provider 
Organization 

Point  of 
Service 

Health 
Maintenance 
Organization 

All  firms  

  46 

30 

15 

22 

Employees 

10-499 

  46 

30 

15 

22 

500+  

  60 

40 

25 

53 

Note:  More  than  90  percent  of  the  sampled  firms  had  fewer  than  500  employees.  This  proportion  reflects  national  employment  distributions. 
SOURCE  A  Foster  Higgins  &  Co..  Inc.,  National  Survey  of  Employer-Sponsored  Health  Plans,  1994. 


Unlike  private  sector  enrollees,  Medicare  beneficiaries  can  choose  any  fee-for-serv- 
ice providers  or  managed  care  plans  operating  in  their  area.  They  do  not  bear  any 
of  the  added  costs  related  to  choosing  the  most  costly  providers  or  plans.  In  fact, 
as  I  described,  beneficiaries  living  in  areas  with  the  highest  capitated  payments  re- 
ceive substantial  amounts  of  additional  services  at  little  or  no  added  cost  while 
beneficiaries  living  in  lower  cost  areas  must  pay  for  their  additional  services.  In  ad- 
dition, Medicare  beneficiaries  enrolled  in  a  capitated  health  plan  may  disenroll  from 
that  plan  on  a  monthly  basis  and  automatically  be  covered  under  Medicare's  fee- 
for-service  policies. 

While  Medicare's  enrollment  policies  are  more  favorable  to  beneficiaries  than  pri- 
vate sector  policies,  it  is  important  to  note  that  the  benefits  they  receive  may  not 
be.  The  lack  of  a  prescription  drug  benefit  is  especially  noteworthy. 

There  is  substantial  movement  of  Medicare  beneficiaries  in  and  out  of  plans.  Med- 
icare enrollees  in  many  areas  seem  to  be  confused  about  how  the  plans  operate  and, 
therefore,  drop  out.  In  other  situations,  Medicare  beneficiaries  seem  to  find  it  advan- 
tageous to  disenroll  from  one  HMO  and  enroll  in  another.  In  1993,  the  number  of 
beneficiaries  enrolling  in  a  risk  plan  increased  37  percent;  disenrollment  during  that 
year  was  18  percent  of  enrolled  beneficiaries  (Chart  9).  Thus,  twice  as  many  bene- 
ficiaries enrolled  in  risk  plans  as  disenrolled. 


Chart  9. — National  Enrollment  and  Disenrollment  Rates  for  Medicare 


Year 

Enrollment 

Rate 
(In  Percent) 

Disenrollment 

Rate 
(In  Percent) 

Enrollment 
Ratio 

1989   

  34 

16 

2.1 

1990   

  35 

19 

1.8 

1991   

  30 

18 

1.7 

1992   

  32 

19 

1.7 
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Chart  9.— National  Enrollment  and  Disenrollment  Rates  for  Medicare— Continued 


Year 

Enrollment 

Rate 
(In  Percent) 

Disenrollment 

Rate 
(In  Percent) 

Enrollment 
Ratio 

1993   

  37 

18 

2.1 

Note:  Plans  in  operation  less  than  two  years  are  excluded. 

SOURCE:  ProPAC  analysis  of  data  from  the  Health  Care  Financing  Administration.  Office  of  Prepaid  Health. 


The  relationship  between  the  rates  of  enrollment  and  disenrollment  varied  across 
geographic  areas  (Chart  10).  The  Dallas,  San  Francisco,  and  Philadelphia  regions 
were  characterized  by  higher  than  average  enrollment  rates  during  1993  and  aver- 
age or  slightly  higher  disenrollment  rates.  Enrollment  rates  in  the  Seattle  and  Kan- 
sas City  regions  were  notably  low.  The  Boston  and  Denver  regions  experienced 
lower  than  average  enrollment  and  disenrollment  rates  in  1993.  Anecdotal  informa- 
tion suggests  that  Boston  enrollment  has  accelerated  in  the  last  year.  No  clear  pat- 
terns emerge  to  explain  the  variations  in  these  findings.  The  Seattle  region  has  high 
private  sector  HMO  penetration,  and  exhibited  little  Medicare  risk  beneficiary  turn- 
over— either  enrolling  or  disenrolling.  In  contrast,  however,  the  San  Francisco  area, 
again  with  high  private  sector  managed  care  enrollment,  had  higher  than  average 
enrollment  rates,  possibly  due  to  the  large  number  of  plans,  particularly  new  plans, 
in  the  area. 

Chart  10. — Enrollment  and  Disenrollment  Rates  for  Medicare  Risk  HMOs,  by  Region,  1993 


Enrollment  Disenrollment 
Rate  Rate  Enrollment 

Region  (In  Percent)      (In  Percent)  Ratio 


Nation   37  18  2.1 

Dallas   52  24  2.2 

Atlanta    31  23  1.3 

San  Francisco    47  18  2.7 

Philadelphia    65  17  3.8 

Seattle  ,   18  16  1.1 

New  York    33  15  2.3 

Chicago   20  14  1.5 

Kansas  City   17  13  1.3 

Boston    22  10  2.1 

Denver   26  9  3.0 


Note:  Plans  in  operation  less  than  two  years  are  excluded 

SOURCE:  ProPAC  analysis  of  data  from  the  Health  Care  Financing  Administration.  Office  of  Prepaid  Health. 
Characteristics  of  Plans 

Plan-specific  data  for  those  with  the  highest  and  lowest  disenrollment  rates  high- 
lights some  characteristics  that  may  be  important  in  determining  a  plan's  ability  to 
satisfy  Medicare  beneficiaries  (Chart  11).  The  five  plans  with  the  highest 
disenrollment  rates  in  1993  were  for  profit,  independent  practice  association  model 
HMOs.  In  contrast,  the  five  plans  with  the  lowest  disenrollment  rates  were  all  non- 
profit and  group  or  staff  model  HMOs.  Group  and  staff  model  HMO  plans  have 
more  controls  over  enrollee  service  use  and  tend  to  have  stronger  relationships  with 
their  providers  than  IPAs.  Further,  they  are  the  older  HMO  models,  so  they  likely 
have  a  longer  history  in  the  private  sector  market.  Plans  with  the  lowest 
disenrollment  rates  also  had  participated  in  the  Medicare  risk  program  longer  and 
had  fewer  new  enrollees. 


Chart  11.— Characteristics 

of  10  Plans  with  Highest  and 

Lowest  Medicare  Risk 

Disenrollment 

Rates,  1993 

Average 

Disenrollment 

Enrollment 

Years  in 

Medicare 

Disenrollment  Rate 

Rate 

Ratio 

Medicare 

Enrollment 

Model  Status 

Type 

Highest   

45.6% 

1.8 

5.3 

14,999 

For  Profit 

IPA 

Lowest  

6.3% 

2.2 

7.2 

15,242 

Non  Profit 

Staff  or  Group 

Note:  Plans  in  operation  less  than  two  years  are  excluded. 

SOURCE:  ProPAC  anansis  of  data  from  the  Heath  Care  Financing  Administration,  Office  of  Prepaid  Heath. 


Analysis  of  data  from  the  Group  Health  Association  of  America  highlight  some  of 
these  characteristics  as  important  in  distinguishing  plans  that  participate  under 
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Medicare  at  all.  IPA  model  HMOs  and  for-profit  plans  are  the  predominant  types 
of  HMOs,  yet  have  lower  than  expected  Medicare  enrollments.  Younger  plans  and 
those  with  smaller  total  enrollments  are  also  less  likely  to  participate.  These  factors 
may  reflect  the  added  risk  of  the  Medicare  population,  the  administrative  costs  of 
enrolling  Medicare  beneficiaries,  or  the  geographic  distribution  of  plans. 

In  a  survey  conducted  by  the  Office  of  the  Inspector  General,  most  Medicare  risk 
plan  enrollees  indicated  that  they  were  satisfied  with  their  care.  In  fact,  most  that 
disenrolled  from  a  plan,  enrolled  in  another  risk  plan.  About  one-third  of  those  who 
left  a  plan  did  so  for  administrative  reasons — they  moved  or  their  supplemental  in- 
surance changed.  The  rest  disenrolled  for  reasons  that  may  relate  to  the  quality  of 
the  health  plan  or  beneficiary  preferences  in  health  care  delivery.  These  reasons  for 
disenrollment  included  believing  that  premiums  or  copayments  were  too  high,  want- 
ing to  use  providers  not  participating  in  the  plan,  or  having  to  wait  too  long  for  ap- 
pointments. It  should  be  recognized,  however,  that  most  Medicare  enrollees  re- 
mained in  the  capitated  plan  they  selected. 

Improving  Medicare's  Managed  Care  Programs 

Major  changes  in  Medicare's  policies  are  necessary  to  achieve  the  savings  that  are 
possible  through  managed  care.  Information  presented  to  the  Commission  suggests 
that  managed  care  is  capable  of  generating  significant  reductions  in  beneficiary  uti- 
lization without  impairing  access  to  quality  care.  In  addition,  ProPAC  analyses  have 
shown  that  those  states  with  the  lowest  hospital  per  capita  cost  increases  between 
1980  and  1993  generally  had  the  highest  percentage  of  private  sector  HMO  enroll- 
ment in  1993.  In  contrast,  all  the  states  with  the  highest  per  capita  cost  growth  had 
lower  than  average  HMO  enrollment  (Chart  12). 

Chart  12.— Hospital  Per  Capita  Cost  Growth  and  Private  Sector  HMO  Enrollment  for  Selected  States 

[in  percent] 

Hospital  Per 

Capita  Cost  1993  Private 

Growth  Sector  HMO 

Rank  State  1980-1993*  Enrollment" 

1   Nevada    6.0  16.7 

2   California    6.8  51.4 

3   Kansas    7.4  8.5 

4   Illinois    7.4  21.2 

5   Arizona    7.4  29.6 

6   Minnesota   7.5  31.8 

7   Colorado    7.5  30.6 

8   Maryland    7.7  37.2 

9   Wisconsin    7.7  28.3 

10   Rhode  Island   7.8  36.6 

National  average    All   8.8  23.8 

41                                        Georgia   9.7  10.8 

42                                          South  Dakota    9.9  5.1 

43                                        New  Jersey   9.9  21.0 

44                                        North  Carolina   10.0  10.5 

45                                        Louisiana   10.0  13.9 

46                                        Tennessee   10.1  7.2 

47                                          Kentucky   10.3  17.8 

48                                          Arkansas    10.3  7.0 

49                                          South  Carolina    10.5  5.6 

50                                          New  Hampshire   10.9  17.8 

Note:  HMO  =  health  maintenance  organization. 

8  Hospital  per  capita  cost  growth  is  measured  as  annual  change  in  hospital  costs  per  capita  from  1980  to  1993. 
b  Private  sector  HMO  enrollment  is  based  on  1993  plan-level  data  as  a  proportion  of  each  state's  nonelderly  privately  insured  population. 
SOURCE:  ProPAC  analysis  of  data  provided  by  InterStudy.  Employee  Benefit  Research  Institute-,  American  Hospital  Association;  and  Depart- 
ment of  Commerce,  Bureau  of  the  Census. 

Medicare,  however,  is  not  taking  advantage  of  the  potential  for  savings.  To  do  so 
requires  altering  the  method  for  determining  the  monthly  capitated  rate  and  the 
services  included  within  this  rate,  changing  the  incentives  for  beneficiaries  to  choose 
this  option,  and  encouraging  HMO  growth  and  participation  in  the  program. 

The  first  step  is  to  change  the  way  Medicare  determines  its  capitated  payment 
amount,  especially  breaking  the  link  to  fee-for-service  spending  at  the  county  level. 
Medicare  could  avail  itself  of  the  competition  that  is  occurring  in  the  private  market 
and  require  plans  to  compete  for  enrollees  based  on  a  premium  bid  from  each  plan 
for  the  standard  set  of  Medicare  benefits.  Medicare  could  then  set  its  capitated  pay- 
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ment  based  on  the  average  price  submitted  or  some  percentage  of  it.  Medicare  also 
should  explore  approaches  that  use  a  process  of  negotiation.  Such  an  approach  may 
be  especially  valuable  in  areas  with  a  limited  number  of  plans.  Under  any  approach, 
however,  Medicare  can  use  its  payments  for  comparable  patients  receiving  care  in 
the  fee-for-service  sector  as  a  benchmark  or  ceiling  in  determining  the  capitated 
rate.  This  benchmark,  however,  should  be  adjusted  to  reflect  the  services  Medicare 
beneficiaries  receive  from  the  Departments  of  Veterans  Affairs  and  Defense  that  are 
not  now  included  in  the  AAPCC. 

The  benchmark  and  the  capitated  rate  also  should  not  include  Medicare's  grad- 
uate medical  education,  indirect  medical  education,  disproportionate  share,  or  addi- 
tional sole  community  hospital  payments.  Other  mechanisms  can  be  used  to  distrib- 
ute these  payments  to  the  appropriate  facilities  when  they  provide  services  to  Medi- 
care beneficiaries  enrolled  in  the  managed  care  program. 

To  assist  plans  that  wish  to  participate  in  the  program  and  to  reduce  the  cost  of 
enrolling  Medicare  beneficiaries,  Medicare  should  establish  mechanisms  to  help  re- 
duce the  cost  of  advertising.  It  may  also  need  to  follow  the  private  sector  practice 
of  requiring  beneficiaries  to  pay  more  if  they  wish  to  stay  in  the  fee-for  service  pro- 
gram without  case  management.  Such  a  requirement  could  be  phased  in  over  time. 

In  addition,  the  county  should  be  eliminated  as  the  geographic  area  used  to  deter- 
mine the  capitated  amount.  There  are  a  number  of  alternatives  that  can  be  consid- 
ered, including  Medicare's  current  geographic  groupings  ( metropolitan  statistical 
areas)  used  for  hospital  payment.  The  feasibility  of  combining  counties  to  achieve 
a  minimum  population  level  or  to  reflect  reasonable  managed  care  market  areas 
also  should  be  explored. 

The  capitated  rate  that  is  set  should  cover  Medicare  s  standard  benefit  package, 
although  plans  should  be  allowed  to  offer  supplemental  benefits  to  their  enrollees 
for  an  additional  premium.  The  current  practice  of  comparing  a  plan's  expected  costs 
with  its  expected  payments  and  allowing  it  to  use  the  difference  to  provide  addi- 
tional benefits  severely  limits  the  opportunity  for  the  Medicare  program  to  share  in 
the  savings  from  more  efficient  service  delivery.  It  also  alters  the  uniform  benefit 
structure  of  the  Medicare  program  and  raises  questions  of  fairness  for  those  bene- 
ficiaries who  reside  in  relatively  low  cost  areas. 

Medicare's  beneficiaries  also  should  share  in  the  savings  when  they  choose  a  cost 
efficient  plan.  This  can  be  done  by  linking  their  cost  sharing  requirements  to  the 
plans  premium.  Beneficiaries  that  wish  to  choose  a  more  costly  plan  should  share 
in  the  additional  cost  of  their  choice.  Such  an  approach  maintains  Medicare's  tradi- 
tion of  freedom  of  choice  but  provides  financial  incentives  for  beneficiaries  to  evalu- 
ate the  value  of  a  higher  cost  plan  in  terms  of  their  added  payment  responsibilities. 
Plans,  however,  must  make  appropriate  information  concerning  price,  access,  and 
quality  of  care  available  to  Medicare  enrollees  during  a  coordinated  annual  open  en- 
rollment period. 

Newlv  enrolled  beneficiaries  also  should  be  given  a  limited  period  of  time  follow- 
ing eacn  enrollment  period  during  which  they  can  switch  plans  or  return  to  the  fee- 
for-service  sector.  Thereafter,  however,  they  should  be  required  to  wait  until  the 
next  enrollment  season. 

Protecting  Beneficiary  Access  to  Quality  Care 

While  expansion  of  Medicare's  risk  contracting  program  has  the  potential  to  slow 
the  rise  in  Medicare  spending,  it  also  could  have  negative  effects  on  beneficiary  ac- 
cess to  services  and  the  quality  of  care  they  receive.  Because  plans  use  network  pro- 
viders, beneficiaries  may  be  limited  in  their  choice  of  physicians  and  hospitals.  If 
their  current  provider  is  not  in  the  plan's  network,  they  will  have  to  change  practi- 
tioners, thereby  disrupting  their  relationship  with  their  physician  and  their  continu- 
ity of  care.  In  addition,  managed  care  plans  rely  on  utilization  management  prac- 
tices that  may  limit  the  services  they  receive.  Although  there  is  no  consensus  about 
whether  these  restrictions  impede  or  improve  quality,  they  are  sometimes  perceived 
as  limiting  the  beneficiary's  access  to  services. 

Collecting  and  making  data  available  on  plan  and  provider  outcomes  can  help  en- 
rollees measure  the  strengths  and  weaknesses  of  different  plans,  and  help  them 
choose  the  plan  that  best  meets  their  needs.  The  availability  of  such  data  in  the 
Medicare  managed  care  program  varies  widely.  In  California,  Arizona,  and  Nevada, 
where  managed  care  is  more  common,  HCFA's  regional  office  is  disseminating  infor- 
mation. In  other  areas,  elderly  advocacy  and  insurance  advisory  groups  are  compil- 
ing it.  However,  in  most  of  the  nation  no  such  information  exists. 

Current  program  rules  require  participating  HMOs  to  enroll  at  least  50  percent 
of  their  membership  from  sources  other  than  Medicare  or  Medicaid.  When  this  re- 
quirement was  established,  it  was  intended  to  be  a  quality  assurance  measure.  The 
rule  was  predicated  on  the  assumption  that  quality  care  for  Medicare  beneficiaries 
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could  be  enhanced  since  plans  would  have  to  provide  an  appropriate  level  of  care 
to  attract  private  sector  enrollees.  Since  then,  quality  measures  have  been  developed 
in  the  private  sector  that  allow  enrollees  to  compare  plan  prices,  outcomes,  bene- 
ficiary satisfaction  ratings,  and  other  related  information.  These  measures  are  now 
being  refined  to  reflect  the  elderly  population.  Medicare  should  make  these  alter- 
natives for  assuring  quality  of  care  widely  available  to  its  beneficiaries,  rather  than 
relying  on  arbitrary  enrollment  percentages. 

Finally,  Mr.  Chairman,  the  Medicare  program  needs  to  move  quickly  to  improve 
its  ability  to  adjust  payment  rates  to  reflect  differences  in  the  health  status  of  Medi- 
care beneficiaries.  Although  coordinated  annual  enrollment  and  other  plan  require- 
ments can  help  to  reduce  the  ability  of  plans  to  favorably  select  the  healthiest  en- 
rollees, this  will  continue  to  be  a  problem  that  will  reduce  the  amount  of  Medicare 
savings  from  its  managed  care  program. 

Conclusion 

Medicare's  current  managed  care  policies  have  several  serious  problems  that  have 
limited  plan  participation  and  beneficiary  enrollment  and  kept  the  program  from 
achieving  the  savings  that  are  possible.  Theses  policies  allow  risk  plans  the  oppor- 
tunity to  select  healthier  enrollees  as  well  as  individuals  who  reside  in  areas  where 
Medicare's  capitated  payments  are  higher.  They  also  allow  beneficiaries  the  oppor- 
tunity to  return  to  the  fee-for-service  sector  when  they  believe  that  is  to  their  ad- 
vantage. Further,  beneficiaries  who  live  in  relatively  high  cost  areas  are  rewarded 
for  joining  such  plans  with  additional  services  that  are  not  otherwise  covered  by 
Medicare.  Beneficiaries  residing  in  relatively  low  cost  areas  do  not  get  these  added 
benefits,  and  in  fact  may  not  even  have  the  opportunity  to  join  a  risk  plan  since 
the  low  payment  rate  discourages  plan  participation. 

The  Commission  would  be  pleased  to  continue  working  with  you  as  you  modify 
and  improve  Medicare's  managed  care  policies.  I  would  be  happy  to  answer  any 
questions  you  have. 

Mr.  Bilirakis.  Thank  you  very  much,  Dr.  Altman. 

STATEMENT  OF  RODNEY  C.  ARMSTEAD 

Mr.  Armstead.  Mr.  Chairman  and  members  of  the  subcommit- 
tee, I  am  pleased  to  be  here  to  discuss  managed  care  and  the  Medi- 
care program. 

Administrator  Vladeck  discussed  this  topic  with  you  in  February 
and  we  have  made  tremendous  progress  since  then.  I  have  submit- 
ted a  written  statement  for  the  record,  Mr.  Chairman,  which  de- 
tails the  tremendous  growth  me  are  witnessing  in  Medicare  man- 
aged care,  and  discusses  our  efforts  generally  in  the  Department  to 
improve  quality  and  payment. 

As  a  general  internist  whose  entire  career  has  been  dedicated  to 
quality  managed  care  for  Medicare  and  Medicaid  beneficiaries,  I 
know  and  HCFA  knows  that  there  is  a  right  way  and  a  wrong  way 
of  expanding  the  use  of  managed  care  for  our  beneficiaries. 

With  only  3.5  million  beneficiaries  enrolled  in  managed  care 
plans  and  growing  rapidly,  the  Health  Care  Financing  Administra- 
tion is  the  largest  purchaser  of  managed  care  services  in  the  Na- 
tion, and  like  any  purchaser  in  the  private  sector,  HCFA  wants  to 
expand  the  choices  that  are  available  to  our  beneficiaries  to  hold 
our  managed  care  plans  accountable  for  services  they  provide,  and 
above  all,  to  obtain  a  quality  product  for  our  money. 

In  1994  we  experienced  double  digit  increases  in  both  plan  en- 
rollment and  number  of  plans  participating  in  the  program.  We  are 
in  a  pace  this  year  to  exceed  over  30  percent  enrollment  growth 
with  beneficiaries  choosing  to  enroll  in  HMOs  at  a  rate  of  75,000 
per  month. 

Currently,  74  percent  of  Medicare  beneficiaries  have  access  to 
managed  care  plan;  57  percent  have  choices  between  two  or  more 
HMOs,  and  today  more  than  250  managed  care  organization,  in- 
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eluding  165  on  a  risk  basis,  contract  with  HCFA  to  serve  Medicare 
beneficiaries.  We  approved  65  contracts  in  the  last  12  months  and 
received  17  HMO  applications  in  just  the  last  3  weeks. 

This  overwhelming  amount  of  activity  in  the  managed  care  Medi- 
care program  has  forced  HCFA  to  think  in  new  ways  in  the  last 
year,  Mr.  Chairman. 

We  have  recognized  that  we  can  achieve  more  by  acting  like  a 
private  sector  purchaser  and  using  our  buying  power  with  our 
HMOs  to  get  what  our  beneficiaries  need. 

But  HCFA  can't  talk  about  its  role  as  a  managed  care  purchaser 
without  talking  about  the  need  to  improve  the  way  we  pay  our 
HMOs.  As  a  purchaser  we  are  hamstrung  by  a  antiquated,  legally 
mandated  reimbursement  methodology  for  our  managed  care  plans. 
The  methodology,  the  adjusted  average  per  capita  cost  or  AAPCC's 
keeping  the  Federal  Government  from  benefiting  from  some  of  the 
savings  that  managed  care  can  produce,  and  is  known  to  suppress 
HMOs  interest  in  certain  markets,  particularly  in  our  rural  areas. 

One  concept  that  has  received  widespread  support  and  attention 
is  competitive  bidding.  Proponents  claim  that  this  approach  will  re- 
sult in  payments  that  more  accurately  reflect  the  true  cost  of  pro- 
viding care  in  addition  to  promoting  efficiency  through  greater  com- 
petition among  HMOs.  We  do  think  this  is  a  promising  idea,  and 
are  planning  to  test  it  in  a  number  of  markets. 

In  order  for  the  demonstrations  to  be  useful,  we  believe  that  com- 
petitive bidding  should  become  the  payment  methodology  for  all 
Medicare  managed  care  plans  in  the  target  markets. 

As  always,  beneficiaries  would  have  the  ability  to  choose  to  enroll 
in  competing  HMOs.  We  are  very  interested  in  working  with  the 
subcommittee  on  a  competitive  bidding  demonstration. 

We  have  several  other  efforts  underway  to  improve  the  current 
payment  methodology.  So  it  does  not  act  as  a  barrier  to  the  expan- 
sion of  managed  care,  we  have  initiated  several  research  projects, 
most  notably  in  risk  adjustment,  to  address  the  situation,  and  we 
expect  preliminary  results  later  this  year. 

Just  2  weeks  ago  HCFA  announced  Medicare  Choices,  a  new 
demonstration  project  designed  to  expand  the  types  of  managed 
care  plans  available  to  Medicare  beneficiaries  and  to  different  pay- 
ment methodologies.  We  are  inviting  a  wide  variety  of  organiza- 
tions to  participate  in  this  demo,  including  preferred  providing  or- 
ganizations, HMOs  and  integrated  delivery  systems  through  nine 
geographic  areas  that  have  been  targeted:  Jacksonville,  Sac- 
ramento, Hartford,  Philadelphia,  Atlanta,  New  Orleans,  Columbus, 
Louisville  and  Houston. 

We  choose  these  markets  to  build  on  a  strong  base  of  commercial 
HMOs  currently  available  in  these  cities.  We  will,  however,  accept 
innovate  applications  from  other  areas,  and  we  are  particularly  in- 
terested in  those  that  seek  to  extend  coverage  to  rural  commu- 
nities. The  Choices  demonstrations  will  begin  in  early  1996. 

Finally,  in  a  major  new  development  for  our  managed  care  efforts 
announced  just  last  week,  HCFA,  together  with  the  Federal  Em- 
ployees Health  Benefit  Plan  and  the  Department  of  Defense  has 
joined  many  of  the  Nation's  larger  private  sector  health  care  pur- 
chasers in  an  unprecedented  partnership  to  explore  the  formation 
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of  a  new  organization  for  quality  improvement  and  accountability 
in  managed  care. 

Private  sector  participants  in  this  initiative  called  the  Founda- 
tion for  Accountability  or  FAcct  include  GTE,  PepsiCo  and  AT&T, 
and  the  membership  was  brought  together  by  Jackson  Hole  Group 
representing  about  80  million  insured. 

As  I  bring  this  to  a  close,  Mr.  Chairman,  we  work  and  we  need 
to  broaden  managed  care  options  for  the  Medicare  beneficiaries.  We 
must  be  aware  both  of  the  practical  limitations  of  rapid  expansion 
of  managed  care  and  Medicare  and  of  past  failures  of  overly  aggres- 
sive efforts  in  both  the  Medicare  and  Medicaid  programs. 

I  was  a  medical  director  at  one  of  Arizona's  largest  community 
health  centers  when  the  State  implemented  the  AHCCS  Program, 
it  is  fully  capitated  version  of  Medicaid,  and  we  learned  some  very 
difficult  lessons  in  the  first  several  years  of  the  program  about 
what  happens  when  beneficiaries  with  diverse  and  complex  medical 
needs  are  thrust  into  managed  care  plans  that  are  unprepared  to 
handle  them. 

We  want  to  work  with  you  to  provide  more  managed  care  choices 
for  beneficiaries,  but  managed  care  must  be  kept  as  an  option  for 
our  beneficiaries.  They  are,  after  all,  already  changing  the  face  of 
the  Medicare  program  by  their  own  choice. 

Medicare  managed  care  offers  beneficiaries  choices  while  often 
reducing  their  out-of-pocket  costs,  and  expanding  their  benefits. 
Managed  care  has  the  potential  to  restrain  some  of  the  service  in- 
tensity plaguing  Medicare,  but  it  is  not  the  silver  bullet  for  Medi- 
care's budget  crisis. 

Thank  you,  Mr.  Chairman.  I  am  happy  to  answer  any  questions 
you  and  members  of  the  subcommittee  may  have. 

[The  prepared  statement  of  Rodney  C.  Armstead  follows:] 

Prepared  Statement  of  Rodney  C.  Armstead,  M.D.,  Director,  Office  of 
Managed  Care,  Health  Care  Financing  Administration 

I.  introduction 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to  be  here  to  dis- 
cuss innovation  in  the  Medicare  program.  Bruce  Vladeck,  our  Administrator,  dis- 
cussed this  topic  when  he  appeared  before  you  in  February.  I  am  thrilled  to  be  able 
to  report  to  you  today  on  the  progress  we  have  made  during  the  past  months.  While 
we  are  also  in  the  process  of  making  improvements  in  the  fee-for-service  portion  of 
the  Medicare  program,  I  am  going  to  focus  today  on  our  most  recent  activity  in  man- 
aged care.  The  Administration  is  committed  to  improving  Medicare's  managed  care 
offerings.  However,  we  strongly  believe  that  there  is  a  right  way  and  a  wrong  way 
to  achieve  this  worthy  goal.  In  short,  we  believe  in  expanding  and  improving  op- 
tions; we  oppose  approaches  that  would  have  the  effect  of  financially  coercing  bene- 
ficiaries into  managed  care  plans. 

Today,  any  discussion  of  the  quest  to  enhance  cost  effectiveness,  as  well  as  the 
accessibility  of  quality  medical  care  for  beneficiaries,  must  include  managed  care. 
We  are  committed  to  working  with  you  to  improve  and  extend  the  managed  care 
choices  available  to  our  beneficiaries  so  that  they  have  the  full  range  of  managed 
care  options  available  to  the  general  insured  population.  The  cornerstone  of  our  pol- 
icy is  informed  choice  in  a  fair  marketplace,  in  which  beneficiaries  have  full  and  ob- 
jective information  and  are  not  discriminated  against  on  the  basis  of  relative  need. 

As  our  Administrator  told  your  Subcommittee  in  February,  1994  was  a  year  of  im- 
pressive growth  in  Medicare  managed  care  with  double  digit  increases  both  in  plan 
enrollment  and  the  number  of  plans  participating  in  the  program.  We  expect  even 
greater  growth  for  1995. 

Currently,  9.5  percent  of  all  Medicare  beneficiaries — over  3.5  million — have  cho- 
sen to  enroll  in  a  managed  care  option.  In  addition,  74  percent  of  Medicare  bene- 
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ficiaries  have  access  to  a  managed  care  plan  and  57  percent  have  a  choice  between 
two  or  more. 

In  the  first  six  months  of  1995  we  have  already  seen  a  9  percent  overall  increase 
in  managed  care  enrollment,  and  by  the  year's  end  expect  an  18  percent  increase 
in  enrollment.  We  are  also  well  on  our  way  to  surpassing  last  year's  record  increase 
in  risk  enrollment. 

More  important  for  future  enrollment  growth  is  the  number  of  contracts  with 
managed  care  plans.  More  than  250  managed  care  organizations — 165  on  a  risk 
basis — currently  contract  with  HCFA  to  serve  Medicare  beneficiaries.  We  received 
17  new  applications  in  the  last  three  weeks  alone,  Many  of  these  new  contracts  are 
in  regions  beyond  those  that  traditionally  have  had  a  strong  Medicare  managed  care 
presence. 

As  we  work  to  extend  and  broaden  managed  care  options  for  Medicare  bene- 
ficiaries, we  must  be  aware  both  of  the  practical  limitations  of  a  rapid  expansion 
of  managed  care  in  Medicare  and  of  past  failures  of  overly  aggressive  efforts  in  both 
the  Medicare  and  Medicaid  programs.  The  movement  to  managed  care  cannot  out- 
pace the  capacity  of  managed  care  plans  to  serve  large  numbers  of  new  enrollees, 
particularly  those  with  the  expensive  and  special  health  needs  of  the  Medicare  pop- 
ulation. 

Medicare  beneficiaries  themselves  must  determine  the  pace  of  their  movement  to 
managed  care.  The  emphasis  must  be  on  choice.  Managed  care  will  succeed  as  man- 
aged care  plans  are  able  to  prove  the  value  of  their  products  and  as  beneficiaries 
recognize  the  benefit  of  the  coordination  of  care  and  case  management  that  high 
quality  managed  care  plans  can  provide. 

For  Medicare  to  benefit  from  the  expansion  of  managed  care,  we  need  to  improve 
the  way  Medicare  pays  managed  care  plans.  Managed  care  currently  costs  the  Medi- 
care program  rather  than  achieving  savings.  Our  evaluations  have  suggested  that 
Medicare  pays  5.7  percent  more  for  every  enrollee  in  managed  care  than  would  have 
been  paid  if  the  beneficiary  had  stayed  in  fee~for-service.  The  reason  for  this  is  that 
they  attract  the  healthier  members  of  the  Medicare  population  whose  health  care 
costs  are  lower. 

We  have  several  efforts  underway  to  improve  the  current  payment  methodology 
so  it  does  not  act  as  a  barrier  to  the  expansion  of  managed  care.  We  have  initiated 
several  research  projects  and  demonstrations  to  address  this  situation  and  we  ex- 
pect to  have  preliminary  results  later  this  year. 

II.  NEW  DIRECTIONS  FOR  MEDICARE  MANAGED  CARE 

Medicare  Choices  Demonstration 

Just  two  weeks  ago  HCFA  announced  "Medicare  Choices,"  a  new  demonstration 
project  designed  to  expand  the  types  of  managed  care  plans  available  to  Medicare 
beneficiaries  and  to  test  different  payment  methodologies. 

We  are  inviting  a  wide  variety  of  managed  care  organizations  to  participate  in 
this  demonstration,  including  preferred  provider  organizations,  health  maintenance 
organizations  and  integrated  delivery  systems.  Nine  geographic  areas  have  been  tar- 
geted for  the  demonstration:  Jacksonville,  Florida;  Sacramento,  California;  Hartford, 
Connecticut;  Philadelphia,  Pennsylvania;  Atlanta,  Georgia;  New  Orleans,  Louisiana; 
Columbus,  Ohio;  Louisville,  Kentucky;  and  Houston,  Texas.  We  chose  these  markets 
to  build  on  the  strong  base  of  private  sector  plans  currently  available  in  these  com- 
munities. We  will,  however,  accept  applications  from  innovative  plans  in  other 
areas,  and  we  are  particularly  interested  in  those  that  offer  to  extend  coverage  to 
rural  areas  and  those  that  emphasize  primary  care  case  management. 

Pre-application  forms  have  already  been  distributed  to  over  a  thousand  interested 
organizations.  Based  on  the  response  to  these  initial  letters,  selected  plans  will  be 
invited  to  submit  more  detailed  final  applications  in  the  Fall. 

Public-private  Partnership:  Foundation  for  Accountability  (FAcct) 

HCFA,  together  with  the  Department  of  Defense  and  the  Federal  Employees 
Health  Benefits  Plan,  has  joined  private  sector  health  purchasers  to  explore  the  for- 
mation of  a  new  organization  for  quality  improvement  and  managed  care  account- 
ability. 

Private  sector  participants  in  this  initiative — called  the  Foundation  for  Account- 
ability (FAcct) — include  GTE,  AT&T,  and  PepsiCo.  The  current  membership  of  this 
group  represents  more  than  80  million  insured  individuals,  most  of  whom  are  in 
managed  care  arrangements.  The  intent  of  this  new  effort  is  to  leverage  the  collec- 
tive buying  power  of  the  participating  organizations  to  ensure  our  beneficiaries' 
needs  are  met  and  to  eliminate  unnecessary  duplication  of  individual  quality  im- 
provement and  HMO  accountability  efforts. 


231 

I  am  a  co-chairman  of  the  planning  committee  for  FAcct  and  we  in  HCFA  intend 
to  be  integrally  involved  in  the  development  of  this  initiative.  We  expect  to  com- 
plement existing  quality  assurance  and  accrediting  organizations,  such  as  the  Na- 
tional Committee  for  Quality  Assurance  and  the  Joint  Committee  for  the  Accredita- 
tion of  Health  Organizations,  and  have  received  their  support. 

PPO  Option 

We  want  to  make  available  to  our  beneficiaries  a  new  preferred  provider  organiza- 
tion (PPO)  option.  This  option  has  proven  to  be  very  popular  in  the  commercial  mar- 
ket, and  many  of  us  have  access  to  PPOs.  We  believe  that  Medicare  beneficiaries 
should  have  the  same  range  of  choices.  Under  the  PPO  option,  beneficiaries  would 
face  nominal  copayments  if  they  stayed  in  plan  but  would  have  the  option  to  go  to 
any  physician  at  any  time,  if  they  were  willing  to  pay  the  cost-sharing. 

Under  the  PPO  option,  plans  would  be  at  some  risk  for  Medicare  benefits,  our  ob- 
jective is  to  ensure  the  same  quality,  access,  grievance  and  appeal  procedures  as  we 
do  now  in  Medicare  risk  and  cost  plans.  We  hope  to  be  able  to  work  with  the  Sub- 
committee on  the  PPO  option  in  the  months  ahead. 

Payment  Methodology  and  Competitive  Bidding 

Concerns  about  the  payment  methodology  for  risk  contractors  have  been  long 
standing.  Currently,  we  determine  rates  on  a  yearly  basis,  and  plans  decide  whether 
or  not  to  enter  into  a  contract  each  year  based  on  the  rates.  These  rates,  called  the 
Adjusted  Average  Per  Capita  Cost  (AAPCC),  are  developed  for  each  county  and  are 
based  on  fee-for-service  costs  in  the  area.  County  rates  are  then  adjusted  for  age, 
sex,  institutional  and  Medicaid  status;  no  adjustment  is  made  for  health  status  per 
se.  Plans  have  been  concerned  with  the  adequacy,  stability  and  equity  of  the 
AAPCC.  HCFA  has  invited  the  industry  to  come  up  with  alternatives  to  the  AAPCC. 
We  still  have  no  significant  alternatives. 

One  concept  that  has  recently  received  widespread  support  and  attention  from  in- 
dustry, academia  and  commercial  payers  is  that  of  "competitive  bidding."  Pro- 
ponents of  competitive  pricing  models  claim  that  the  methodology  will  result  in  pay- 
ments that  more  accurately  reflect  the  true  costs  of  doing  business,  in  addition  to 
promoting  efficiency  through  greater  competition  among  health  plans. 

We  think  that  this  is  a  promising  idea,  and  we  would  like  to  test  variants  of  it 
as  demonstrations  in  a  number  of  geographic  areas.  In  order  for  this  demonstration 
to  be  useful,  we  believe  that  competitive  bidding  should  become  the  payment  meth- 
odology for  all  Medicare  managed  care  plans  in  the  demonstration  areas.  As  always, 
beneficiaries  will  still  have  the  ability  to  choose  to  enroll  in  managed  care  plans  or 
remain  in  fee-for-service.  We  would  be  interested  in  working  with  the  Subcommittee 
on  the  structure  of  a  competitive  bidding  demonstration. 

Beneficiary  Education 

We  need  to  do  a  better  job  of  informing  beneficiaries  about  the  managed  care  and 
Medigap  choices  that  are  available.  The  current  lack  of  information  in  the  face  of 
such  a  variety  of  choices  generates  confusion  which  works  against  managed  care  op- 
tions. To  understand  their  choices,  beneficiaries  have  to  negotiate  through  dif- 
ferences in  benefit  packages,  cost-sharing  structures  and  premium  amounts.  Beyond 
this  need  for  information,  beneficiaries  are  also  faced  with  enrollment  periods  that 
vary  by  plan  and,  in  the  case  of  Medigap,  with  health  screening  and  underwriting. 
Beneficiaries  who  initially  enroll  in  a  managed  care  plan  lose  their  one-time  option 
for  open  enrollment  in  Medigap. 

We  would  like  to  do  everything  possible  to  make  managed  care  options  more  at- 
tractive to  beneficiaries.  To  this  end,  we  have  solicited  proposals  for  the  develop- 
ment of  a  marketing  strategy  to  inform  beneficiaries  of  the  choices  that  they  have 
in  the  Medicare  program.  We  have  received  several  proposals  in  response  to  this  so- 
licitations and  are  currently  reviewing  them.  We  expect  to  award  the  contract  by 
late  August. 

III.  QUALITY  ASSURANCE  AND  IMPROVEMENT  IN  MANAGED  CARE 

When  beneficiaries  choose  managed  care,  they  are  making  a  commitment  to  a  set 
of  providers,  and  they  have  the  right  to  expect  a  commitment  of  high  quality  care 
in  return.  The  Medicare  program  is  committed  to  ensuring  that  beneficiaries  are  re- 
ceiving quality  care.  In  instances  where  HMOs  have  not  complied  with  acceptable 
standards  of  care,  HCFA  has  not  hesitated  to  take  swift  action. 

Based  on  recent  experience,  as  well  as  advances  in  the  marketplace,  we  anticipate 
continued,  substantial  growth  in  our  managed  care  caseload,  even  absent  changes 
in  current  law.  We  are  keenly  interested  in  assuring  that  as  the  Medicare  managed 


232 

care  programs  grow  and  evolve,  we  have  adequate  measures  in  place  to  assure  and 
improve  the  quality  of  the  care  they  provide. 

Designing  these  measures  is  a  challenge,  as  we  must  broaden  our  focus  from  indi- 
vidual facility-based  care  to  the  activities  of  an  entire  network  of  providers — includ- 
ing physicians'  offices.  Further,  unlike  fee-for-service  medicine,  where  each  medical 
encounter  results  in  a  claim,  information  about  particular  services  provided  by  man- 
aged care  organizations  is  limited.  We  are  facing  up  to  this  challenge  and  working 
closely  with  the  managed  care  industry  to  develop  appropriate  and  meaningful  pro- 
cedures that  can  be  relied  on  by  HCFA,  by  our  beneficiaries,  and  by  the  managed 
care  plans. 

Internal  Quality  Assurance  Programs 

Quality  of  care  efforts  in  managed  care  systems  can  be  divided  into  (1)  internal 
mechanisms,  that  is,  each  plan's  own  internal  structure  and  activities  for  continuous 
improvement,  and  (2)  external  measurements,  that  is,  performance  measures  im- 
posed by  external  entities,  for  example,  purchasers.  Currently,  Medicare  risk  HMOs 
must  meet  requirements  for  both  internal  and  external  quality  review.  In  addition, 
we  are  exploring  ways  to  improve  external  review  programs,  in  partnership  with 
managed  care  plans,  commercial  purchasers,  and  other  interested  parties  and  to 
maintain  currency  with  state-of-the-art  internal  improvement  processes. 

The  Medicare  statute  and  regulations  require  all  contracting  plans  to  have  an  in- 
ternal quality  assessment  and  improvement  program,  which  involves  the  following: 

•  an  ongoing  program  with  a  written  plan  describing  the  structure,  responsibilities, 

types  of  activities,  and  specific  quality  improvement  projects  for  the  coming 
year;  a  committee  of  practicing  physicians  and  other  representative  practition- 
ers with  the  commitment  of  adequate  resources,  including  systems  and  staff; 
and  board  accountability  for  the  program; 

•  an  approach  and  activities  stressing  health  outcomes  which  cover  the  entire  range 

of  care  provided,  and  look  at  the  effects  of  provider  compensation  and  incentives 
arrangements  to  assure  that  appropriate  services  are  in  fact  provided; 

•  a  systematic,  iterative  process  to  identify  problems  and  areas  for  improvement, 

make  appropriate  changes,  and  monitor  changes  over  time  for  effectiveness; 

•  peer  review  by  physicians  and  other  health  professionals  of  the  process  of  clinical 

care; 

•  systematic  data  collection  of  performance  and  patient  outcomes,  and  interpreta- 

tion and  feedback  of  these  data  to  practitioners;  and 

•  written  procedures  for  taking  appropriate  actions  to  change  areas  needing  im- 

provement, and  a  process  to  determine  the  overall  effectiveness  of  the  program 
and  individual  action  plans. 

External  Duality  Assurance  Programs 

At  this  time,  the  PROs  conduct  HCFA's  external  quality  assurance  activities  in 
Medicare  risk-contracting  HMOs.  Since  1987,  PRO  review  has  consisted  of  review 
of  (1)  a  sample  of  patient  records,  (2)  a  sample  of  Medicare  enrollee  deaths,  and  (3) 
all  complaints  PROs  receive  from  Medicare  HMO  enrollees.  If  a  pattern  of  quality 
problems  is  identified,  an  action  plan  is  developed  by  the  managed  care  plan  in  con- 
cert with  the  PRO.  The  PRO  then  monitors  performance  under  the  plan  to  ensure 
that  the  necessary  improvements  have  been  implemented. 

However,  HCFA,  the  PROS,  and  managed  care  plans  believe  that  external  review 
of  HMOs  must  evolve  into  a  uniform  performance  measurement  system,  rooted  in 
a  single  set  of  measures  that  gauge  a  health  plan's  responsiveness  to  the  needs  of 
its  membership.  This  represents  a  substantial  undertaking,  and  entails  a  long-term 
effort  we  must  begin  now  if  we  are  to  attain  a  seamless  data  and  performance  meas- 
urement system  for  quality  care  for  all  patients  in  all  plans.  HCFA,  as  the  nation's 
largest  managed  care  purchaser,  must  be  the  catalyst  for  this  effort.  Such  a  data 
system  will  bring  accountability: 

•  for  consumers,  who  will  have  the  information  they  need  to  make  informed,  respon- 

sible choices; 

•  for  providers,  who  will  have  the  figures  they  need  for  continuous  quality  improve- 

ment and  sensitivity; 

•  and  for  plans,  which  will  have  the  numbers  to  target  resources  and  respond  to 

the  needs  of  diverse  populations  in  Medicare  and  Medicaid. 

Encounter  Data 

The  building  blocks  of  any  future  performance  reporting  system  must  be  data  on 
services  provided  by  HMOs.  While  such  data  are  readily  available  in  the  fee-for- 
service  sector  as  a  by-product  of  payment,  many  managed  care  plans  do  not  cur- 
rently have  encounter  data  available  due  to  the  nature  of  prepayment.  HCFA  be- 
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lieves  that  adequate  quality  assurance  activities  require  that  managed  care  plans 
collect  comparable  data  reflecting  the  key  content  of  each  patient  encounter  with  a 
managed  care  provider.  With  comprehensive  and  comparable  data,  plans  would  be 
able  to  provide  reports  to  purchasers  addressing  a  range  of  purchaser  needs. 

HCFA  is  currently  working  in  partnership  with  the  managed  care  industry, 
States,  and  others  in  several  important  efforts  to  define  encounter  data  standards 
for  managed  care  plans.  As  the  nation's  largest  managed  care  purchaser,  we  de- 
mand accountability  and  continuously  improving  outcomes  from  our  contractors,  just 
as  any  private  purchaser  would  require.  We  recognize  that  plan  collection  of  encoun- 
ter data  will,  in  many  cases,  be  burdensome.  However,  without  plan  collection  of  en- 
counter data,  a  quality  improvement  reporting  system  cannot  be  attained.  As  this 
will  be  a  long-term  undertaking,  HCFA  is  making  every  effort  to  minimize  the  re- 
quirements we  place  on  managed  care  plans  for  reports  derived  from  this  data.  This 
is  exemplified  by  one  of  our  most  exciting  initiatives,  our  partnership  with  the  in- 
dustry on  the  Health  Plan  Employers  Data  and  Information  Set,  or  HEDIS. 

Medicaid  and  Medicare  HEDIS 

With  the  rapid  increase  in  the  numbers  of  enrollees  in  managed  care  in  the  com- 
mercial sector,  plans  and  employers  began  working  together  to  develop  a  new  HMO 
performance  measurement  tool.  HEDIS  is  a  core  set  of  measures  designed  to  help 
private  sector  firms  gauge  the  value  of  the  services  provided  by  the  firm's  health 
plans.  HEDIS  includes  data  on  a  specified  set  of  quality  measures  as  well  as  meas- 
ures of  beneficiary  satisfaction,  financial  indicators,  and  access  to  care.  It  is  contin- 
ually revised,  with  the  third  version  expected  next  year.  It  will  eventually  permit 
consumers  to  compare  the  quality,  value,  and  other  merits  of  competing  nealth 

f>lans.  HCFA  is  now  working  to  adapt  HEDIS  to  the  Medicare  and  Medicaid  popu- 
ations. 

We  are  working  jointly  with  the  originator  of  HEDIS,  the  National  Committee  for 
Quality  Assurance  (NCQA),  and  with  State  Medicaid  directors,  consumers,  provider 
groups,  the  United  States  Public  Health  Service,  and  the  managed  care  industry  on 
a  Medicaid  version  of  HEDIS.  HCFA's  goal  is  to  adapt  this  promising  commercial 
sector  reporting  tool  to  the  needs  of  the  Medicaid  program  ana  its  beneficiaries.  The 
Medicaid:  HEDIS  project  is  funded  by  the  David  and  Lucille  Packard  Foundation. 

The  Medicaid  HEDIS  project  has  twin  objectives: 

•  First,  produce  a  Medicaid-specific  performance  measurement  set  that  we  can  pro- 

vide to  State  Medicaid  programs.  NCQA  is  releasing  the  draft  Medicaid  HEDIS 
template  this  week  for  comment. 

•  Second,  introduce  Medicaid-relevant  measures  into  the  next  version  of  HEDIS, 

version  3.0. 

HCFA  chose  to  use  HEDIS  as  the  template  for  our  Medicaid  effort  because  the 
managed  care  industry  has  used  it  for  several  years,  and  because  the  first  step  to- 
ward coordinated,  quality  care  is  uniform,  consistent  data.  Furthermore,  using 
HEDIS  for  Medicaid  will  build  upon  an  established  effective  reporting  system  used 
by  many  large  employers,  while  minimizing  reporting  burdens  on  our  managed  care 
plans. 

HCFA  also  is  designing  a  "Medicare  HEDIS,"  with  the  support  of  the  Kaiser  Fam- 
ily Foundation.  At  present,  HEDIS  specifically  excludes  HMO  enrollees  who  are  age 
65  or  older.  HCFA  plans  to  collaborate  with  the  NCQA  to  develop  a  variety  of  meas- 
ures for  the  Medicare  population  that  will  be  incorporated  into  a  future  version  of 
HEDIS.  "Medicare  HEDIS"  will  provide  HCFA  with  a  much  broader  array  of  vital 
and  actionable  information  on  health  plan  quality  and  value,  and  represents  the 
template  for  our  quality  and  performance  measurement  efforts. 

The  Delmarva  Project 

In  1993,  HCFA  contracted  with  the  Delmarva  Foundation  (the  PRO  for  Maryland) 
and  Harvard  University  to  work  with  a  panel  of  quality  assurance  experts  to  de- 
velop a  new  methodology  for  external  review.  The  Delmarva  contract  was  intended 
to  help  HCFA  and  the  PROs  shift  from  the  current  mode  of  HMO  oversight  to  one 
based  on  outcomes  measurement  and  improving  the  quality  of  care.  This  project 
runs  parallel  to,  and  contributes  to,  our  Medicare  HEDIS  effort. 

Delmarva's  report,  released  in  August  1994,  recommended  three  core  performance 
measures  that  would  apply  to  all  Medicare  enrollees  in  the  HMO.  The  core  meas- 
ures included  access  to  services,  an  annual  influenza  vaccination,  and  screening 
mammography  for  women. 

We  launched  a  pilot  test  of  the  Delmarva  measures  in  May  in  five  states  and  23 
of  our  largest  Medicare  managed  care  plans.  (These  plans  include  the  majority  of 
Medicare  beneficiaries  enrolled  in  managed  care  plans).  The  18-month  pilot  is  test- 
ing mechanisms  for  analyzing  data  on  the  three  core  measures  as  well  as  measures 
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developed  for  treatment  of  diabetes.  Using  this  information,  the  participants  will 
work  cooperatively  to  develop  projects  to  improve  quality  of  care  based  on  this  anal- 
ysis. 

Along  with  information  derived  from  a  similar  project  underway  in  the  fee-for- 
service  sector  (the  Ambulatory  Care  Quality  Improvement  Project),  HCFA  expects 
to  learn  much  about  using  performance  measures  to  improve  the  quality  of  care  for 
beneficiaries  with  diabetes.  The  lessons  in  outcomes  measurement  we  will  learn 
from  projects  like  Delmarva,  in  combination  with  the  results  of  our  HEDIS  efforts, 
will  move  us  and  the  managed  care  industry  down  the  road  toward  the  uniform  per- 
formance reporting  system  we  all  seek. 

Coordination  Activities 

As  I  stated  earlier,  our  performance  measurement  goals  entail  a  long-term  effort. 
Our  over-arching  goal  is  to  work  in  partnership  with  the  managed  care  industry, 
the  states,  the  medical  community  and  advocates  alike  to  develop  a  single  set  of 
measures  that  gauge  a  health  plan's  performance.  Our  work  on  encounter  data  as 
the  building  blocks,  HEDIS  as  the  reporting  template,  and  on  Delmarva  as  a  first 
attempt  at  examining  compliance  with  performance  measures,  are  early  steps  down 
the  road  to  a  performance  measurement  system  that  will  enable  managed  care  plans 
to  continuously  improve  their  quality  of  care  and  empower  consumers  to  make  re- 
sponsible, informed  choices. 

As  an  example  of  HCFA's  new  approach  to  partnership,  we  are  meeting  with  man- 
aged care  purchasers,  providers,  advocates,  consumers,  and  the  managed  care  indus- 
try to  exchange  information  and  experiences  regarding  what  quality  improvement 
initiatives  purchasers  and  consumers  want  and  need  from  the  managed  care  indus- 
try. 

rv.  CONCLUSION 

In  conclusion,  managed  care  will  have  an  even  more  important  role  in  Medicare's 
future  than  it  has  today.  We  are  eager  to  improve  the  choices  available  to  Medicare 
beneficiaries — to  make  managed  care  plans  more  accessible,  to  help  them  work  bet- 
ter, to  pay  them  fairly,  and  to  help  insure  that  they  provide  health  care  of  the  high- 
est quality.  As  we  proceed,  however,  we  must  do  so  with  caution.  The  industry  must 
build  capacity.  We  must  create  an  environment  in  which  beneficiaries  can  choose 
managed  care,  and  choose  freely  in  an  informed  fashion.  Finally,  we  must  assure 
beneficiaries  that  the  care  they  commit  themselves  to  is  of  high  quality — and  we 
cannot  assure  quality  without  measurement  and  enforcement.  We  look  forward  to 
working  with  members  of  the  Subcommittee  in  achieving  these  goals. 

Mr.  BlLlRAKlS,  Thank  you,  Dr.  Armstead. 

Mr.  Ratner,  we  have  a  vote  on,  so  maybe  it  might  be  best  if  we 
take  a  break  at  this  point  and  continue  with  you  when  we  return. 
Thank  you. 
[Brief  recess.] 

Mr.  Bilirakis.  Mr.  Ratner,  if  you  would  proceed,  sir. 

STATEMENT  OF  JONATHAN  RATNER 

Mr.  Ratner.  Thank  you,  Mr.  Chairman.  Members  of  the  commit- 
tee. We're  pleased  to  be  here  today  to  discuss  opportunities  to  im- 
prove Medicare's  method  of  paying  HMOs  that  enroll  Medicare 
beneficiaries. 

As  we've  stated  in  reports  and  testimonies  and  as  you  have 
heard  this  morning,  Medicare's  dominant  HMO  option,  known  as 
the  risk  contract  program,  has  not  been  able  to  harness  the  cost 
savings  potential  of  managed  care. 

This  finding  takes  on  greater  importance  as  the  Federal  Govern- 
ment looks  increasingly  to  managed  care  while  seeking  to  slow 
growth  in  Federal  health  spending. 

As  you  know,  about  7  percent  of  Medicare's  population  is  enrolled 
in  capitated  HMOs,  but  recent  proposals  call  for  moving  many 
more  beneficiaries  into  HMOs.  In  view  of  strong  congressional  in- 
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terest  in  expanding  Medicare's  HMO  program,  you  asked  us  to  dis- 
cuss the  programs'  payment  problems  and  its  potential  for  change. 

In  brief:  recent  enrollment  growth  in  Medicare  HMOs  has  been 
rapid,  increasing  the  urgency  of  correcting  rate  setting  flaws  that 
result  in  unnecessary  Medicare  spending. 

Nationwide  during  the  past  2  years,  Medicare  beneficiary  enroll- 
ment in  HMOs  grew  by  an  average  23  percent  per  year. 

Against  this  backdrop,  let  me  turn  to  the  problem  of  how  Medi- 
care pays  HMOs.  It  can  be  looked  at  from  two  perspectives.  First, 
from  the  perspective  of  Medicare,  on  the  taxpayer,  there  are  a  pair 
of  problem. 

Problem  No.  1:  Medicare  caps  its  potential  savings  from  HMOs 
by  setting  its  payment  rate  at  5  percent  below  fee  for  service  costs. 
The  cost  advantage  for  HMOs,  however,  seems  to  be  considerably 
greater  than  5  percent.  Whether  one  looks  at  reports  of  specific 
HMOs  generating  great  efficiencies  or  HMO  premiums  declining. 

Indeed,  research  sponsored  by  HCFA  finds  that  Medicare  HMOs 
have  costs  at  least  10  percent  below  fee  for  service.  But  Medicare's 
formula  for  setting  HMO  payment  rates  largely  precludes  the  tax- 
payer and  the  Medicare  program  from  sharing  in  any  of  the  HMO 
savings  beyond  5  percent. 

Problem  No.  2:  by  not  adjusting  its  rates  appropriately  for 
whether  HMOs  enrollees  are  healthier  or  sicker  than  average, 
Medicare  pays  more  than  is  necessary.  By  some  estimates,  about 
6  percent  too  much;  by  others,  as  much  as  28  percent. 

This  translate  into  Medicare  loesses  on  the  order  of  a  billion  dol- 
lars or  more  each  year.  These  payment  problems  for  Medicare  co- 
exist with  real  operational  problems  for  HMOs  in  the  Medicare 
business.  From  their  perspective  they  see  at  least  one  major  prob- 
lem. 

Medicare's  HMO  payment  rates  vary  considerably  among  coun- 
ties, but  don't  necessarily  reflect  differences  in  the  true  cost  of  pro- 
viding care. 

For  example,  take  a  beneficiary  living  in  Prince  Georges  County, 
Maryland.  Medicare  pays  27  percent  less  for  serving  that  person 
than  for  serving  an  otherwise  identical  beneficiary  living  in  neigh- 
boring Montgomery  County,  even  if  these  two  people  are  treated  in 
the  same  facilities  by  the  same  doctor. 

Now,  for  solutions.  We  believe  a  sensible  approach  would  vigor- 
ously pursue  three  strategies:  increase  price  competition  among 
HMOs,  correct  the  pricing  of  HMO  plans  by  modifying  the  existing 
formula  based  approach,  and  make  risk  adjusters  more  accurate. 

By  pursuing  multiple  strategies  and  by  carefully  monitoring  ex- 
perience, Medicare  could  benefit  from  early  action  while  gaining 
more  information  on  how  well  these  strategies  work  and  how  they 
might  be  better  implemented. 

In  particular,  in  the  near  term,  we  believe  that  HCFA  should 
move  forward  without  delay  in  launching  demonstration  projects  on 
competitive  bidding. 

These  demonstrations  are  vital  because  how  the  rules  for  bidding 
are  structured,  and  there  are  many  plausible  options,  can  have 
major  effects.  Therefore,  by  trying  competitive  bidding  in  various 
areas,  HCFA  can  obtain  valuable  information  about  what  works 
and  what  doesn't. 
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As  a  way  for  Medicare  to  share  more  in  savings  from  HMOs, 
competitive  biding  is  promising,  but  its  full  potential  won't  be  real- 
ized quickly. 

Therefore,  we  believe  that  as  an  interim  measure  HCFA  should 
consider  setting  its  HMO  payment  rate  in  selected  areas  by  in- 
creasing its  5  percent  discount  from  fee  for  service  costs. 

Finally,  we  believe  that  HCFA  should  move  more  quickly  to  im- 
plement a  better  risk  adjuster.  This  is  needed  because  if  Medicare 
is  to  begin  reversing  its  losses  from  risk  contract  HMOs,  the  HMOs 
have  to  be  on  a  level  playing  field,  vis-a-vis  their  health  risks. 

As  an  interim  fix,  HCFA  should  select  and  implement  one  of  the 
better  risk  adjusters  we  identified  in  a  report  last  year. 

Mr.  Chairman,  this  concludes  my  testimony.  I  would  be  glad  to 
answer  any  questions  you  and  the  members  may  have. 

[The  prepared  statement  of  Jonathan  Ratner  follows:] 

Prepared  Statement  of  Jonathan  Ratner,  Associate  Director,  Health  Fi- 
nancing and  Policy  Issues,  Health,  Education,  and  Human  Services  Divi- 
sion, GAO 

Mr.  Chairman  and  Members  of  the  Committee:  We  are  pleased  to  be  here  today 
to  discuss  opportunities  to  improve  Medicare's  method  of  paying  health  maintenance 
organizations  (HMO)  that  enroll  Medicare  beneficiaries.  As  we  have  stated  in  pre- 
vious reports,  Medicare's  current  HMO  option,  known  to  providers  as  the  risk  con- 
tract program,  has  not  harnessed  the  cost-saving  potential  of  managed  care.1  In 
fact,  Medicare  has  paid  HMOs  more  for  beneficiaries'  treatment  than  it  would  have 
spent,  on  average,  nad  those  same  beneficiaries  received  care  in  the  fee-for-service 
sector. 

A  small  portion — about  7  percent — of  the  Medicare  population  is  enrolled  in 
HMOs  under  the  risk  contract  program.  However,  recent  deficit  reduction  proposals 
aimed  at  slowing  Medicare  spending  growth  call  for  moving  a  greater  portion  of 
beneficiaries  into  HMOs.  In  view  of  increasing  congressional  interest  in  the  Medi- 
care HMO  program,  you  asked  us  to  discuss  (1)  recent  trends  in  Medicare  bene- 
ficiary enrollment  in  HMOs,  (2)  the  obstacles  preventing  Medicare  from  realizing  po- 
tential savings  from  HMOs,  (3)  the  strategies  that  could  enable  Medicare  to  realize 
HMO  savings,  and  (4)  the  Health  Care  Financing  Administration's  (HCFA)  efforts 
to  test  HMO  payment  reforms.  Our  findings  derive  from  examinations  of  Medicare 
program  data,  reviews  of  the  literature,  interviews  with  industry  experts,  discus- 
sions with  HCFA  officials,  and  our  previous  reports  on  this  subject.  (See  app.  I  for 
a  list  of  related  GAO  products.) 

In  brief,  we  found  that  recent  enrollment  growth  in  Medicare  HMOs  has  been 
rapid  and  accelerating,  which  adds  to  the  urgency  of  correcting  rate-setting  flaws 
that  result  in  unnecessary  Medicare  spending.  By  not  tailoring  its  HMO  capitation 
payment  to  how  healthy  or  sick  HMO  enrollees  are,  HCFA  cannot  realize  the  sav- 
ings that  private-sector  payers  capture  from  HMOs.  Alternative  methods  of  deter- 
mining HMO  rates  have  been  suggested,  but  little  experience  exists  on  how  well 
these  methods  would  work  under  Medicare.  We  derive  two  lessons  from  our  review 
of  ways  to  fix  Medicare's  HMO  capitation  payment: 

— First,  with  respect  to  rate-setting,  one  size  does  not  fit  all,  so  a  multipronged  ap- 
proach makes  sense.  The  large  disparities  in  market  conditions  between 
states — from  California  to  Maine — call  for  solutions  keyed  to  market  conditions. 
Several  broad  strategies — increasing  price  competition  among  HMOs,  using  bet- 
ter risk  adjusters,  and  revising  Medicare's  capitation  rate — snow  promise  for  en- 
abling Medicare  to  realize  these  savings. 
— Second,  with  respect  to  achieving  the  promise  of  such  initiatives,  details  matter. 
How  these  strategies  would  be  designed  and  implemented  could  mean  the  dif- 
ference between  success  and  failure. 
Although  HCFA  is  planning  demonstration  projects  to  study  ways  to  correct  its 
HMO  rate-setting  method,  results  are  likely  to  be  at  least  several  years  away.  We 
believe  that,  in  the  short  term,  HCFA  can  mitigate  its  capitation  rate  problem  by 
introducing  a  better  health  status  risk  adjuster.  HCFA  also  should  proceed  promptly 


1  See,  for  example,  Medicare:  Opportunities  Are  Available  to  Apply  Managed  Care  Strategies 
(GAO/T-HEHS-95-81,  Feb.  10,  1995). 


237 

to  test  competitive  bidding  and  other  promising  approaches  to  setting  HMO  rates 
that  reduce  Medicare  costs.  Given  the  recent  acceleration  in  Medicare's  HMO  enroll- 
ment growth,  we  believe  that  correcting  Medicare's  HMO  payment  rate  problems 
should  become  a  HCFA  priority. 

BACKGROUND 

In  1982,  the  Congress  created  the  Medicare  risk  contract  program  to  capitalize  on 
the  potential  cost  savings  associated  with  HMOs.  Under  this  program,  HMOs  are 
paid  a  flat  fee  for  each  Medicare  beneficiary  enrolled.  The  law  sets  HMO  payments 
for  comprehensive  care  at  95  percent  of  the  estimated  average  cost  to  Medicare  of 
treating  the  patient  in  the  fee-for-service  sector.  HCFA,  which  oversees  the  Medi- 
care program,  calculates  these  payment  rates  using  a  three-stop  process  in  which 
it  determines: 

— The  base  rate.  HCFA  calculates  the  projected  Medicare  expenses  nationwide  for 

the  average  beneficiary  in  the  next  year. 
— The  adjusted  average  per  capita  cost  (AAPCC).  HCFA  adjusts  the  base  rate  for  dif- 
ferences in  medical  costs  among  the  counties  and  multiplies  the  result  by  0.95. 
— The  capitation  rate  after  adjusting  for  health  status  risk.  HCFA  adjusts  the 
AAPCC  for  enrollees'  demographic  characteristics — age,  sex,  Medicaid  eligi- 
bility, residence  in  an  institution  such  as  a  nursing  home.  This  "risk  adjust- 
ment" attempts  to  prevent  HMOs  from  benefiting  from  favorable  selection  of 
health  risks,  which  occurs  when  HMOs  enroll  beneficiaries  that  are  healthier —  - 
and  therefore  less  costly  to  care  for — than  those  in  the  fee-for-service  sector. 
Although  in  existence  for  over  a  decade,  the  risk  contract  option  remains  a  rel- 
atively small  part  of  the  Medicare  program.  As  of  May  1995,  about  7  percent  of 
Medicare  beneficiaries  were  enrolled  in  plans  offered  by  the  164  HMOs  currently 
participating  in  the  program. 

BENEFICIARY  ENROLLMENT  GROWING  IN  MEDICARE'S  RISK  CONTRACT  PROGRAM 

The  Medicare  risk  contract  program  may  be  poised  for  substantial  growth  in  en- 
rollment during  the  next  few  years.  HCFA  reports  that  three-fourths  of  all  Medicare 
beneficiaries  now  live  in  areas  where  they  could  enroll  in  a  risk  contract  HMO.  Al- 
though beneficiary  enrollment  in  these  HMOs  is  relatively  low,  in  recent  years  the 
program  has  grown  dramatically  in  both  beneficiary  enrollment  and  HMO  participa- 
tion. 

As  of  May  1995,  about  2.6  million  beneficiaries  were  enrolled  in  the  risk  contract 
program — about  7  percent  of  the  total  Medicare  population.2  Figure  1  shows  that 
the  percentage  of  Medicare  beneficiaries  enrolled  is  significantly  higher  than  the  na- 
tional average  in  only  a  few  states.  HMO  enrollment  is  further  concentrated  in 
urban  areas.  The  5  metropolitan  statistical  areas  (MSA)  with  the  largest  risk  con- 
tract enrollments  accounted  for  34  percent  of  the  nationwide  risk  program  enroll- 
ment in  1995,  and  the  top  10  MSAs  accounted  for  51  percent  of  nationwide  risk  pro- 
gram enrollment.  Enrollment  data  for  the  top  100  MSAs  appear  in  appendix  III. 

Although  the  HMO  share  nationwide  is  small,  recent  HMO  enrollment  of  Medi- 
care beneficiaries  has  grown  rapidly.  From  1990  through  1992,  enrollment  grew  by 
about  13  percent  annually  but  then,  during  1993  and  1994,  grew  by  an  annual  aver- 
age of  23  percent.  Preliminary  data  for  1995  suggest  a  growth  rate  approaching  30 
percent.  Similarly,  the  number  of  risk  contract  HMOs,  which  declinea  substantially 
during  the  early  years  of  the  program,  since  1991  has  nearly  doubled  from  83  to 
the  current  164. 

In  1994,  the  HMO  enrollment  rate  in  California  and  14  other  states — whose  en- 
rollees account  for  55  percent  of  all  Medicare  beneficiaries — experienced  double-digit 
increases.  The  other  states  showed  no  growth  in  their  enrollment  rates.  For  the 
most  part,  these  states  have  had  extremely  low  HMO  market  penetration. 

HMO  RATE-SETTING  METHODOLOGY  THWARTS  MEDICARE'S  EFFORTS  TO  REALIZE  SAVINGS 

Our  work  suggests  that  Medicare's  HMO  rate-setting  methodology  does  not  maxi- 
mize the  potential  of  managed  care  to  yield  cost  savings  and,  in  some  cases,  can 
even  discourage  HMO  participation  in  the  program.  By  tying  HMO  payments  to 
Medicare  costs  in  the  fee-for-service  sector,  the  current  methodology  causes  three 


2  Another  2  percent  of  Medicare  beneficiaries  belong  to  HMOs  that  either  have  cost  contracts 
or  are  Health  Care  Prepayment  Plans.  These  programs  reimburse  HMOs  on  a  cost  basis  and 
lack  the  financial  incentives  of  risk  contracts  to  reduce  costs.  Consequently,  cost  contract  HMOs 
are  not  relevant  to  proposals  that  would  expand  Medicare's  use  of  capitated  health  plans. 
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problems.  First,  the  rate-setting  formula  restricts  potential  savings  and-ignores  the 
ability  of  competitive  market  forces  to  help  produce  additional  savings.  Second,  the 
lack  of  adequate  risk  adjustors  in  the  formula  allows  some  HMOs  to  be  overcompen- 
sated,  given  the  health  status  of  their  enrollees.  Third,  the  formula  may  discourage 
plan  participation  by  setting  payments  that  are  too  low  in  some  areas  and  by  caus- 
ing rates  to  vary  greatly  both  across  geographic  areas  and  over  time. 

Formula  Encourages  Competition  Between  HMOs  That  Primarily  Benefits  Enrollees 
Under  the  present  system,  all  HMOs  in  an  area  are  paid  the  same  capitation  rate. 
With  the  payment  rate  fixed  and  independent  of  both  HMO  costs  and  the  competi- 
tiveness of  the  local  managed  care  environment,  HMOs  compete  only  for  the  enroll- 
ment of  Medicare  beneficiaries.  Efficient,  low-cost  HMOs  may  be  able  to  offer  more 
generous  benefit  packages  to  enrollees  and  still  prosper  under  the  fixed  capitation 
rate.  However,  because  the  payment  rate  is  fixed,  the  government  derives  little  ben- 
efit from  either  increased  competition  between  HMOs  or  increased  efficiency  of 
HMOs.  Moreover,  Medicare  beneficiaries  have  only  limited  incentives  to  seek  care 
from  low-cost  health  plans. 

Medicare  may  be  underestimating  the  efficiency  of  HMOs  and  requiring  an  HMO 
"discount"  from  fee-for-service  costs  that  is  too  modest.  The  HMO  capitation  rate  is 
set  by  statute  at  95  percent  of  the  AAPCC,  in  other  words,  5  percent  below  the  esti- 
mated cost  of  serving  beneficiaries  in  the  fee-for-service  sector.  HMOs  that  can  at- 
tract Medicare  enrollees  and  provide  health  care  for  less  than  the  capitation  rate — 
for  example,  for  85  percent  of  fee-for-service  costs — keep  the  difference  (within  lim- 
its) between  their  costs  and  the  capitation  payment.3 

The  recent  surge  in  HMO  participation  indicates  that  many  organizations  now 
view  Medicare  risk  contracts  as  potentially  lucrative.  In  addition,  in  caring  for  Medi- 
care beneficiaries,  HMOs  are  estimated  to  achieve  cost  savings  in  excess  of  5  per- 
cent. Research  suggests  that  HMO  costs  in  caring  for  theirenrollees  are  at  least  10 
percent  less  than  HCFA  would  have  spent  on  fee-for-service  care  for  them.4  Finally, 
some  experience  of  private-sector  employers  with  HMOs  suggests  that  the  5-percent 
discount  may  be  too  low,  especially  in  certain  urban  areas  with  mature  managed 
care  markets.  In  those  markets,  even  a  larger  discount  (lower  capitation  rate)  might 
not  significantly  discourage  HMOs'  participation  in  Medicare  risk  contracts. 

Risk  Adjustment  Methodology  Inadequate  to  Prevent  Overcompensation 

Currently,  HCFA's  capitation  payment  to  HMOs  is  "risk  adjusted"  only  for  four 
demographic  factors:  beneficiary  age,  sex,  Medicaid  status,  and  institutional  status. 
These  adjustments  are  designed  to  modify  HMO  payments  for  expected  variations 
in  medical  costs.  For  example,  the  capitation  payment  is  higher  for  older  bene- 
ficiaries, since  they  are  expected  to  require  more  medical  care  than  younger  bene- 
ficiaries. However,  this  risk  adjustment  is  inadequate  because  it  does  not  specifi- 
cally adjust  for  the  health  status  of  enrollees.  By  enrolling  the  healthier  individuals, 
HMOs  need  deliver  less  health  care  but  are  compensated  as  if  they  enrolled  a  cost- 
lier clientele — both  the  healthier  and  the  sicker  individuals.5 

Our  review  of  studies  on  risk  selection  shows  that,  because  most  HMOs  benefit 
from  favorable  selection  (the  healthier  individuals  typically  enroll  in  HMOs),  Medi- 
care has  paid  HMOs  more  than  it  would  have  paid  for  the  same  patients'  care  by 
fee-for-service  providers.6-7  Estimates  of  the  excess  payments  range  from  almost  6 
percent  to  28  percent.  However,  these  estimates  have  been  criticized  as  too  high  for 


3  HMOs  are  permitted  to  earn  profits  up  to  the  level  earned  on  their  non-Medicare  business — 
the  adjusted  community  rate  (ACR).  Profits  earned  in  excess  of  the  ACR  must  either  be  returned 
to  HCFA  or  used  to  provide  beneficiaries  with  additional  benefits  or  reduced  copayments  and 
deductibles. 

4  Randall  S.  Brown  and  others,  "Do  Health  Maintenance  Organizations  Work  for  Medicare?" 
Health  Care  Financing  Review,  Vol.  15,  Number  1  (1993),  p.  14. 

6  HCFA  uses  administrative  means,  such  as  prohibiting  HMOs  from  refusing  to  enroll  bene- 
ficiaries with  preexisting  conditions  and  monitoring  HMO  marketing  materials,  to  lessen  the 
ability  of  HMOs  to  purposely  attract  healthier  than  average  beneficiaries. 

6  Medicare:  Changes  to  HMO  Rate  Setting  Method  Are  Needed  to  Reduce  Program  Costs.  (GAO/ 
HEHS-94-119,  Sept.  2,  1994),  pp.  21-23. 

7  Favorable  selection — combined  with  Medicare's  linkage  of  HMO  rates  to  average  Medicare 
costs  in  the  fee-for-service  sector — can  increase  Medicare  outlays  in  two  related  ways.  First,  be- 
cause Medicare  HMO  beneficiaries  are  healthier  on  average,  their  treatment  costs  the  HMOs 
less,  on  average,  than  the  capitation  rate  Medicare  pays  HMOs — even  after  that  base  rate  is 
risk-adjusted  by  HCFA  for  demographic  factors.  (In  other  words,  Medicare  pays  more  for  HMO 
enrollees  than  if  they  had  remained  in  fee-for-service.)  Second,  favorable  selection  causes  the 
average  fee-for-service  costs  to  increase  as  healthier  (than  average)  beneficiaries  leave  fee-for- 
service  to  join  the  HMOs.  Because  the  average  fee-for-service  costs  are  now  higher,  the  HMO 
base  payment  rate  increases. 
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various  technical  reasons,  such  as  the  data  analyzed  (from  1991)  no  longer  reflects 
current  conditions.8  Nonetheless,  our  review  suggests  that  favorable  selection  per- 
sists despite  HMO  enrollment  expansion.  HCFA  officials  agree  that  the  risk  contract 
program  displays  favorable  selection,  though  they  believe  that  excess  payments  are 
at  the  lower  end  of  this  range. 

Formula  Produces  Capitation  Rates  That  Vary  Considerably  Within  Market  Areas 
and  Over  Time 

Capitation  rates  are  set  separately  for  each  U.S.  county  and  vary  considerably  na- 
tionwide among  regions  and  states,  among  urban  and  rural  counties,  and  even 
among  neighboring  counties.  This  variation  may  discourage  some  HMOs  from  par- 
ticipating in  risk  contracts.  For  example,  under  the  present  system,  an  HMO  is  paid 
27  percent  less  for  serving  a  beneficiary  living  in  Prince  George's  County,  Maryland, 
than  for  serving  an  otherwise  identical  beneficiary  living  in  neighboring  Montgom- 
ery County,  Maryland — even  if  the  two  individuals  are  treated  in  the  same  facility 
by  the  same  doctor.9  The  inconsistency  of  payment  rates  across  county  lines  leads 
some  HMOs  to  enroll  beneficiaries  from  a  limited  portion  of  the  HMO's  service  area. 

The  geographic  problems  in  the  capitation  rates  are  caused  by  the  formula's  tie 
to  local  fee-for-service  spending,  which  reflects  local  variations  both  in  the  prices 
and  volume  of  medical  services  used  by  Medicare  beneficiaries.  Much  of  this  vari- 
ation may,  however,  be  attributable  to  underutilization  of  health  care  in  some  areas 
and  overutilization  in  others  instead  of  differences  in  the  cost  of  providing  appro- 
priate health  care.  If  fee-for-service  beneficiaries  use  a  large  number  of  services  (ei- 
ther because  beneficiaries  demand  these  services  or  because  their  doctors  order  ad- 
ditional services),  then  HMO  payment  rates  will  be  relatively  high  in  that  county, 
in  contrast,  if  Medicare  fee-for-service  beneficiaries  use  few  services — perhaps  be- 
cause of  inadequate  transportation  or  a  lack  of  providers  in  rural  areas — then  HMO 
payment  rates  will  be  relatively  low.  As  a  result,  rates  in  some  areas  are  too  low 
to  induce  HMO  participation  in  the  risk  contract  program,  while  in  other  areas 
rates  are  too  high  for  Medicare  to  realize  the  potential  cost  savings  generated  by 
capitated  payments.  - 

HMOs  also  can  be  discouraged  from  participating  in  risk  contracts  because  pay- 
ment rates  can  increase  or  decrease  dramatically  from  year  to  year.  This  problem 
is  most  prevalent  in  rural  counties.  Because  of  the  small  number  of  Medicare  bene- 
ficiaries in  such  counties,  a  few  very  expensive  illnesses  can  drive  up  the  future 
capitation  rate,  while  an  especially  "healthy"  year  will  have  the  opposite  effect. 
HMO  officials  complain  that  rate  instability  hurts  their  ability  to  conduct  long-term 
planning — for  example,  by  complicating  decisions  about  investing  in  new  clinics  and 
expanding  physician  networks — and  can  cause  wide  swings  in  enrollees'  premiums 
from  year  to  year. 

STRATEGIES  EXIST  FOR  MEDICARE  TO  REALIZE  SAVINGS 

By  modifying  the  present  payment  system,  HCFA  could  help  generate  savings  for 
Medicare.  Our  review  of  the  experience  of  the  private  sector,  reforms  in  other  public 
health  care  programs,  and  empirical  research  suggests  that  a  number  of  strategies 
hold  promise.  These  strategies  can  be  grouped  into  three  broad  categories:  increas- 
ing price  competition  among  HMOs,  developing  better  risk  adjustors,  and  revising 
the  AAPCC-based  capitation  rate. 

In  our  view,  potential  Medicare  savings  will  be  greatest  if  strategies  in  all  three 
categories  are  concurrently  pursued.  An  attempt  to  address  all  obstacles  in  a  uni- 
form way  across  all  regions  of  the  country  is  unlikely  to  be  successful.  This  is  be- 
cause the  predominant  challenges  to  saving  costs  in  large  cities  are  not  necessarily 
the  same  ones  that  exist  in  rural  counties,  and  because  the  challenges  vary  from 
region  to  region  even  for  otherwise  similar  communities.  Consequently,  a  variety  of 
reforms  is  warranted;  local  conditions  would  determine  the  particular  mix  of  solu- 
tions for  any  specific  area. 

The  details  of  how  any  reform  is  implemented  matter.  Changing  the  Medicare 
policies  for  paying  HMOs  could  affect  their  decision  to  participate  in  risk  contracts 
and  the  benefits  they  provide.  This,  in  turn,  may  affect  Medicare  beneficiaries'  deci- 


8  For  example,  Laurance  Baker,  Can  Managed  Care  Control  Health  Care  Costs:  Evidence  From 
the  Medicare  Experience,  (The  National  Institute  for  Health  Care  Management,  June,  1995)  sug-  . 
gests  that  Medicare  HMOs  drive  down  Medicare  costs  in  the  fee-for-service  sector  thereby  offset- 
ting the  effects  of  favorable  selection.  Other  research  finds  that  the  proportions  of  chronically 
ill  individuals  in  HMOs  and  in  the  fee-for-service  sector  are  roughly  comparable  (see  HMOs  and 
Medicare:  Myths  and  Realities,  Group  Health  Association  of  American,  June  1995). 

9  Capitation  payments  are  based  upon  beneficiary  residence,  not  where  medical  care  is  re- 
ceived. 
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sions  to  enroll  in  managed  care  plans  and  the  quality  of  care  they  receive  in  those 
plans,  Thus,  estimating  the  potential  dollar  savings  and  determining  the  best  meth- 
od of  implementing  specific  reforms  may  be  possible  only  after  quickly  conducting 
and  evaluating  demonstrations. 

Increasing  Price  Competition  Among  HMOs 

Price  competition  that  would  enlist  market  forces  to  help  contain  Medicare  costs 
could  be  encouraged  by  requiring  qualified  HMOs  to  submit  competitive  bids.  The 
accepted  bid  would  set  the  capitated  rate  at  which  HMOs  would  provide  comprehen- 
sive care  to  Medicare  enrollees  in  an  area.  This  approach  completely  decouples  capi- 
tation rates  from  average  fee-for-service  spending.  Under  a  competitive  bidding  sys- 
tem, HMOs  would  have  an  incentive  to  submit  bids  that  reflect  their  actual  costs 
of  providing  health  care  to  Medicare  enrollees.  Low  bidders  would  be  rewarded  with 
risk  contracts.  High  bidders  could  be  excluded,  included  if  they  accepted  the  winning 
bid  amount,  or  included  but  subject  to  a  financial  penalty. 

A  competitive  bidding  strategy  may  be  most  effective  in  locations  likely  to  attract 
many  bidders — typically  urban  areas  with  well-developed  managed  care  markets. 
The  details  for  implementing  such  a  strategy  would  determine  the  strength  of  incen- 
tives driving  HMOs  to  submit  low  bids  and  the  amount  of  choice  available  to  bene- 
ficiaries. For  example,  excluding  high  bidders  from  participating  in  risk  contracts 
would  maximize  HMOs'  incentives  to  submit  low  bids  but  reduce  the  choice  of  plans 
available  to  beneficiaries.  Allowing  high  bidders  to  participate  but  with  a  penalty — 
perhaps  having  to  charge  the  difference  between  their  bid  and  the  accepted  bid  as 
a  premium  to  seniors — would  create  a  weaker  incentive  for  low  bids  but  would  allow 
beneficiaries  a  wider  choice  of  plans. 

Competitive  bidding,  rate  negotiation,  and  beneficiary  incentive  approaches  have 
been  used  successfully  in  other  public  health  insurance  programs.  Arizona,  for  ex- 
ample, since  1982  has  delivered  health  care  to  its  indigent  population  mostly 
through  capitated  managed  care  organizations  where  the  capitation  rates  are  set 
through  a  competitive  bidding  process.  A  recent  study  concluded  that,  compared  to 
traditional  Medicaid  programs  (predominately  fee-for-service),  Arizona  achieved  sig- 
nificant cost  savings  and  a  lower  rate  of  expenditure  growth.10  The  California  Public 
Employees  Retirement  System  (CalPERS),  serving  about  1  million  members,  also  re- 
lies upon  price  competition  among  health  plans  and  consumer  incentives  to  control 
costs.  Negotiating  rates  with  HMOs  has  helped  CalPERS  to  achieve  reductions  in 
premiums  in  each  of  the  past  3  years,  ranging  from  0.4  percent  in  1993-94  to  5.2 
percent  in  1995-96  11 

Designing  a  good  competitive  bidding  system  requires  attention  to  many  issues, 
such  as  whether  beneficiaries  in  plans  that  lose  the  bidding  must  shift  to  the  win- 
ning plan.  In  addition,  savings  may  not  be  realized  immediately  because  of  high  ini- 
tial start-up  costs — for  example,  developing  the  bidding  process  and  establishing  the 
necessary  management  information  systems.  Administrative  expenses  may  be  high 
as  well. 

Arizona's  experience  illustrates  these  points.  Arizona  spends  on  Medicaid  adminis- 
tration an  amount  equal  to  over  11  percent  of  its  program's  acute  care  medical  costs. 
This  is  about  twice  as  much  as  comparable  states  spend  administering  their  tradi- 
tional fee-for-service  Medicaid  programs.  This  suggests  that  the  effective  use  of 
managed  care  may  require  strong  administrative  structures  that  can  provide  ade- 
quate oversight  and  manage  program  resources  efficiently. 12  Even  so,  Arizona's  ex- 
periment with  competitive  bidding  seems  to  have  paid  on,  providing  health  care  to 
beneficiaries  while  saving  the  state  money. 

Market  forces  could  be  introduced  in  other  ways  besides  requiring  competitive  bid- 
ding. These  include  approaches  that  would  encourage  Medicare  enrollees  to  be  more 
price  sensitive.  They  range  from  requiring  newly  eligible  Medicare  beneficiaries  who 
choose  fee-for-service  to  pay  slightly  more  than  those  beneficiaries  who  choose  a 
managed  care  plan,  to  approaches  that  would  allow  beneficiaries  to  "price  shop" 
among  a  list  oi  approved  HMOs  and  share  a  portion  of  any  cost  savings  with  the 
government.  Because  they  are  so  far  untried,  the  extent  to  which  these  schemes 
would  increase  beneficiaries'  price  sensitivity  and  help  control  Medicare  costs  is  un- 
known. As  with  competitive  bidding,  a  wide  variety  of  approaches  may  be  used  to 


10 Managed  Medicaid  Cost  Savings:  The  Arizona  Experience,  Laguna  Research  Associates  (San 
Francisco:  1994). 

11  Health  Insurance.  California  Public  Employee's  Alliance  Has  Reduced  Recent  Premium 
Growth  (GAO/HRD-94-40,  Nov.  1993)  and  Responsible  Choices  for  Achieving  Reform  of  the  Amer- 
ican Health  System,  eds.  Paul  Ellwood  and  Alain  Enthoven,  Jackson  Hole  Group  (March  1995). 

12  Our  work  on  the  Medicare  risk  contract  program  emphasizes  the  importance  of  effective 
mechanisms,  whether  administrative  or  market  based,  to  ensure  quality,  resolve  beneficiaries, 
complaints,  and  deter  and  pursue  fraud  and  abuse. 
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implement  these  Medicare  reforms.  However,  a  fuller  discussion  is  outside  of  the 
scope  of  this  statement.13 

Improving  Risk  Adjustors 

In  earlier  reports,  we  noted  that  researchers  have  proposed  several  alternative 
risk  adjustment  methods  to  reduce  HMOs'  incentives  to  enroll  only  relatively 
healthy  Medicare  beneficiaries.  Each  of  these  alternative  methods  attempts  to  meas- 
ure the  health  status  of  enrollees  more  fully  than  HCFA's  method.  These  proposals 
can  be  judged  according  to  a  number  of  generally  accepted  operational  criteria.  For 
example,  a  good  risk  adjuster  would  be  inexpensive  to  administer,  reduce  favorable 
selection,  create  incentives  for  HMOs  to  provide  appropriate  care,  and  not  be  subject 
to  manipulation  by  participating  HMOs.  However,  no  risk  adjustor  is  likely  to  ex- 
hibit all  these  positive  traits  because  these  criteria  have  tradeoffs.  For  example,  a 
more  complex  risk  adjustor  may  be  more  successful  in  reducing  favorable  selection 
but  may  do  so  only  at  a  high  administrative  cost. 

Recently,  we  evaluated  10  possible  risk  adjustors.14  None  emerged  as  the  defini- 
tive solution  to  the  problem  of  the  current  system.  However,  4  of  the  10  adjustors 
we  examined  were  potentially  superior  to  the  current  system  and  seemed  to  entail 
less  administrative  burden  than  the  most  sophisticated  risk  adjustors.  One  of  these 
adjustors — clinical  indicators — would  adjust  capitation  rates  for  the  presence  or  ab- 
sence of  a  particular  chronic  health  condition  (such  as  heart  disease,  stroke,  or  can- 
cer). Two  other  promising  clinically-based  risk  adjustors  include  information  not 
only  on  whether  a  beneficiary  has  a  specific  condition  but  also  on  the  severity  of 
the  illness.15  In  the  fourth  approach,  HMO  capitation  payments  would  be  linked  to 
beneficiaries'  own  views  of  their  physical  and  emotional  health. 

Improving  the  AAPCC  Capitation  Rate 

HCFA  could  require  steeper  discounts  from  HMOs  than  the  present  5-percent  dis- 
count off  the  estimated  local  fee-for-service  cost.  Although  this  would  lower  pay- 
ments to  HMOs,  it  may  not  necessarily  have  a  large  impact  on  their  participation 
in  Medicare  risk  contracts.  Previous  research  indicates  that  enrollment  of  healthier 
than  average  beneficiaries,  combined  with  an  imperfect  system  of  risk  adjustment, 
results  in  excessive  payments  to  HMOs — even  after  factoring  in  the  5-percent  dis- 
count. Recent  evidence  suggests  that  HMOs  find  participation  in  the  risk  contract 
program  to  be  lucrative  under  current  payment  rates.  Specifically,  the  number  of 
HMOs  obtaining  risk  contracts  has  increased  from  109  to  164  in  less  than  a  year 
and  a  half,  and  the  percentage  of  risk  contract  HMOs  charging  Medicare  bene- 
ficiaries a  zero  premium  increased  from  28  (23  plans)  in  1993  to  49  (77  plans)  in 
1995. 16  Thus,  HMOs  may  continue  to  find  Medicare  risk  contracts  attractive — even 
at  a  somewhat  larger  discount.  However,  if  health  plans  react  by  offering  less  gener- 
ous benefit  packages,  fewer  seniors  may  be  attracted  to  managed  care. 

The  method  used  for  calculating  the  AAPCC  could  also  be  improved  by  assigning 
a  greater  weight  to  the  influence  of  local  medical  prices  and  a  lesser  weight  to  the 
influence  of  local  service  utilization  patterns  in  the  fee-for-service  sector,  modifica- 
tions could  also  be  made  so  that  the  AAPCC  reflected  HMO  market  areas,  rather 
than  artificial  political  boundaries.  For  example,  defining  a  single  capitation  rate  for 
a  metropolitan  area  would  eliminate  the  possibility  that  an  HMO  would  receive 
more  for  serving  a  senior  in  one  county  than  it  would  for  serving  an  otherwise  iden- 
tical senior  living  in  an  adjacent  county.  These  changes  would  also  tend  to  reduce 


13  For  example,  under  several  proposals,  beneficiaries  could  be  given  a  voucher  that  would 
allow  them  to  choose  between  traditional  Medicare  or  among  several  qualified  HMOs.  HMOs 
would  compete  for  enrollees  on  both  price  and  benefits  offered  (subject  to  a  minimum  benefits 
requirement).  Beneficiaries  who  choose  a  less  expensive  health  plan  would  be  allowed  to  keep 
a  part  of  the  difference  between  the  premium  cost  and  voucher  amount;  the  rest  would  return 
to  the  federal  treasury.  However,  neither  vouchers,  nor  other  proposals  with  similar  consumer 
incentives,  have  been  tried  in  Medicare. 

14  Medicare:  Changes  to  HMO  Rate  Setting  Method  Are  Needed  to  Reduce  Program  Costs 
(GAO/HEHS-94-119,  Sept.  2,  1994). 

15  The  two  risk  adjustment  measures  are  Ambulatory  Care  Groups  (ACGs)  and  Diagnostic 
Cost  Groups  (DCGs). 

16 The  weighted  (by  number  of  beneficiaries)  average  monthly  premium  charged  to  Medicare 
enrollees  by  participating  HMOs  was  about  $26  in  1993  and  fell  32  percent  to  about  $18  by 
1995.  In  1993,  nearly  726,000  beneficiaries  paid  no  premium  for  HMO  risk  contract  services; 
in  1995,  more  than  1.4  million  paid  no  premium.  An  HMO  may  lower  the  premium  it  charges 
to  comply  with  statutory  requirements  to  return  to  Medicare  or  its  Medicare  enrollees  any  prof- 
its from  its  risk  contract  business  that  exceed  its  profit  rate  on  its  non-Medicare  enrollment. 
Compared  to  giving  the  excess  profits  to  the  U.S.  Treasury,  reducing  beneficiary  premiums  has 
obvious  advantages  for  the  HMO. 
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the  volatility  of  the  AAPCC  over  time  and  consequently  increase  HMO  participation 
in  the  risk  contract  program.17 

HCFA  PLANS  TESTS  OF  HMO  PAYMENT  REFORM 

HCFA  is  planning  to  conduct  demonstration  projects  to  examine  several  proposals 
for  modifying  or  replacing  the  current  method  of  determining  payment  rates  to 
HMOs.  Early  results  from  some  demonstrations  could  emerge  during  fiscal  year 
1996,  but  we  believe  that  a  thorough  assessment  of  the  demonstrations  is,  at  best, 
several  years  away.  The  projects  are  at  various  stages,  from  solicitation  of  proposals 
from  private  contractors  to  implementation  of  the  demonstration.  Table  1  summa- 
rizes information  about  the  demonstration  projects. 

Table  1  — Ongoing  and  Planned  HCFA  Demonstration  Projects  Under  the  Risk  Contract  Program 


Project 


Objective 


Status 


Amend  current  prospective  risk  adjustment 
methodology  by  introducing  outlier  pools. 
(This  retrospective  approach  entails  giving 
HMOs  additional  payments  for  very  high  cost 
beneficiaries  or  "outliers. ') 

Medicare  Choices  project:  offers  flexibility  in 
contracting  requirements  and  payment 
methods  for  health  oians  and  other  orga- 
nized delivery  systems  seeking  to  participate 
m  the  Medicare  program 

Use  competitive  bidding  as  a  means  to  set 
rates,  combined  with  a  coordinated  open  en- 
rollment process.  (Beneficiaries  select  an 
HMO  or  fee-for-service  option  during  a  sin- 
gle open  season,  perhaps  once  a  year,  rath- 
er than  throughout  the  year. 

Research  on  the  risk  adjustment  potential  of 
two  heaith  status  measures  (versions  of 
ACGs  and  DCGS) 


Supplement  current  risk  adjustment  of  rates  to 
further  reduce  incentive  of  plans  to  avoid 
high-cost  beneficiaries. 


Test  receptivity  of  beneficiaries  and  evaluate 
suitability  for  Medicare  of  delivery  system 
innovations  such  as  preferred  provider  orga- 
nizations, open-endeo  HMOs,  point-of-service 
olans.  integrated  delivery  systems,  and  pri- 
mary care  case  management  systems. 

Introduce  competitive  market  forces  into  HMO 
rate  setting  and  examine  the  advantages  of 
coordinating  the  enrollment  process. 


Reduce  potential  for  favorable  or  adverse  se- 
lection of  beneficiaries. 


Demonstration  about  to 
enter  implementation 
phase. 


Solicitations  of  propos- 
als planned  for  sum- 
mer 1995. 


Proposals  now  being 
solicited:  demonstra- 
tion likeiy  m  1996. 


Demonstration  antici- 
pated to  begin  in 
1996. 


While  hopeful  that  these  demonstrations  will  provide  valuable  information  on  al- 
terative" payment  approaches,  HCFA  officials  believe  that  the  design  and  results  for 
some  projects  could  be  improved  if  the  legislative  authority  to  conduct  demonstra- 
tions were  clearer.  Specifically,  HCFA's  current  authority  was  created  in  1967  and 
modified  in  1972.  However,  even  as  modified,  the  authority  does  not  explicitly  dis- 
cuss Medicare  managed  care  options.  As  a  result,  the  authority  lacks  sufficient  clar- 
ity concerning  HCFA's  ability  to,  for  example,  mandate  that  HMOs  remaining  in  the 
Medicare  program  participate  in  a  demonstration.  If  the  authority  is  not  clear,  then 
the  project  can  be  subject  to  litigation,  which  can  delay  or  terminate  a  project,  or 
interfere  with  achieving  quality  results.  Even  the  prospect  of  litigation  can  inspire 
compromises  in  project  design  that  reduce  the  scope  or  quality  of  project  results.  Be- 
cause the  lack  of  clear  legislative  authority  to  conduct  such  projects  could  limit  or 
otherwise  affect  demonstration  project  results,  HCFA's  research  efforts  would  clear- 
ly benefit  from  a  clarification  of  its  legislative  authority. 

In  our  view,  these  demonstration  projects  are  steps  in  the  right  direction.  In  light 
of  Medicare's  current  losses  due  to  the  risk  contract  program — estimated  at  between 
$0.5  billion  and  $2.5  billion  per  year — HCFA  could  immediately  take  other  steps  to 
stem  losses.  For  example,  HCFA  could  increase  the  HMO  "discount"  from  its  current 
5  percent  in  selected  areas.  These  might  be  areas  where  Medicare  HMO  enrollment 
is  growing  rapidly  or  where  most  HMOs  do  not  currently  charge  beneficiaries  a  pre- 
mium. 

CONCLUDING  OBSERVATIONS 

Several  factors  are  at  work  that  change  the  context  of  Medicare  managed  care: 
— the  recent  and  anticipated  growth  in  risk  contract  enrollments, 
— broad  congressional  interest  in  expanding  Medicare's  use  of  managed  care,  and 


17  Annual  Report  to  Congress  1995, 
DC.:  1995). 


Physician  Payment  Review  Commission  (Washington, 
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— HCFA's  recent  steps  toward  undertaking  demonstration  projects  on  expanded 
managed  care  options  and  improved  Medicare  HMO  pricing. 

These  factors  lend  a  new  momentum  to  efforts  that  would  fix  Medicare's  method 
of  paying  HMOs,  to  stem  Medicare's  losses  under  the  risk  contract  program,  and 
then  turn  them  into  savings. 

Our  work  drives  home  two  points  that  would  make  success  more  likely  if  the  Con- 
gress pursues  expansion  of  Medicare  managed  care  and  better  pricing  of  capitated 
health  plans:  First,  one  size  does  not  fit  all — at  least  with  respect  to  pricing 
capitated  health  plans  in  Medicare.  Market  conditions  vary  too  much  and  in  impor- 
tant ways,  even  among  metropolitan  areas.  Second,  details  matter.  How  programs 
are  designed  and  implemented  often  means  the  difference  between  success  and  fail- 
ure. As  a  result,  we  believe  a  sensible  approach  would  be  to  concurrently  pursue  the 
three  major  strategies — increasing  price  competition  among  HMOs,  making  risk  ad- 
justers more  accurate,  and  correcting  the  pricing  of  HMO  plans  by  modifying  the 
existing  AAPCC  approach.  Moreover,  by  adopting  a  "try  and  track"  stance,  Medicare 
could  benefit  from  early  action  while  gaining  more  information  on  how  well  these 
strategies  work  and  how  they  might  be  better  implemented. 

In  particular,  we  believe  HCFA  should  move  quickly  to  implement  a  better  risk 
adjuster.  Last  year,  we  recommended  that  HCFA  promptly  undertake  demonstra- 
tion projects  on  four  risk  adjusters  that  we  have  identified  as  promising  in  accuracy 
and  administrative  feasibility.  Today  the  increased  urgency  of  fixing  the  HMO  capi- 
tation rate  may  argue  for  an  alternative  approach:  HCFA  could  select  one  of  these 
risk  adjusters  to  implement  as  a  near-term  fix.  Meanwhile,  HCFA  could  devote  its 
resources  to  refining  and  implementing  a  more  sophisticated  risk  adjuster.  As  an- 
other interim  measure,  HCFA  could  also  increase,  in  selected  areas,  the  HMO  5-- 
percent  discount. 

Finally,  we  believe  HCFA  should  move  forward  without  delay  in  implementing 
demonstration  projects  on  competitive  bidding.  By  trying  competitive  bidding  in  dif- 
ferent regions,  HCFA  can  obtain  valuable  information  about  how  the  structure  of 
the  bidding  process  affects  outcomes — such  as  the  tradeoff  between  maximizing 
HMOs,  incentives  to  submit  low  bids  and  ensuring  the  widest  possible  choice  of 
plans  for  beneficiaries.  Moreover,  Medicare  can  likely  reap  some  of  the  potential 
gains  from  competitive  pricing  of  health  plans. 

Mr.  Chairman,  this  concludes  my  testimony.  I  would  be  glad  to  answer  any  ques- 
tions you  and  the  committee  members  may  have. 


Figure  1.  Percent  of  Beneficiaries  Enrolled  in  HMOs  With  Risk  Contracts,  by  State, 


Source:  HCFA,  Bureau  of  Data  Management  and  Strategy.  Enrollment  information  based  on 
computer  runs  using  the  Denominator  File. 
Note:  Data  U3ed  to  construct  figure  1  are  presented  in  appendix  II 
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Figure  2:  Number  of  Beneficiaries  Enrolled  in  HMOs  With  Risk  Contracts  (in 

millions),  1987-1995 


1987  1988  1989  1990 

Source:  HCFA,  Office  of  Managed  Care 


1994 


199S 


Figure  3.  Fifteen  States  Had  Double-Digit  Increases  in  their  Rates  of  Medicare 
HMO  Enrollment  in  1994 


Ir.*  igni  { icanc  or  no  growth  in  enrollment  rate 
Increase  in  enrollment  race  of  10  percent  or  mot 


Source:  HCFA,  Bureau  of  Data  Management  and  Strategy.  Enrollment  information  based  on 
computer  runs  using  the  Denominator  File. 

Note:  States  that  had  1  percent  or  fewer  Medicare  beneficiaries  enrolled  in  risk  contract 
HMOs  were  classified  as  "insignificant  or  no  growth"  states.  Hawaii,  with  a  growth  rate  of  6 
percent  in  1994  was  also  classified  in  that  group.  Data  used  to  construct  figure  3  appear  in  ap- 
pendix II. 
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Appendix  I — Related  GAO  Products 

Medicare:  Opportunities  Are  Available  to  Apply  Managed  Care  Strategies  (GAO/ 
T-HEHS-95-81,  Feb.  10,  1995). 

Health  Care  Reform:  Considerations  for  Risk  Adjustment  Under  Community  Rat- 
ing (GAO/HEHS-94-173,  Sept.  22,  1994). 

Medicare:  Changes  to  HMO  Rate  Setting  Method  Are  Needed  to  Reduce  Program 
Costs  (GAO/HEHS-94-119,  Sept.  2,  1994). 

Managed  Health  Care:  Effect  on  Employers'  Costs  Difficult  to  Measure  (GAO/HRD- 
94-3,  Oct.  19,  1993). 

Medicare:  HCFA  Needs  to  Take  Stronger  Actions  Against  HMOs  Violating  Federal 
Standards  (GAO/HRD-92-11,  Nov.  12,  1991). 

Medicare:  PRO  Review  Does  Not  Assure  Quality  of  Care  Provided  by  Risk  HMOs 
(GAO/HRD-91-48,  Mar.  13,  1991). 

Medicare:  Increase  in  HMO  Reimbursement  Would  Eliminate  Potential  Savings 
(GAO/HRD-90-38,  Nov.  1,  1989). 

Medicare:  Reasonableness  of  Health  Maintenance  Organization  Payments  Not  As- 
sured (GAO/HRD-89-41,  Mar.  7,  1989). 

Medicare:  Health  Maintenance  Organization  Rate  Setting  Issues  (GAO/HRD-89-46, 
Jan.  31,  1989). 

Medicare:  Physician  Incentive  Payments  by  Prepaid  Health  Plans  Could  Lower 
Quality  of  Care  (GAO/HRD-89-29,  Dec.  12,  1988). 

Medicare:  Experience  Shows  Ways  to  Improve  Oversight  of  Health  Maintenance 
Organizations  (GAO/HRD-88-73,  Aug.  17,  1988). 

Medicare:  Uncertainties  Surround  Proposal  to  Expand  Prepaid  Health  Contracting 
(GAO/HRD-88-14,  Nov.  2,  1987). 

Medicare:  Issues  Raised  by  Florida  Health  Maintenance  Organization  Demonstra- 
tions (GAO/HRD-86-97,  July  16,  1986). 

Problems  in  Administering  Medicare's  Health  Maintenance  Organization  Dem- 
onstration Projects  in  Florida  (GAO/HRD-85-48,  Mar.  8,  1985). 

Appendix  II 

Enrollment  in  Medicare  Risk  Contract  HMOs  by  State 


Number  of  Medicare     Percent  of  Medicare      Percent  growth  in 
beneficiaries  enrolled    beneficiaries  enrolled    risk  HMO  enrollment 
in  a  risk  HMO,  Dec.     in  a  risk  HMO.  Dec,       rate  (Dec,  1993- 


State  1994  1994  Dec.  1994) 


California    929,849  26.30  27.87 

Florida    366,003  14.30  13.38 

Arizona    151,162  26.00  15.50 

New  York    103,427  4.00  27.99 

Oregon   93.248  20.40  10.32 

Texas    82,103  4.10  51.13 

Washington    80,669  12.10  14.21 

Illinois    66,449  4.20  11.25 

Minnesota   60,770  9.90  -1.68 

Pennsylvania    55,455  2.70  77.13 

Colorado    49,175  12.00  17.90 

Massachusetts    42,019  4.60  31.26 

Hawaii    40,886  28.20  6.03 

Nevada    35,514  19.40  23.24 

New  Mexico    27,569  13.50  48.49 

Ohio   19,790  1.20  12.72 

Oklahoma    12,663  2.70  26.08 

Missouri   11,606  1.40  4.27 

Rhode  Island   8,328  5.10  -16.37 

Michigan    7,335  0.60  -0.03 

New  Jersey   6,785  0.60  224.84 

Kansas    6,526  1.70  4.64 

Indiana    3,568  0.40  8.65 

Nebraska    2,980  1.20  -2.04 

Kentucky   2,466  0.40  2.94 

Louisiana   2,416  0.40  1,419.38 

Virginia   1,938  0.20  215.17 

Alabama   1,838  0.30  675.15 

Maryland    1,592  0.30  61.59 
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Enrollment  in  Medicare  Risk  Contract  HMOs  by  State — Continued 


Number  of  Medicare     Percent  of  Medicare      Percent  growth  in 
beneficiaries  enrolled    beneficiaries  enrolled     risk  HMO  enrollment 
in  a  risk  HMO.  Dec,     in  a  risk  HMO.  Dec.       rate  (Dec.,  1993- 


State  1994  1994  Dec..  1994) 


Wisconsin                                                                 .      664  0.10  0.38 

Connecticut    640  0.10  35.96 

Georgia    618  0.10  -3.26 

Iowa   546  0.10  8.61 

North  Carolina    471  0.00  13.21 

South  Carolina    412  0.10  21.70 

Utah    327  0.20  6.37 

Tennessee    301  0.00  4.22 

Arkansas   296  0.10  10.95 

Idaho    258  0.20  4.18 

New  Hampshire   248  0.20  12.75 

Montana    174  0.10  -5.44 

Dist.  of  Columbia   148  0.20  543.76 

Maine   147  0.10  11.41 

Delaware    137  0.10  166.54 

Mississippi    113  0.00  -17.87 

Wyoming   112  0.20  6.60 

West  Virginia   83  0.00  1.04 

North  Dakota    78  0.10  18.74 

South  Dakota    68  0.10  -6.82 

Alaska    62  0.20   -  17.49 

Vermont   62  0.10  8.09 


U.S.  Totals   2.280  403  6.30  22.80 
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Enrollment  in  Medicare  Risk  Contract  HMOs  by  SMSA  (Top  100  SMSAs  ranked  by  number  of  Medicare 

Enrollees) 


State 

Number  of  bene-        Percent  of  bene- 
ficiaries enrolled  in  a    ficiaries  enrolled  in  a 
risk  HMO,  Dec .  1994    risk  HMO.  Dec..  1994 

Percent  growth  in 
risk  HMO  enrollment 
rate  (Dec.,  1993- 
Dec..  1994) 

Los  Angeles-Long-Beach,  Cai  

299,784 

32.59 

11.11 

Riverside-San  Bernadino,  Cal  

154,510 

47.50 

8.54 

San  Diego,  Cal  

125,901 

41.50 

12.04 

Phoenix-Mesa,  Ariz  

104,440 

30.89 

12.97 

Orange  County,  Cal  

93,312 

37.31 

11.40 

Fort  Lauderdale,  Fla  

85,216 

33.86 

8.05 

Miami,  Fla  

83.622 

29.69 

9.95 

Portland-Vancouver,  Ore.-Wash  

83,161 

40.08 

6.86 

Tampa-St.  Petersburg-Clearwater,  Fla  

68,221 

15.10 

12.57 

Chicago,  III  

66,105 

7.17 

11.18 

Minneapolis-St.  Paul,  Minn.-Wis  

60,049 

20.70 

-2.30 

New  York-Newark,  N.Y.-N.J.-Pa  

59,517 

5.23 

34.91 

West  Palm  Beach-Boca  Raton,  Fla  

54,344 

24.53 

10.61 

Seattle-Bellevue-Everett,  Wash  

52,984 

21.39 

10.01 

Philadelphia,  Pa.-N.J  

49,986 

6.86 

69.48 

San  Francisco,  Cal  

49,651 

21.39 

64.94 

Denver,  Colo  

43,647 

23.40 

32.69 

Boston-Brockton-Nashua,  Mass.-N.H  

41,851 

5.04 

30.95 

Tuscon,  Ariz  

41,123 

37.32 

14.46 

San  Antonio,  Tex  

37,672 

22.75 

17.30 

Oakland,  Cal  

37.523 

14.79 

219.94 

Las  Vegas,  Nev.-Ariz  

35,622 

24.13 

21.89 

Sacramento,  Cal  „  

32,004 

17.90 

290.91 

Daytona  Beach,  Fla  

31,018 

29.89 

6.16 

Honolulu,  Hawaii   

29,096 

27.42 

3.98 

Nassau-Suffolk.  N.Y  

28,900 

7.51 

25.36 

San  Jose,  Cal.  

27,383 

18.48 

157.95 
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Orlando,  Fla  

  25,970 

13.64 

14.87 

Houston,  Tex  

  25,312 

8.80 

210.96 

Albuauerque.  N.M  

  24,950 

31.82 

39.43 

Ventura,  Ca!  

  23,906 

32.63 

20.03 

Bakersfield,  Cal  

OA  TAA 

  20.690 

30.77 

19.90 

Cleveland-Lorain-Elyria,  Ohio   

  16,527 

4.71 

10.30 

Kansas  City,  Mo.-Kans  

  13,759 

6.54 

1.74 

Santa  Barbara-Santa  Maria-Lompo.  Cal  

  13,083 

26.03 

48.42 

Modesto.  Cal   

  11,354 

23.18 

575.25 

Santa  Rosa.  Cal  

  9,427 

15.99 

405.91 

Jacksonville,  Fla  

  8,898 

7.39 

1,523.71 

Providence-Warwick.  R.I  

  8,328 

5.05 

-16.45 

Salem,  Ore  

  8,310 

17.53 

10.54 

Rochester,  N.Y  

  8,134 

5.27 

6.83 

T,,|..       A|,l  — 

Tulsa,  Okla  

  7.823 

8.09 

24.95 

San  Luis  Obispo-Atascadero-Paso,  Cal  

  7,816 

22.26 

420.68 

Buttalo-Niagara  Falls,  N.Y  

  6,020 

2.96 

12.81 

Fresno,  Cal  

  5,935 

6.08 

696.43 

Dallas,  Tex  

  5,756 

2.20 

42.84 

Corpus  Christie  Tex  

  4,672 

10.75 

-9.91 

Oklahoma  City,  Okla  

  4,544 

3.74 

26.33 

Vallejo-Fairfield-Napa,  Cal  

  4.080 

7.69 

899.13 

Lansing-East  Lansing,  Mich  

  3,623 

7.65 

-2.88 

Tacoma,  Wash  

  3,582 

4.95 

12.11 

Boulder-Longmont,  Colo  

  3,556 

15.53 

10.54 

Fort  Worth-Arlington.  Tex  

  3,421 

2.38 

37.26 

Omaha,  Nebr.-la  

  3,229 

4.05 

-2.29 

Olympia,  Wash  

  3,176 

13.67 

6.37 

Chico-Paradise,  Cal  

  3.033 

8.62 

58.48 

Detroit,  Mich  

  2,997 

0.51 

3.66 

Eugene-Springfield.  Ore  

  2,682 

6.00 

392.17 

Louisville.  Ky.-lno  

  2,669 

1.86 

1.92 

Austin-San  Marcos.  Tex  

  2,517 

3.06 

127.07 

Pittsburgh,  Pa  

  2,405 

0.54 

111.32 

Scranton-Wilkes-Barre-Hazleton.  Pa  

  2.302 

1.74 

5.637.94 

Stockton-Lodi,  Cal  

  2,261 

3.66 

496.32 

Indianapolis,  Ind  

  2,221 

1.20 

7.39 

Medford-Ashland,  Ore  

  2,126 

7.42 

1,861.33 

Wichita.  Kans  

  2,096 

3.16 

-11.12 

  1,841 

1.88 

7.53 

St.  Louis,  Mo.-III  

  1,831 

0.50 

56.05 

Ocala,  Fla  

  1,652 

2.89 

707.63 

Birmingham,  Ala  

  1,607 

1.25 

4,168.92 

Bremerton,  Wash  

  1,599 

6.88 

11.10 

  1,593 

0.95 

0  CA  0  CO 

oanta  re,  n.m  

  1,591 

11.19 

O/IR  CO 

  1,438 

9.16 

0>IO  7C 

  1,353 

ft  oc 
U.00 

001  oc 
£61.10 

1  001 

0.03 

coo  on 

037. 3U 

Allentown-Bethlehem-Easton,  Pa  

  1,149 

1  1  ft 

1-10 

k  on 
40.ZU 

Santa  Cruz-Watsonville,  Cal  

1  ("IOC 

  i.uyo 

0  QO 
0.30 

Q/IQ  on 

Baltimore,  Md  

1  07C 

U.04 

09.  71 

£.0.1 1 

\A/a«hinotnn  fl  P    Mri    Ua  WVs 

  1,UD/ 

n  9fi 

0/U.00 

Bergen-Passaic,  N.J  

  1,015 

0.51 

161.03 

Monmouth-Ocean,  N.J  

  1,008 

0.54 

80.84 

Galveston-Texas  City,  Tex  

  989 

3.59 

201.80 

Spokane,  Wash  

  972 

1.75 

316.86 

Sarasota-Bradenton,  Fla  

  958 

0.63 

230.39 

Colorado  Springs,  Colo  

  915 

2.13 

-60.03 

Salinas.  Ca!  

  717 

1.84 

619.39 

Yuba  City.  Cal  

  666 

3.88 

119.57 
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Baton  Rouge.  La  

  619 

1.07 

5,394.31 

Bellingham.  Wash  

  589 

3.20 

20.45 

Toledo,  Ohio   

  544 

0.63 

260.46 

Newark,  n.j  

  Jtl 

u.zu 

1  AO  C.A 

Fort  Pierce-Port  St.  Lucie,  Fla  

  492 

0.75 

6.95 

Merced,  Cal  

  460 

2.48 

340.32 

Atlantic-Cape  May,  N.J  

  432 

0.76 

408.50 

Gary,  Ind  

  406 

0.48 

72.34 

Middlesex-Somerset-Hunterdon,  N.J  

  392 

0.30 

67.33 

Trenton,  N.J.   

  375 

0.75 

931.23 

Cincinnati.  Ohio-Ky.-Ind  

  347 

0.16 

160.14 

Lakeland-Winter  Haven,  Fla  

  344 

0.42 

13.04 

Top  100  MSAs  

  2,222,702 

12.00 

22.70 

U.S.  Totals  

  2,280.403 

6.30 

22.80 

Mr.  Bilirakis.  Thank  you  very  much,  Mr.  Ratner. 
I  will  start  the  questioning. 

Dr.  Wilensky,  while  your  statement  advocates  competitive  bid- 
ding as  an  option,  it  also  raises  a  number  of  concerns  about  how 
it  would  actually  work  in  practice. 

Now,  Dr.  Armstead  announced — and  I  understand  there  is  a 
press  release  to  that  effect — the  demonstration  projects  in  the  nine 
areas  that  you  mention  in  your  statement. 

In  your  opinion,  would  you  recommend  that  it  be  tried  on  a  dem- 
onstration project  first,  and  if  the  answer  is  yes,  do  you  feel  that 
the  demonstration  projects  that  HCFA  apparently  has  online  are 
satisfactory  toward  that  end? 

Ms.  Wilensky.  Yes,  to  the  first  question.  I  would  advise  that  it 
start  as  a  demonstration  project,  Not  a  real  long  one,  but  I  think 
that  we  ought  to  start  it  and  try  it  out. 

My  concern  has  to  do  with  not  using  the  same  payment  for  all 
plans,  managed  care  and  fee  for  service.  That  has  really  been  my 
concern.  Frankly,  I  came  to  this  concern  somewhat  late. 

I  like  the  idea  of  using  other  than  a  Government  administrated 
price  to  set  the  right  payment,  and  we  can  try  competitive  bidding 
or  negotiating  the  way  the  CALPERS  program  does,  or  the  FEHB 
program  does  where  Government  tries  to  negotiate  as  well  as  doing 
a  little  bit  of  competitive  bidding. 

My  concern  is  that's  really  the  price  that  ought  to  be  paid,  the 
premium  or  premium  equivalent  that  ought  to  also  be  plaid  for  the 
classic  Medicare.  Otherwise  you  are  driving  down  or  maybe  poten- 
tially driving  down  price  or  moving  the  prices  far  away  from  the 
classic  Medicare  versus  what  is  going  on  in  this  new  area  you  are 
trying  to  encourage,  and  I'm  concerned  about  that. 

So  I  like  the  notion  of  a  fixed  payment  that  the  Government  may 
make.  I  would  like  it  to  be  negotiated  or  bid  rather  than  just  set 
administratively,  but  I  would  like  to  see  it  applied  everywhere. 
Then  I  would  feel  much  better  about  it. 

You  could  also  do  that  in  a  demonstration  as  opposed  to  just 
starting  it  out  for  all  36  million  Medicare  beneficiaries. 
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Mr.  Bilirakis.  You  referred  to  the  duration  of  the  program  Dr. 
Armstead.  What  is  the  time  period  on  the  demonstration  projects? 

Mr.  Armstead.  The  demonstration  project  would  probably  be 
over  a  period  of  3  years  is  what  we  project  to  have  the  type  of  time 
to  evaluate  the  information  from  both  quality  and  as  far  as  cost  im- 
plications, budget  neutrality  and  other  issues  involved  with  the 
demonstration. 

Ms.  Wilensky.  The  past  history  is  that  if  it  runs  for  SL  years,  it 
will  be  5  years  until  you  have  anything. 

My  assessment  is  you  don't  have  5  years.  I  think  you  would  like 
to  start  it.  I  would  do  an  18  month  to  a  24  month  project  and  a 
very  quick  assessment  with  very  clear  indications  that  the  assess- 
ment either  will  go  on  as  sponsored  by  the  Federal  branch  or  spon- 
sored by  the  congressional  branch  to  make  sure  you  don't  get  into 
the  Medicare  Select  problem. 

It  was  late  getting  off  the  ground,  the  analysis  has  been  late.  As 
best  I  can  tell  there  is  some  data  dribbling  in  from  early  1994  that 
is  not  going  to  be  as  helpful. 

Mr.  Bilirakis.  Salient  in  our  thoughts,  of  course,  is  Medicare  Se- 
lect because  we  had  been  tussling  with  that  for  quite  a  few  weeks. 

Dr.  Armstead,  you  know  that  HCFA  let  us  down  in  terms  of  their 
report  in  that  regard.  Do  you  have  any  response? 

Mr.  Armstead.  Yes. 

Mr.  Bilirakis.  I'm  not  even  sure  that  24  months  is  something 
that  we  can  wait  for,  quite  frankly.  Go  ahead,  sir. 

Mr.  Armstead.  Yes.  I  just  wanted  to  respond.  I  agree  with  Dr. 
Wilensky  relative  to  the  discipline  in  the  process,  but  from  my  ex- 
perience as  a  clinician  realize  that  what  we  are  attempting  to  do 
with  a  population  of  patients  that  are  elderly — which  I  have  taken 
care  of  elderly  seniors  in  risk  plans  when  I  was  in  Arizona — and 
the  fact  that  we're  having  level  growth  in  elderly  in  Medicare,  but 
the  disabled  is  growing.  At  least,  over  the  last  10  years  has  grown 
at  4  percent,  and  below  45  years  of  age  it  has  growth  of  11  percent. 

We  have  to  be  extremely  careful  in  aligning  significant  quality 
indicators  in  which  we  don't  have — to  lie  with  the  cost  pieces  so 
that  we  are  assuring  that  the  plans  have  not  just  the  capacity  from 
service  area  number  of  providers,  but  the  capacity  to  be  able  to 
take  care  of  the  diverse  needs  of  a  much  more  needy  population. 

And  sometimes  just  a  year  or  18  months  just  does  not  dictate 
that.  It  dictates  how  we  really  take  that  into  consideration. 

Mr.  Bilirakis.  Personally,  I  appreciate  that,  sir,  but  I  do  know 
that  we've  got  to  fund  Part  A.  We  don't  really  have  the  luxury  of 
too  much  flexibility  in  that  regard. 

I  will  yield  to  the  gentleman  from  California. 

Mr.  Waxman.  Dr.  Armstead,  the  administration  is  proposing  this 
demonstration  with  competitive  pricing.  I  assume  you  think  it  is 
important  to  do  a  demonstration  rather  than  go  right  into  it  for  the 
whole  country;  is  that  correct? 

Mr.  Armstead.  Yes. 

Mr.  Waxman.  Why  shouldn't  Medicare  beneficiaries  receive  the 
benefit  of  competitive  pricing  that  may  drive  the  cost  of  their 
health  care  down  now  rather  than  wait  for  a  demonstration? 

Mr.  Armstead.  Well,  Congressman,  as  I  alluded  earlier,  I  think 
we  are  differentiating  here.  A  tremendous  amount  of  experience  in 
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competitive  pricing  and  a  fairly  easy  to  do  employed  healthier  pop- 
ulation as  opposed  to  Medicare,  and  I  think  we  have  to  lay  that 
fact  out  there. 

Recognizing  budget  and  everything,  that  we  are  in  absence  of  so- 
phisticated quality  indicators  that  could  focus,  help  us  focus  that 
pricing.  That  if  it  is  just  pricing  that  is  part  of  the  piece,  it  could 
deteriorate  the  dollars,  and  to  process  such  that  quality  gets  sig- 
nificantly compromised  in  that  piece. 

So  we  have  not  had  the  opportunity  to  work  with  the  educational 
pieces  that  would  be  necessary,  what  coordinated  open  enrollment, 
which  would  really  need  be  necessary  if  you  pulled  this  off,  the 
types  of  things  that  we  would  have  to  work  through  from  an  edu- 
cational process.  The  Federal  contribution  has  to  be  worked 
through,  and  the  risk  adjustments  in  which  we  are  on  the  verge  of 
having  those — that  research  completed  this  year,  and  ready  for  the 
Medicare  Choices  piece. 

All  of  those  pieces  would  have  to  be  plugged  in,  which  suggests 
that  demonstration  does  make  sense,  given  that  and  the  complexity 
of  the  population  that  is  involved  here. 

Mr.  Waxman.  So  this  is  a  major  change  in  the  way  the  Medicare 
has  been  operating.  Do  you  think  it  ought  to  be  handled  on  a  dem- 
onstration basis  to  learn  what  we  need  to  learn  to  see  whether  this 
is  going  to  work  before  we  apply  it  all  across  the  country?  Do  you 
think  we  could  do  that  demonstration  in  IV2  years  as  Dr.  Wilensky 
suggested? 

Mr.  Armstead.  It  is  my  experience  that  if  you're  talking  about 
the  type  of  patients  and  risk  HMOs,  there  has  to  be  a  tremendous 
education  process  that  exists  to  really  make  that  be  successful. 

I  mean,  not  only  from  the  purchaser  perspective,  but  from  the 
provider  perspective,  the  delivery  perspective,  the  plans  at  what- 
ever levels,  and,  most  importantly,  the  beneficiary  level. 

And  to  the  extent  that  can  be  part  of  a  process,  incorporated,  I 
think  at  the  point  where  we  have  a  comfort  level,  one  might  see 
the  possibility  of  a  demo  going  in  18  months. 

I  just  don't  see  it  given  the  fact  that  we  have  a  tremendous 
amount  of  hurdles  which  incorporates  the  beneficiary  in  the  piece 
to  seeing  that  happen  in  18  months.  That  is  just  my  opinion. 

Mr.  Waxman.  Dr.  Altman,  you  have  extensive  experience  in  the 
Medicare  program  and  also  how  HHS  works.  How  long  a  period  of 
time  do  you  think  is  reasonable  for  us  to  expect  to  have  the  infor- 
mation we  need  from  this  demonstration  to  see  whether  we  are 
going  to  restructure  Medicare  along  these  lines  of  competitive  bid- 
ding? 

Mr.  Altman.  I'm  concerned  with  two  things.  First  of  all,  the  rest 
of  the  world  isn't  going  to  stand  still.  You  are  talking — if  the  pro- 
grams go  through,  when  you  start  talking  about  the  rates  of 
change,  you're  talking  about  $250-$270  billion  or  whatever  the 
amount  of  money  is. 

The  fee  for  service  system  is  going  to  go  into  a  sort  of  catatonic 
flit,  and  you're  talking  about  major  changes  in  structure. 

Now,  some  areas  of  the  country  are  going  to  get  hit  with  one  pro- 
gram, and  the  others  are  going  to  get  hit  with  another. 

I  don't  know  what  you're  going  to  learn.  It  is  not  like  the  rest 
of  the  world  is  going  to  stay  in  one  place.  So  that  is  the  first  thing. 
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The  second  thing  that  bothers  me  about  this  is  what  we're  really 
talking  about  is  a  long-term  impact.  I  don't  think  you  are  going  to 
learn  anything  in  3  years.  I  think  we're  talking  about  something 
that  really  we  will  understand  in  5  to  10  years. 

I'm  for  experimentation,  but  on  the  other  hand,  we  implemented 
the  DRG  system.  We  did  it  carefully,  we  adjusted  it,  we  modified 
it,  we  didn't  go  to  sleep  at  the  switch. 

So  I  think  one  should  think  seriously  about  beginning  to  do  this 
around  the  country  with  careful  monitoring  in  place  and  not  fully 
asleep  at  the  switch  so  we  can  make  changes. 

I  don't  think  we're  going  to  learn  anything  in  3  years. 

Mr.  Waxman.  So  do  you  think  we  shouldn't  have  a  demonstration 
project  at  all? 

Mr.  Altman.  No,  I  like  what  they  are  doing.  I'd  move  the  whole 
country  in  there,  and  I'd  force — I  don't  think  we  need  to  force 
HCFA,  but  I'd  force  them  anyway  to  put  in  place  around  the  coun- 
try careful  monitoring  and  evaluation  so  that  we  understand  what 
is  going  on. 

I  really  honestly  do  not  believe  we  would  know  much  more  in  3 
years  than  we  know  today. 

We  already  know  a  lot  of  the  problems,  and  I  think  they  need 
to  be  fixed  today,  quite  frankly. 

Mr.  Waxman.  Mr.  Chairman,  my  time  is  up.  I  will  look  forward 
to  a  second  round. 

Mr.  Greenwood  [presiding].  I  will  allow  Dr.  Wilensky  to  respond 
briefly. 

Ms.  Wilensky.  It  is  an  intriguing  idea.  I  just  want  to  add  one 
caveat.  I  think  you  are  going  to  need  an  initial  period,  which  we 
did  for  DRGs  and  RVRBS.  You  need  either  a  year  or  18  months 
between  the  time  Congress  legislates  and  when  it  starts  to  figure 
out  what  to  do  and  how  to  do  it,  or  if  you  could  get  it  off  the 
ground,  to  try  some  of  the  administrative  structures  of  how  do  you 
actually  implement  it. 

I  agree,  you  won't  know  the  effects  in  18  months  or  2  years  or 
probably  even  in  3  or  4  years,  to  be  honest.  You  will  monitor  and 
you  will  try  to  make  an  adjustment. 

But  either  you're  going  to  need  a  period  of  18  or  24  months  to 
figure  out  how  to  really  run  it,  or  because  there  are  a  lot  of  models 
that  are  close,  unlike  the  DRG  and  RVRBS,  you  have  an  FEHB, 
you  have  a  CALPERS  program.  You  have  models  to  think  about  in 
terms  of  setting  up  some  of  these  mechanisms  and  getting  informa- 
tion, getting  bids  in. 

You  could  either  literally  start  it  in  selected  places  right  away, 
see  what  happens,  and  then  plan  to  roll  it  out  completely  in  18  to 
24  months;  or  you  could  do  as  Stuart  has  suggested,  which  is  to 
have  an  initial  period  to  sort  of  plan,  then  roll  it  all  out,  and  then 
monitor  and  try  to  fix  it  as  you  go  along. 

I  think  either  of  those  are  options. 

Mr.  Greenwood.  The  time  of  the  gentleman  from  California  has 
expired,  and  the  Chair  recognizes  himself  for  5  minutes. 

Let  me  propose  a  worst  case  scenario  under  competitive  bidding, 
and  then  I  would  like  each  of  panelists  to  respond  to  whether  this 
is  a  likely  scenario. 
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We  have  a  system  right  now  in  our  managed  care  Medicare  pro- 
gram where  we  set  the  AAPCC.  It  is  set  at  a  level  high  enough  so 
that  there  is  a  9  percent  savings,  a  more  fungible  cash  in  the  pro- 
gram than  is  necessary. 

The  managed  care  companies  use  that  difference  primarily  to 
provide  additional  and  attractive  benefits  to  induce  enrollment. 

In  a  competitive  system  where  we  set  the  fixed  benefits  packages 
and  the  managed  care  companies  compete  on  price,  they  jettison 
the  additional  benefits  in  order  to  compete  on  price,  which  has  the 
result  of  less  inducement,  unless  there  are  disincentives  to  stay  in 
fee  for  service  and  less  incentives  to  move  over  to  managed  care. 

Two  or  three  big  companies  get  in.  They  do  that  by  low-balling 
their  prices,  and  then  squeeze  others  out  of  the  market,  and  then 
raise  prices.  Is  that  a  likely  scenario?  If  not,  why  not.  and  if  so, 
what  can  we  do  to  prevent  it? 

Ms.  WlLENSKY.  It  certainly  has  been  raised  as  a  concern.  We 
have  what  a  lot  of  people  regard  as  a  pretty  well  functioning  model, 
the  Federal  employees  model  where  there  are  a  number  of  choices, 
where  there  is  a  sort  of  fixed  payment.  Not  exactly  a  fixed  pay- 
ment. Where  the  Government,  not  as  aggressively  as  I  understand 
the  State  of  California  does  in  terms  of  its  negotiating  through 
CALPERS,  but  it  does  a  little  jawboning — a  little  bit,  at  least — in 
terms  of  trying  to  get  a  lower  price.  And  then  does  a  weighting  of 
some  charges  to  decide  how  much  the  Government  pays. 

That,  to  me,  is  really,  the  attractive  part  of  giving  people  options, 
of  fixing  what  the  Government  will  pay  according  to  what  a  plan 
will  charge  in  order  to  provide  Medicare  coverage  services,  and  to 
pay  85  percent  of  it  or  whatever  share  of  Medicare  coverage  serv- 
ices we  think  the  Government  should  pay,  but  to  allow  for  a  lot  of 
variation  in  terms  of  what  else  is  offered,  probably  at  higher  costs 
or  maybe  at  somewhat  higher  cost. 

We  have  a  couple  of  models  that  are  very  attractive.  It  means  we 
have  some  experience  about  how  they  work,  how  they  set  them  up, 
how  to  get  information  out.  That  seems  to  me  a  little  more  attrac- 
tive than  the  classic  competitive  bidding  that  we've  sometimes 
talked  about. 

There  is  a  lot  of  talk  in  the  last  2  years  about  the  country  saying 
I  want  what  you  guys  have.  In  Medicare  I  actually  think  we  really 
ought  to  think  hard  about  that.  I  think  it  is  a  very  good  model.  Not 
necessarily  a  perfect  model,  but  it  is  a  good  structure,  and  we  have 
a  little  more  experience  about  how  it  works. 

Mr.  Greenwood.  Thank  you. 

Dr.  Altman? 

Mr.  Altman.  I  think  the  scenario  you  laid  out,  Mr.  Chairman, 
has  unfortunately  a  lot  of  truth  to  it.  I  mean,  I  can  really  see  a  dis- 
aster playing  out.  Not  a  positive  in  this  demonstration. 

You  leave  the  fee  for  service  system  alone,  and  start  just  pushing 
down  on  the  payment  rates  to  managed  care  which  is  the  group 
we're  trying  to  encourage.  I  see  us  going  in  the  wrong  direction  in 
terms  of  people  being  excited  about  this  program. 

It  is  not  the  first  time  the  Government  wanted  to  encourage 
something  and  almost  destroyed  it.  I  was  here  testifying  on  the  cre- 
ation of  the  HMO  Act  in  1973,  and  we  almost  destroyed  the  indus- 
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try  by  our  loving  kindness.  If  the  Congress  had  not  made  2  or  3 
changes  2  years  after  that,  we  would  not  have  this  industry  today. 

I  think  what  you've  said  makes  a  lot  of  sense,  and  I  think  this 
demonstration  needs  to  be  broader  than  just  expanding  HMO  cov- 
erage and  leaving  the  fee  for  service  system  alone. 

Mr.  Greenwood.  Do  any  of  the  other  panelists  want  to  briefly 
respond? 

Mr.  Armstead.  Yes.  We  have  concerns  as  we've  certainly  thought 
through  the  development  of  the  competitive  pricing  piece  within 
HCFA,  I  think  what  you  have  articulated  is  a  concern. 

I  agree  with  Dr.  Altman  that  as  we  think  through  this  we  have 
to  be  extremely  careful,  have  to  try  as  best  we  can,  to  arrange  it 
in  a  way  as  to  avoid  as  many  potential  marketing  pitfalls  to  allow 
this  particular  piece  to  fail. 

Mr.  Greenwood.  Mr.  Ratner? 

Mr.  Ratner.  I  think  the  scenario  you  raised  is  a  significant  one, 
and  I  agree  with  particularly  what  Dr.  Altman  has  to  say.  I  think 
we  have  to  remember  vis-a-vis  HMOs  that  one  size  does  not  fit  all; 
that  competitive  bidding  is  not  nationwide  solution  even  in  areas 
with  HMOs  right  now  necessarily.  We  need  to  bear  that  in  mind. 

Third,  this  underlines  the  need  for  a  try-and-track  approach, 
paying  serious  attention  to  many  of  the  design  issues  that  have 
been  raised,  but  these  are  not  necessarily  insurmountable. 

Mr.  Greenwood.  Thank  you.  The  time  of  the  Chair  has  expired. 
The  Chair  recognizes  Mr.  Deutsch  for  5  minutes. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman.  I'm  going  to  follow-up 
on  the  competitive  bidding  issues,  because  it  is  a  follow-up  in  terms 
of  my  opening  statement. 

The  numbers,  as  I  read  them,  that  the  budge  resolution  proposes, 

1  don't  see  how  we  can  possibly  get  to  those  without  implementing 
competitive  bidding  across  the  board. 

I  mean,  I  just  don't  see  the  $270  billion  number  out  there  with- 
out doing  something  like  competitive  bidding,  not  in  a  3-year  dem- 
onstration analysis  or  2  years,  but  next  year  competitive  bidding 
across  America  type  approach. 

I  think  what's  important  again  for  members  as  well  as  the  public 
to  start  understanding  is  we're  using  this  term  competitive  bidding. 

What  I  would  like,  Dr.  Wilensky,  you  might  be  the  appropriate 
person,  but  anyone  who  wants  to  take  an  opportunity — from  a  ben- 
eficiary standpoint,  just  walk  through  what  you  perceive  as  com- 
petitive bidding. 

I  mean,  I  could  describe  it  from  my  perspective,  but  I  want  you 
to  tell  me  what  you  envision  competitive  bidding  in  Medicare  to 
mean  around  the  country. 

Ms.  Wilensky.  Let  me  answer  the  first  part  of  your  question 
about  whether  this  will  do  it  starting  right  now  to  get  to  the  kind 
of  numbers. 

Again,  this  is  not  my  position  as  chair  of  PPRC.  It  is  my  personal 
position  as  a  policy  person  and  former  HCFA  administrator. 

I  think  that  Congress  is  going  to  have  enact  early  on  for  the  next 

2  or  3  years  traditional  Medicare  savings.  That  means  going  over 
some  hospital  reimbursement,  capital,  going  after  some  physician 
fees,  the  conversion  factor,  thinking  about  deductibles  and/or  co- 
pays  for  home  care  and  clinical  labs.  The  kinds  of  ways  that  Con- 
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gress  has  found  in  the  past  to  get  savings  with  some  certainty  from 
the  program.  No  surprise.  Also,  look  to  the  Health  Security  Act. 
They  listed  a  whole  series  of  ways  to  try  to  get  money  out  of  the 
system. 

That  is  the  whacking  of  provider  fees,  and  maybe  some  increase 
on  charges  of  a  modest  sort  to  the  elderly  will  start  a  savings  proc- 
ess over  7  years. 

To  my  mind,  whacking  of  provider  fees  is  not  going  to  fundamen- 
tally change  the  dynamics  of  the  Medicare  program;  to  solve  the 
trust  fund  issue  is  the  long-term  issue. 

Getting  a  different  mentality  in  purchasing  is  an  important  part 
of  it.  I  see  the  notion  of  having  a  fixed  payment  by  the  Government 
which  could  either  be  set  administratively,  that  is  what  the  AAPCC 
is  about,  or  be  negotiated  and/or  bid  like  FEHB  and  CALPERS  or 
a  straight-open  competitive  bidding  are  the  way  to  try  to  get  to 
that  fixed  payment. 

If  you  do  a  straight  competitive  bidding,  it  is  usually  a  winner 
take  all  or  here's  the  only  price  that  we  will  pay. 

Personally.  I  think  that  the  CALPERS  California  model  and  the 
Federal  employees,  which  is  more  of  a  negotiated  bid  with  the  par- 
ticipating players,  and  also  the  Arizona  model,  by  the  way,  is  a  bet- 
ter example.  It  is  sort  of  a  bid  and  peek.  If  you  don't  like  to  answer, 
you  can  go  back  and  jawbone  a  little  and  try  to  get  the  price  down 
a  little. 

So  that  would  be  my  answer  as  to  how  you  get  the  average  pay- 
ment. As  Stuart  indicated,  as  I  strongly  believe,  that  is  the  fixed 
payment  you  also  want  applying  to  fee  for  service  Medicare.  You 
are  not  jamming  anyone  into  a  managed  care  program;  you  are  fix- 
ing the  Government  contribution. 

Mr.  Deutsch.  Right.  But  I  think  the  point  from  the  new  Medi- 
care, which  I  think  is  what  you're  talking  about  because  that  is  not 
Medicare  today,  because  Medicare  is  not  a  fixed  payment  

Ms.  Wilensky.  Right.  Medicare  is  an  open-ended  entitlement 
today. 

Mr.  Deutsch.  And  I  think  that's  the  fundamental  difference  of 
what  we're  talking  about.  That  is  really  what  my  colleagues  on  the 
other  side  of  the  aisle  are  proposing,  and  at  some  point  they  need 
to  acknowledge  that,  that  what  they  are  proposing  for  the  37  mil- 
lion Americans  on  Medicare  and  for  all  of  us  that  are  working  and 
paying  into  Medicare  is  a  fixed  payment  Medicare. 

That  is  what  you're  proposing,  and  at  some  point  you  need  to  ac- 
knowledge that  because  you  can't  get  to  your  numbers  without 
what  she's  talking  about. 

I  see  Dr.  Coburn  shaking  his  head,  but  I  would  love  for  him  to 
explain  to  me  where  he  is  going  to  get  $270  billion  without  doing 
that. 

You  have  the  former  head  of  HCFA  describing  to  you  that  you 
can.  I  mean,  from  another  administration  and  another  era.  Your 
own  staff  when  you  sit  down  with  them  is  going  to  tell  you  the 
same  thing:  you  can't  get  there  without  doing  what  she  just  de- 
scribed. 

Again,  as  Mr.  Waxman  just  mentioned  and  what  I  was  about  to 
say  is  that  the  beneficiary  makes  up  the  difference.  The  beneficiary 
doesn't  want  to  go  to  the  lowest  common  denominator,  which  is  the 
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winner  of  the  competitive  bid.  If  the  beneficiary  wants  to  go  to  any 
other  service  the  beneficiary  makes  up  the  difference.  That  is  really 
what  we're  saying.  I  mean,  that's  the  Medicare  system  that  the 
budget  resolution  inevitably  gets  to,  and  that's  the  real  debate 
about  what  we're  saying. 

I  don't  think  there  is  a  question  that  that  will  save  money,  but 
is  that  what  we  really  want  to  do  to  Medicare  beneficiaries  and 
that  is  something  that  we  need  to  do? 

Mr.  Greenwood.  Dr.  Wilensky,  would  you  like  to  respond  very 
briefly? 

Ms.  Wilensky.  Yes.  I  think  that  it  isn't  quite  what  I  said.  First, 
that  is  a  way  to  get  there.  That  is  what  I  believe  is  the  most  suc- 
cessful way. 

Again,  the  FEHB  model  does  not  go  to  the  lowest  priced  bidder 
only.  It  is  a  weighting  of  different  prices,  and  if  you  want  to  buy 
something  that  is  more  than  that  plan— that  was  the  model  that 
was  touted  by  many  Americans — is  I  want  what  they  want. 

The  notion  of  having  a  fixed  payment,  not  necessarily  set  at  the 
lowest  payment,  and  having  a  lot  of  choices  about  plans,  is  a  dif- 
ferent concept. 

My  concepts  are  in  no  way  meant  to  indicate  that  is  what  the 
members  on  either  side  of  the  aisle  are  thinking  about. 

I  don't  think  you  can  get  out  of  whacking  provider  fees  alone.  I 
do  believe  that.  I  think  you  have  to  restructure  the  incentives. 
There  are  other  ways  to  restructure  incentives. 

Mr.  Greenwood.  The  gentleman's  time  has  expired.  The  Chair 
recognizes  the  gentleman  from  North  Carolina,  Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  I  think  it  is  apparent  to 
most  that  are  here,  Mr.  Chairman,  that  when  we  get  to  a  point 
where  we  look  for  constructive  questions  or  legitimate  answers 
about  how  we  solve  the  problem  versus  the  attitude  that  we  can't, 
it  won't,  you're  wrong,  that  in  fact  we  will  secure  a  future  for  sen- 
iors in  this  country  for  medical  care,  I  question  whether  we  are 
going  to  achieve  that  with  the  debate  that  continues  to  happen  at 
hearings  that  deal  with:  you  can't,  you  won't. 

I  would  hope,  Mr.  Deutsch,  that  we  can  get  past  that  because 
personally  I'm  here  to  find  out  how  we  speed  up  the  options  proc- 
ess, and  is  it  correct  my  reliance  on  HCFA  doing  demonstration 
programs  and  reporting  back  the  success  or  failure  of  a  program 
that  is  not  very  high  because  of  my  first  6  months  here  and  a  re- 
quest of  4  years  delay  on  the  Medicare  Select  report. 

In  the  private  sector  that  would  be  unacceptable.  Hopefully,  up 
here  it  is  unacceptable.  What  is  acceptable  is  that  we  all  work  to- 
ward identifying  a  new  delivery  system  that  assures  a  future  for 
generations  to  come  for  Medicare. 

Let  me  start  with  Dr.  Wilensky,  if  I  could,  because  I  want  to  go 
back  to  the  same  reimbursement  fee  for  HMOs  that  there  would  be 
for  fee  for  service. 

I  guess  my  question  would  be  if  there  is  a  decision  made  to  come 
up  with  a  number  through  competitive  bidding  or  however  we 
would  achieve  that,  what  is  the  need  for  options? 

Ms.  Wilensky.  What  was  the  last  part? 

Mr.  Burr.  If  we  are  using  the  options  to  determine  the  reim- 
bursement that  would  be  consistent  for  every  group  out  there,  then, 
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if  I  understand  you,  then  everybody  is  working  basically  under  a 
fee  for  service. 

Ms.  WlLENSKY.  Again,  I  think  if  you  think  about  the  FEHB  pro- 
gram, there  are  45  plans  in  the  area — I  think  I  saw  something  that 
indicates  there  may  be  200  all  over  the  country,  but  that  doesn't 
affect  anyone — you  set  up  a  criteria  of  what  it  takes  in  order  to  be 
an  eligible  plan  in  terms  of  offering  a  benefit  package  of  certain 
sorts,  having  a  grievance  procedure,  not  discriminating,  having  in- 
formation available,  whatever  the  Government  would  say  you  have 
to  have  in  order  to  be  a  plan,  in  order  to  be  participating. 

There  are  a  whole  series  of  plans  from  open-ended  fee  for  service, 
manage  indemnity,  HMOs  of  the  traditional  type,  point-of-service 
HMOs.  Whatever  can  qualify  to  come  in. 

The  point  is  that  the  Government's  contribution  is  fixed.  Either 
it  could  be  fixed  at  the  lowest  payment.  It  could  be  fixed  at  an  av- 
erage of  the  bottom  50  percent.  It  is  a  dollar  amount. 

That  will  be  almost  the  all  of  the  premium  cost  of  some  plans. 
It  may  be  a  smaller  fraction  of  some  more  expensive  plans.  That 
it  could  even  conceivably,  if  it  is  not  the  lowest  cost  plan,  be  more 
than  some  plans  cost. 

It  has  been  argued— I  would  support  it— -that  if  that  were  the 
case,  you  ought  to  give  a  rebate. 

Mr.  Burr.  But  you  would  be  a  proponent,  as  the  chairman  said 
in  his  opening  remarks,  that  there  should  exist  a  policy  as  we  know 
it  today  for  those  who  chose  not  to  opt  out? 

Ms.  WlLENSKY.  I  think  people  need  to  have  a  choice  of  the  kinds 
of  plans  they  are  in.  They  should  not  be  forced  into  fee  for  service; 
they  should  not  be  forced  interrogatory  managed  care. 

Mr.  Burr.  But  your  proposal  would  not  reduce  the  level  of  cov- 
erage care? 

Ms.  WlLENSKY.  No. 

Mr.  Burr.  Or  increase  potentially  the  out-of-pocket  cost  for  one 
who  did  not  choose  to  opt  out? 

Ms.  WlLENSKY.  No.  I  think  what  we've  seen  in  the  private  sector 
is  that  by  some  aggressive  purchasing  and  negotiating  you  can  get 
a  broader  package.  It  depends  how  far  down  you  press. 

We  are  trying  to  suggest  ways  to  make  Medicare  look  like  plans 
in  the  1990's.  As  you  all  know,  it  is  vintage  1960's  organization 
now.  There  are  lots  of  ways  to  organize  plans  from  very  tight  fee 
for  service  to  very  unstructured  fee  for  service.  This  is  a  way  to  try 
to  give  the  elderly  a  choice  of  plans  with  the  Government  paying 
a  fixed  dollar  contribution. 

Mr.  Burr.  I'm  still  hopeful  that  we  can  design  a  plan  that  is 
ready  for  the  twenty-first  century.  I  would  like  to  skip  over  the 
1990's,  to  be  honest  with  you. 

Ms.  WlLENSKY.  Okay. 

Mr.  Burr.  Let  me  go  over  to  Dr.  Armstead  for  just  a  second.  Is 
there  a  plan  at  HCFA  for  competitive  bidding? 

Mr.  Armstead.  There  is  a  plan  for  competitive  bidding  and  to 
have  the  competitive  bidding  starting  January  1,  1997. 

Mr.  Burr.  Could  I  ask  that  you  supply  this  committee  with  a 
copy  of  that  plan. 

Mr.  Armstead.  Certainly.  We  have  that  information.  We  can  get 
that  to  you. 
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Mr.  Burr.  Let  me  just  follow  up  on  one  area,  if  I  could. 
Mr.  Greenwood.  The  gentleman's  time  has  expired. 
Mr.  Burr.  I  will  yield  back. 

Mr.  Greenwood.  We're  being  generous  with  the  panel,  but 
stingy  with  the  members. 

Mr.  BURR.  Thank  you,  Mr.  Chairman. 

Mr.  Greenwood.  The  Chair  recognizes  the  gentleman  from 
Michigan,  Mr.  Stupak. 
Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

Dr.  Wilensky,  when  you  were  answering  some  questions  there 
from  Mr.  Deutsch,  you  said  that  we  ought  to  start  looking  at  maybe 
making  Medicare  similar  to  the  Federal  employees  heath  benefit 
plan  or  start  structuring  along  those  lines. 

Is  that  even  possible  when  Federal  employees  are  not  retired, 
they're  working,  they  have  increases  in  income,  and  they  probably 
make  more  than  $25,000  a  year,  because  most  seniors,  75  percent 
of  them,  are  less  than  $25,000  a  year. 

I  don't  see  how  that  would  be  applicable  to  make  that  kind  of 
similarity. 

Ms.  Wilensky.  In  the  first  place,  it  includes  the  Federal  retirees, 
so  actually  40  percent,  I  think,  of  the  people  in  there  are  retirees, 
so  there  is  some  experience  with  working  with  Federal  retirees. 

The  idea  is  that  there  is  a  role,  an  important  role,  the  Govern- 
ment is  playing  in  screening  in  the  plans.  How  much  the  dollar 
payment  is  and  how  much  more  for  some  plans,  what  it  would  cost, 
depends  on  where  you  set  the  price. 

It  is  a  way  to  try  to  structure  a  set  of  plans  of  choices  that  people 
can  have,  fee  for  service  and  managed  care  and  all  the  variants, 
but  giving  them  more  structured  information. 

Right  now  it  is  very  hard  if  you're  a  senior,  to  find  out  what  is 
in  your  area,  what  kind  of  plans  there  are.  Congress  required  only 
10  Medigap  plans  be  available,  but  there  is  not  an  easy  way  to  get 
information  about  HMOs  or  Medicare  Select  or  some  of  the  specific 
Medigap  plans.  This  would  make  it  a  lot  easier,  in  my  view. 

Mr.  Stupak.  Giving  them  more  information  is  fine,  but  what 
about  paying  more.  How  do  they  do  that? 

Ms.  Wilensky.  Again,  the  issue  is  that  there  are  plans  that  will 
be  offered.  The  Government  will  set  the  Government  payment  at 
80  percent  or  85  percent.  As  you  well  know,  Medicare  does  not  pay 
even  for  Medicare  covered  services  the  full  cost. 

Government  could  pay  that  same  share,  negotiating  which  plan 
comes  in  that  way. 

Mr.  Stupak.  So  we  set  a  rate  that  we  would  pay,  and  then  the 
beneficiary  is  going  to  have  to  pick  up  any  increases,  right? 

Ms.  Wilensky.  To  the  extent  there  are  more  expensive  plans  of- 
fered or  just  other  plans  offered. 

Mr.  Stupak.  And,  again,  75  percent  of  the  seniors  in  this  country 
make  less  than  $25,000.  I  have  difficulties  understanding  how  they 
are  going  to  absorb  that. 

Ms.  Wilensky.  Excuse  me,  sir,  but  90  percent  of  the  seniors  now 
have  Medicare  or  Medigap.  That  means  that  78  percent  of  the  sen- 
iors are  out  there — 75  percent  of  the  seniors  are  out  there  buying 
Medigap  plans  in  which  they  are  frequently  paying  a  couple  of  hun- 
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dred  dollars  a  month.  So  the  notion  that  they  are  not  paying  it,  as 
you  have  said  over  and  over  

Mr.  Stupak.  But  aren't  the  cost  of  the  plans  going  to  have  to  go 
up  if  the  Government  rate  is  capped  at  such  a  contribution  rate? 

Ms.  WlLENSKY.  This  is  not  necessarily  having  a  Government  rate 
capped  at  an  amount  and  forever  set  at  some  index.  If  you  think 
about  CALPERS  or  the  Federal  employees  program,  you  negotiated 
either  once  a  year  for  a  3-year  contract  and  index  it  in  years  2  or 
3,  and  then  renegotiate  it. 

Mr.  Stupak.  If  the  Government  contribution  doesn't  go  up,  then 
at  least  the  Medigap  rate  is  going  to  go  up,  plus  the  out  of  pocket 
fees  go  up. 

In  order  to  get  the  $270  billion  that  we  were  talking  about  ear- 
lier, you  indicated  there  would  have  to  be  a  whack  in  the  reim- 
bursement costs,  there  would  have  to  be  increased  deductibles.  It 
is  going  to  go  up  for  these  people. 

Ms.  WlLENSKY.  In  my  view,  you  will  need  to  get  some  of  the  sav- 
ings out  of  traditional  provider  fee  savings. 

Mr.  Stupak.  How  much  savings? 

Ms.  WlLENSKY.  There  are  options  that  the  committee  staff,  I 
know,  are  working  on. 

But  I  think  the  point  is  that  the  growth  in  spending  in  Medicare 
is  10.5  percent  per  year.  In  Part  B  it  is  12.5  percent  per  year,  sub- 
stantially higher  than  the  annual  growth  rates  that  are  going  on 
in  the  private  sector,  and  that  is  different  

Mr.  Stupak.  I  don't  disagree.  And  this  is  the  second  hearing  that 
we  have  had  on  Medicare  and  we  haven't  had  any  proposals.  How 
do  we  get  to  this  $270  billion  savings  that  we're  talking  about? 
That  is  what  we  need  to  know. 

I  mean,  some  of  the  things  that  I  heard  today  is  long-term.  Dr. 
Armstead  brings  up  an  idea  and  we  don't  have  time  to  do  it.  There 
is  an  urgency.  We  have  to  do  it  right  now,  but  the  urgency  is  start- 
ing October  1.  You  are  talking  about  $270  billion  over  the  next  7 
years.  What  I'm  asking  is  how  do  we  do  that.  How  do  we  get  that 
$270  billion  over  the  next  7  years? 

Ms.  WlLENSKY.  Your  urgency  is  a  trust  fund  running  out  of 
money.  The  $270  billion  is  that  Members  of  Congress  have  decided, 
in  a  budget,  is  the  number  they  want.  That  is  not  anything  this 
panel  has  done. 

The  issue  

Mr.  Stupak.  I  agree,  but  you  are  the  experts. 

Ms.  WlLENSKY.  [continuing]  of  can  you  grow  it  slower  by  having 
incentives  so  that  people  know  what  it  is  that  the  Government  will 
pay  for,  they  can  go  with  that  kind  of  plan  or  choose  another  kind 
of  plan  that  is  either  the  same  price  or  more  expensive,  and  is 
mimicking  the  kinds  of  slower  growth  rates  that  you  have  seen  in 
the  private  sector. 

Mr.  Stupak.  Dr.  Armstead,  could  you  follow  up  on  some  of  these 
questions?  How  are  we  going  to  get  that  $270  billion  and  what 
about  that  Federal  employees  health  benefit  package?  Would  it  af- 
fect the  retirees  if  we  made  it  so  similar? 

Mr.  Greenwood.  The  gentleman's  time  has  expired.  The  Chair 
will  allow  Mr.  Armstead  a  brief  response. 
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Mr.  ARMSTEAD.  Briefly.  I  guess  I  would  focus  on  the  most  impor- 
tant issue.  I  think  that  we  have  concerns  relative  to  the  HI  trust 
fund  and  how  spending  is  impacting  that  and  what  is  going  on  in 
the  immediate  future  as  by  2002. 

I  think  that  when  we  look  at  that  total  package,  that  is  an  issue 
that  has  to  be  dealt  with.  I  think  when  you  look  at  the  total  pack- 
age of  $270  billion  and  when  you  talk  about  what  we  can  do  with 
DRGS  and  what  have  you,  I  think  that  the  ability  to  do  something 
that  does  not  impact  where  the  individual  goes  to  get  services  and 
how  quickly  he  can  do  that  is  one  thing. 

I  think  when  you  begin  to  design  and  destructure  because  an  in- 
dividual all  of  a  sudden  has  to  change  how  they  receive  their  care 
is  another  thing,  and  to  expect  implementation  on  that  in  a  short 
period  of  time  has  to  be  questioned. 

But  the  $270  billion  certainly  is  a  concern  of  ours  in  that  moving 
those  kind  of  dollars  out  of  the  Medicare  program  we  feel  would  be 
very  devastating  as  to  what  the  program  has  been  and  should  be 
as  far  as  the  delivery  of  services,  and  it  just  has  to  be  done  in  a 
very  careful,  crafted  way. 

Mr.  Stupak.  Thank  you.  Thank  you,  Mr.  Chairman. 

Mr.  Greenwood.  The  gentleman's  time  has  expired.  The  Chair 
will  use  the  prerogative  of  the  Chair  to  make  one  comment.  There 
is  another  way  to  fund  the  $270  million  and  that  is  through  deficit 
funding.  We  can  borrow  it  from  our  children  and  future  children. 

Mr.  Deutsch.  Mr.  Chairman,  if  you  are  taking  a  prerogative,  if 
you  could  yield  for  just  1  second.  I  think  two  factual  statements 
that  were  made  really  have  to  be  highlighted. 

The  15  percent  number  that  Dr.  Wilensky  used.  I  think  we  real- 
ly— I  take  strong  exception  to  that  because  that  doesn't  discount 
growth  in  Medicare  or  the  growth  of  the  over  page  85  population. 

My  understanding  is  on  a  per  capita  basis,  in  fact,  Medicare 
growth  is  no  difference. 

Ms.  Wilensky.  That  is  not  right. 

Mr.  Deutsch.  Mr.  Stuart  is  shaking  his  head  yes,  and  you  are 
shaking  your  head  no. 

I  think  there  is  a  real  difference  of  opinion  in  any  event. 

Mr.  Greenwood.  The  gentleman's  time  has  expired  in  any  event. 

The  Chair  recognizes  the  gentleman  from  Iowa,  Mr.  Ganske. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman.  Holding  these  hearings 
while  we  are  having  votes  on  the  floor  is  difficult. 

I  do  want  to  thank  all  of  our  panelists  and  the  panelists  that  will 
come.  It  is  really  difficult  for  you  to  wait.  I  know  that  some  of  the 
panelists  have  been  on  other  panels  that  have  been  later  in  the 
day,  and  as  the  day  goes  on  it  gets  even  more  time  consuming.  So 
I  want  to  thank  everybody  for  coming. 

I  remember  when  I  was  in  medical  practice.  I  felt  very  badly 
when  I  would  have  patients  in  the  waiting  room  and  then  get 
called  to  the  emergency  room,  but  that  is  sort  of  an  analogous  situ- 
ation to  what  we  have  here. 

Because  we  have  a  short  time,  I  just  want  to  ask  a  couple  of 
questions  and  make  a  comment. 

First,  I  do  agree  with  Dr.  Wilensky.  I  think  there  will  be  some 
things  that  we  will  need  to  do  in  the  short-term  in  terms  of  some 
traditional  savings.  I  think  that  is  pretty  well  recognized,  but  I  am 
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in  sympathy  with  some  of  the  comments  the  members  across  the 
aisle  have  regarding  the  budget  numbers,  and  that  is  exactly  why 
I  think  we  need  some  fundamental  changes  for  the  long  run. 

There  are  several  things  that  I  have  been  concerned  about  is 
when  we  are  talking  about  pricing.  Are  we  talking  about  comparing 
apples  to  apples  or  apples  to  oranges?  As  we  try  to  devise  these  op- 
tions for  patients,  recognizing  that  there  is  a  great  deal  of  edu- 
cation about  these  plans,  will  we  be  talking  about  defined  benefit 
plans  that  will  be  comparable?  Or  do  you  think  we  should  be  talk- 
ing about  defined  contributions? 

If  I  could  just  have  a  brief  answer  from  each  of  the  panelists,  I 
would  appreciate  it  very  much. 

Dr.  Wilensky? 

Ms.  Wilensky.  I  would  use  the  term  fixed  Government  payment 
based  on  a  general  defined  contribution,  but  not  a  tightly  rigidly 
line  item  defined  benefit  plan. 

Mr.  Ganske.  Dr.  Alt  man,  if  we're  going  to  have  managed  care 
plans  competing  with  fee  for  service  or  with  other  options,  how  do 
we  know  that  when  we  are  comparing  costs  that  we  are  talking 
about  the  same  services? 

Mr.  Altman.  Well,  I  do  think  we've  learned  a  lot  in  the  private 
sector  about  that.  It  is  going  on  all  the  time  in  the  services.  Many 
people  are  selecting  these  managed  care  plans.  Even  though  a  fee 
for  service  option  is  available,  they  think  they're  getting  com- 
parable benefits. 

So  I  do  believe  that  10  years — more  like  20  years  of  experience 
for  people  under  65,  and  a  growing  number  of  people  over  65  in 
managed  care  suggest  that  they  can  get  comparable  benefits. 

But  I  share  Gail's  point  of  view.  I  think  we  are  going  to  have  to 
go  to  some  form  of  defined  contribution,  but  that  contribution  rate 
better  be  in  line  with  what  appropriate  cost  of  medical  care  is  or 
the  gap  is  going  to  get  so  wide  that  we  really  are  not  going  to  be 
providing  adequate  services  for  very  many  people. 

Mr.  Ganske.  Dr.  Armstead,  would  you  care  to  comment  on  that? 

Mr.  Armstead.  Yes.  I  think  that  what  we  are  willing  to  do  is  to 
talk  about  reforms.  I  think  that  is  really  what  the  issues  are  about 
here  as  far  as  the  panel  is  concerned  and  my  desire  to  participate 
in  this  panel  and  to  expand  beneficiary  choices  and  look  at  other 
arrangements. 

But  I  think  that  it  is  real  clear  that  we  are  very  concerned  that 
we  don't  want  to  do  that  at  the  detriment  of  health  security  to  the 
seniors.  I  would  just  leave  my  comment  at  that  point. 

Mr.  Ganske.  Mr.  Ratner? 

Mr.  Ratner.  Whether  the  Medicare  program  is  structured  as  a 
defined  benefit  or  a  defined  contribution  scheme  is  a  fundamental 
policy  question.  It  is  really  not  a  technical  question  for  analysts,  I 
would  think.  But  if  you  are  going  to  have  a  defined  contribution  or 
a  fixed  Federal  contribution,  I  think  it  underlines  the  situation  that 
really  prevails  right  now. 

You  need  to  have  good  information  for  people  making  the  choices, 
that  exactly  the  content  of  that  information  is  sometimes  at  issue. 
There  are  technical  matters  and  just  real  practical  matters  about 
what  works  for  people.  And  that  there  are  questions  about,  up 
front,  what  the  benefit  package  and  it  description  looks  like  for 
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people,  and  then  after  the  fact,  what  kind  of  information  do  they 
get  about  the  care — this  is  the  whole  report  card  idea — but  really 
how  do  those  things  work. 

This  is  a  long-term  evolution  that  American  health  care  and 
Medicare  are  going  through,  and  that's  the  window  that  you've  pre- 
sented to  us. 

Mr.  Ganske.  Thank  you  very  much. 

Mr.  Greenwood.  The  time  of  the  gentleman  from  Iowa  has  ex- 
pired. There  is  a  vote  in  progress  now.  With  the  indulgence  of  the 
panel,  let's  recess  until  12:30  which  would  give  us  time  to  vote  and 
grab  a  hasty  bite.  We  will  break  for  lunch  until  12:30. 

[Whereupon,  at  11:58  a.m.  the  hearing  was  recessed,  to  recon- 
vene at  12:30  p.m.  this  same  day.] 

AFTERNOON  SESSION 

Mr.  Bilirakis.  In  view  of  the  fact  that  the  panel,  as  busy  as  they 
are,  have  been  requested  to  hang  around,  we'll  go  into  at  least  a 
partial  second  round  and  we'll  kick  off  with  Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  If  I  could,  Dr.  Altman,  let 
me  head  over  to  a  comment  that  you  said — "Profitability  should  be 
less  for  those  companies  that  deal  with  Medicare  reimbursements." 
Is  that  a  correct  statement  on  my  part  of  what  you  said? 

Mr.  Altman.  The  current  system  uses  the  profit  rate  in  the  fee 
for  service  market  and  then  takes  that  rate  and  multiplies  it  times 
the  Medicare  AAPCC,  so  you  come  up  with  a  much  higher  amount 
and  the  issue  is  whether  that  is  the  right  formula. 

Now  if  you  go  to  negotiation  or  competitive  bidding  you  are  going 
to  see  a  reduction  in  that  rate  and  if  you  don't  I  think  you  can 
make  a  case  that  the  amounts  should  be  similar  per  person  but 
don't  use  the  standard  rate.  So  I  am  not  opposed  to  those  firms 
making  a  profit.  I  just  think  the  current  structure  actually  rewards 
the  more  inefficient  managed  care  plans  because  it  allows  them  to 
carry  their  higher  administrative  cost  rate  into  the  Medicare  pro- 
gram. 

Mr.  Burr.  Well,  let  me  go  over  to  Mr.  Ratner  for  just  a  second 
because  I  think  that  GAO  looked  at  the  reimbursement,  how  we 
come  to  that,  and  I  think  your  statement  was  5  percent  below  fee 
for  service,  is  that  accurate?  Is  that  how  we  come  up  with  this 
base? 

Mr.  Ratner.  Yes.  This  legislation,  the  legislation  says  that  the 
HMO  payment  rate  that  Medicare  has  is  95  percent  of  this  spe- 
cially adjusted  fee  for  service  amount.  That  is  where  the  5  percent 
is  coming  from. 

Mr.  Burr.  That's  where  it  comes  from. 

Mr.  Ratner.  Yes. 

Mr.  Burr.  Dr.  Armstead,  do  you,  does  HCFA  see  that  as  a  cru- 
cial thing  to  change  to  achieve  the  savings  that  some  suggest  are 
in  HMOs  that — I  am  a  little  concerned  when  I  read  the  article 
about  the  new  HMO  in  my  district  that  in  fact  HCFA  offers  the  re- 
imbursement rate  and  I  guess  the  question  would  be  do  we  ever 
ask  the  company  to  suggest  what  they  would  do  it  for? 

Mr.  Armstead.  No,  I  don't  think  that  we  have  specifically,  Con- 
gressman, asked  a  company  what  they  would  do  it  for. 
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I  think  that  the  legislation  has  really  set  that  piece  in  place  since 
we  have  been  dealing  with  TEFRA  plans  and  their  participation 
and  there  is  no  question  I  think  agreement  among  certainly  all  the 
panelists  that  there  are  some  fundamental  problems  relative  to  ge- 
ographic variation  and  payment  methodologies  that  impact  the 
area  that  you  represent  compared  to  other  higher  areas  and  it  is 
clearly  a  flaw  in  the  formula  and  I  think — — 

Mr;  Burr.  Let  me  hold  for  just  a  second  if  I  can  just  to  this  one 
case  of  a  company  who  solicited  HCFA  to  offer  a  plan  and  if  I  un- 
derstand you  correctly  in  that  approval  process  by  HCFA  of  signing 
them  up  we  also  assigned  them  a  reimbursement  rate  per  person 
versus  allowing  them  to  say  we  would  cover  it  for  X. 

Is  that  correct? 

Mr,  Armstead.  That  is  true,  that  in  the  county  in  which  they 
would  be  requesting  participation  in  the  Medicare  risk  there  is  a 
prescriptive  reimbursement  for  part  A,  part  B,  AAPCC,  that  they 
would  be  paid  with  the  current  demographic  adjusters  that  would 
also  take  that  into  consideration  so  it  is  not  asked  for  them  what 
it  costs  or  what  you  paid.  It  is  legislated  what  they  would  be  paid 
based  on  the  current  methodology. 

Mr.  Burr.  Let  me  follow  that  up  by  asking  you  specifically  if  or 
when  HCFA  has  made  a  request  that  we  change  the  legislation 
that  says  that  so  that  in  fact  we  might  maximize  a  better  cost, 
given  that  that  is — that  companies  can  offer  us  a  better  rate. 

Mr.  Armstead.  It  certainly  in  my  tenure  in  the  Health  Care  Fi- 
nancing Administration  been  part  of  many  discussions,  not  only 
within  HCFA  but  certainly  in  our  ability  to  partner  more  closely 
with  the  industry,  GHAA  and  others,  to  talk  about  how  we  can  im- 
prove and  what's  the  best  payment  methodology. 

Mr.  Burr.  But  I  am  talking  about  a  specific  request  to  Congress 
to  change  legislation  that  permits  that  negotiation  to  take  place. 

It's — there's  no  wonder  that  the  reports  that  I  have  seen  suggest 
that  we  are  not  suggesting  the  level  of  savings  in  HMOs  that  the 
private  sector  in  fact  trumpeted  for  some  time  given  the  fact  that 
legislation  apparently  keeps  us  from  achieving  that  level  of  saving. 

Am  I  headed  in  the  wrong  direction  or  is  that  a  correct  assump- 
tion? 

Mr.  Armstead.  No,  I  think  that  

Mr.  Bilirakis.  Make  it  a  quick  answer,  please,  doctor.  His  time 
has  expired. 

Mr.  Armstead.  Yes,  real  quick.  I  think  that  you're  right  that  we 
need  to  change  it.  I  think  that  we  do  have  a  vehicle  through  our 
demonstration  authority  to  try  to  create  a  better  payment  meth- 
odology that  is  superior  to  then  replace  the  current  way  in  which 
we  pay  HMOs.  We  have  that  authority  available  to  us  now. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired. 

Mr.  Burr.  Thank  you. 

Mr.  Bilirakis.  Thank  you.  Mr.  Greenwood. 

Dr.  Ganske? 

Mr.  Ganske.  Thank  you,  Mr.  Chairman.  I  get  a  second  chance 
with  the  panel. 

It  was  my  impression  that  the  panel  feels  that  it  is  important  for 
Medicare  recipients  to  have  some  choices  and  I  see  nods  in  the  af- 
firmative. 
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Would  the  panel  be  against  a  provision  that  would  lock  a  patient 
into  any  of  the  options  that  we  are  talking  about,  whether  fee  for 
service,  managed  care,  or  MSAs,  for  the  rest  of  their  life? 

Ms.  WlLENSKY.  I  have  expressed  the  view  in  the  past  that  a  one- 
time choice  for  an  MSA  might  be  required  or  maybe  two  choices 
but  a  very  limited  choice  might  be  required  at  this  time  because 
of  difficulties  at  risk  adjusting. 

In  principle  I  would  not  lock  in  anyone  to  a  choice  other  than  on 
an  annual  basis. 

I  do  think  that  the  MSA  because  of  the  extreme  nature  of  the 
catastrophic  program  makes  our  difficulties  risk  adjusting  more  se- 
vere than  for  other  choices  and  therefore  I  think  you  have  to  look 
at  a  tradeoff  between  unravelling  risk  pools  with  an  MSA  option, 
which  I  strongly  believe  should  be  made  available  to  the  elderly, 
so  if  my  choice  was  no  MSAs  or  some  MSAs  and  not  unravelling 
the  risk  pool,  I  would  take  limited  MSAs  rather  than  no  MSAs. 
Other  than  that  I  would  not  lock  anyone  into  anything  beyond  a 
year's  choice. 

Mr.  Ganske.  Dr.  Altman,  do  you  have  any  thoughts  on  this? 

Mr.  Altman.  I  share  Gail's  issue  about  if  we  are  going  to  move 
to  an  MSA  option,  we  need  to  make  sure  that  it  is  actuarially 
sound  and  unfortunately  if  you  don't — if  you  allow  too  much  flexi- 
bility an  individual  can  really  game  the  system. 

We  have  seen  that  happen  in  other  Government  programs. 

If  we  were  able  to  come  up  with  the  perfect  risk  adjuster  and 
could  change  the  situation,  we  wouldn't  need  to  lock  them  in,  but 
I  don't  know  any  alternative  in  the  short  run  other  than  some  form 
of  period  of  time. 

I  don't  know  whether  it  needs  to  be  forever  or  5  years  but  if  you 
don't  do  that,  someone  will  stay  in  the  MSA  program  while  they 
are  healthy  and  then  move  into  the  fee  for  service  or  managed  care 
when  they  are  sick,  which  would  sort  of  just  create  chaos  in  the 
other  two  programs. 

Mr.  Ganske.  You  know,  I  really  don't  understand  the  rationale 
for  your  answer.  I  think  that  you  can  make  an  argument  that  those 
who  are  sickest  and  desiring  of  more  choices  in  their  care  would 
be  more  likely  to  stay  in  an  MSA,  because  they  can  choose  their 
doctors,  they  can  go  to  the  Mayo  Clinic,  they  can  go  to  wherever 
they  want.  They  have  got  an  accounting  system. 

But  I  would  strongly  say  that  to  set  up  a  system  where  somebody 
has  to  make  a  decision  on  a  one-time  basis  for  the  rest  of  their  life 
would  dissuade  them  from  that  option.  I  would  be  very  concerned 
about  such  a  plan. 

Mr.  Armstead,  do  you  have  any  thoughts  about  that? 

Mr.  Armstead.  Yes,  I  think  that  the  position  that  we  have  is 
that  whatever  it  is  proposed  or  out  there  that  we  are  true  and  com- 
mitted to  maximizing  an  individual's  ability  to  continue  in  an  opti- 
mal way  to  type  of  choices.  I  mean  it  is  really  that  the  primary 
thing  is  what  is  the  beneficiary  getting  now,  how  can  the  bene- 
ficiary or  how  would  anything  that  we  structure  potentially  nega- 
tively impact,  that  could  potentially  have  a  negative  impact  as  well 
as  far  as  their  health  security  and  additionally  if  it  is  structured 
in  any  way  in  which  it  is  not  appropriately  risk  adjusted  or  looked 
at,  that  is  an  important  issue  but  the  final  thing  as  far  as  the  bene- 
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fits  and  their  maintaining  the  types  of  benefits  that  they  are  obli- 
gated to  receive  to  ensure  that  they  are  not  paying  any  additional 
dollars,  and  I  think  it  just  kind  of  comes  back  to  where  I  have  been 
fundamentally  is  that  anything  that  we  lay  out  there  we  want  to 
be  extremely  careful  about,  you  know,  how  it's  done  and  maintain- 
ing benefit  and  choice  for  the  beneficiary. 
Mr.  Ganske.  Thank  you. 

Mr.  BlLlRAKlS.  Without  objection,  the  Chair  will  yield  an  addi- 
tional minute  to  Mr,  Burr. 
Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Dr.  Arm  stead,  I  just  want  to  follow  up  on  something  in  your  in- 
troduction, if  I  could,  in  your  statement. 

The  administration  is  committed  to  improving  Medicare's  man- 
aged care  offering.  However,  we  strongly  believe  there  is  a  right 
way  and  a  wrong  way  to  achieve  this  worthy  goal. 

Can  you  help  the  committee  to  determine  what  would  be  the 
right  way,  what  would  be  the  wrong  way  in  HCFA's  definition. 

Mr.  Armstead.  Thank  you,  Congressman.  I  think  I  can  articulate 
that  in  a  fairly  good  way. 

I  think  that  from  my  experience  as  a  clinician  as  I  come  in,  you 
know,  I  think  that  I  try  to  bring  it  from  a  vision  of  understanding 
how  some  things  can  happen  quickly  and  how  some  things  can  hap- 
pen quickly  and  can  be  problematic. 

I  think  that  we  have  to  be  careful  about  issues  of  what  we  are 
changing  as  far  as  DRG  and  what  have  you.  I  mean  things  that 
we  do  that  don't  impact  where  a  patient  goes  is  transparent  to  that 
patient.  I  mean  things  that  impact  on  that  side  the  patient  has  an 
awareness  of,  but  as  we  talk  about  a  change  in  how  an  individual 
fundamentally  is  reeducated  and  receives  care  has  to  take  some 
thought  and  compassion  about  it  and  as  we  do  it,  we  have  to  do 
it  in  a  way  in  which  it  has  an  expectation  and  respect  the  fact  that 
this  is  not  going  to  happen  overnight,  and  I  think  that  there  are 
excellent  examples  out  there  of  capacity  being  a  problem. 

So,  you  know,  the  right  and  wrong  way  has  to  bear  in  mind  that 
the  beneficiary  relative  to  their  benefits  and  their  ability  to  choose 
and  have  the  right  information  is  a  paramount  issues  relative  to 
moving  forward  with  the  choice  design  

Mr.  Burr.  Under  your  definition,  could  there  be  a  situation 
where  a  senior  has  the  choice  between  two  plans.  One  plan  ex- 
pands coverage,  is  an  HMO,  is  cheaper  for  the  taxpayers  but  be- 
cause we  ask  people  to  access  their  health  care  differently  because 
that  is  way  the  plan  is  set  up  that  HCFA  would  see  that  as  a 
wrong  way. 

Mr.  Armstead.  No,  I  don't  think  that  is  what  we  are  saying.  I 
think  part  of  the  competitive  bid  is  or  anything  that  we  look  at  as 
far  as  the  choices  as  well  as  that  separate  demo  piece  to  look  at 
multiple  delivery  models,  whether  it  is  PPO,  IDS. 

The  thing  that  we  are  interested  in  is  seeing,  first  of  all,  how  the 
beneficiaries  really  envision  and  evaluate  that  and  like  that  par- 
ticular delivery.  I  think  that  we  have  excellent  information  today 
to  show  that  seniors  generally  that  receive  care  in  Medicare  risk 
plans  are  pleased  with  the  care  they  receive,  but  as  you  move  addi- 
tional volumes  I'm  saying  that  part  of  understanding  large  people 
when  you  talk  about  37  million  with  some  complex  problems  is  to 
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make  sure  that  we  are  getting  the  type  of  information  to  assure 
that  services  are  being  provided  and  I  think  that  that  is  a  critical 
piece. 

Mr.  Burr.  Isn't,  Dr.  Armstead,  if  we  really  want  to  let  choice 
plat,  won't  seniors  tell  you  whether  in  fact  that  plans  are  the  right 
way  based  upon  whether  they  stay  in  them? 

I  mean  is  that  not  how  the  private  sector,  if  we  want  to  mirror 
the  private  sector,  isn't  that  an  important  ingredient  into  it,  versus 
an  agency  that  says  

Mr.  BlLlRAKlS.  Quick  answer,  please,  the  minute  is  long  gone. 

Mr.  BURR.  Okay. 

Mr.  Armstead.  It  is  important.  The  feedback  from  the  bene- 
ficiary is  critical  to  the  change,  but  we  clearly  have  to  lay  out  there 
the  right  type  of  educational  tools  so  they  understand  the  choice 
that  they  are  making. 

Mr.  Burr.  Let  me  just  ask  for  a  quick  response  and  it  will  be 
the  last  question,  Mr.  Chairman. 

In  your  last  statement,  in  short,  we  believe  in  expanding  and  im- 
proving options;  we  oppose  approaches  that  would  have  the  effect 
of  financially  coercing  beneficiaries  into  a  managed  care  plan. 

Now  certainly  one  of  the  discussions  that  we  have  up  here  is 
sharing  the  savings  potentially  with  seniors. 

Do  I  take  from  that  statement  that  HCFA's  position  would  be 
they  would  oppose  any  effort  to  share  any  savings  with  partici- 
pants? 

Mr.  Armstead.  We  oppose  any  effort  in  which  the  mechanism  is 
set  up  that  financially  incentivizes  or  coerces  an  individual  to  pick 
an  option  over  another. 

I  think  if  you  can  remove  that  as  part  of  the  playing  field,  then 
how  that  plays  out  we're  open  to. 

Mr.  Burr.  Financially  or  

Mr.  Bilirakis.  That  does  deserve  a  little  additional  time. 
Mr.  Armstead.  We  are  opposed  to  financial  coercion  of  Medicare 
beneficiaries'  participation  in  a  managed  care  plan. 
I  mean  that's  

Mr.  Burr.  Maybe  I  need  to  ask  you  about  your  definition  of  coer- 
cion. 

Mr.  Bilirakis.  And  maybe  financial  coercion. 
Mr.  Armstead.  Financial  coercion  is  what  I  am  speaking  specifi- 
cally to. 

Mr.  Burr.  All  right,  I'll  ask  you  to  define  that,  if  you  would. 

Mr.  Armstead.  I  mean  if  there  is  a  circumstance  in  which  the 
bidding  and  structure  is  such  or  whatever  it  is  that  it  is  from  a 
benefit  perspective  or  what  have  you  that  it  is  cheaper  minus  other 
circumstances  for  an  individual  to  go  into  a  plan,  and  it's  because 
they  are  just  purely  making  that  decision  because  they  can  afford 
that,  then  that  is  financially  coercing  them  to  pick  something 
minus  other  objective  things  that  would  be  important  about  their 
decision. 

Mr.  Burr.  Does  the  gentleman  intend  to  allow  the  recipients  of 
health  care  under  whatever  options  that  are  out  there  to  make  any 
of  the  decisions  themself?  I  mean  all  of  a  sudden  we  have  gone  to 
the  wide  part  of  the  tunnel  only  to  find  out  that  we  are  beginning 
to  narrow  it  down  because  we  know  that  without  some  reason, 
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which  we  feel  is  very  important,  for  seniors  to  venture  out  into  the 
some  of  the  new  options,  and  to  find  out  that  they  can  receive  ex- 
panded services  for  less  taxpayer  money — they  do  need  some  help 
getting  there,  but  I  think  under  what  you  are  saying  is  HCFA 
would  oppose  any  type  of  financial  sharing  of  savings  if  in  fact 
those  options  present  

Mr.  Bilirakis.  Yes,  we  had  better  be  clear  here,  because  cer- 
tainly in  the  process  of  giving  people  choice  and  the  analysis  that 
is  going  to  be  necessary  in  terms  of  their  determining  what  plan 
they  may  choose,  certainly  costs  are  going  to  be  part  of  the  consid- 
eration. 

Mr.  Burr.  Mr.  Chairman-  

Mr.  Bilirakis.  Hopefully,  that  is  not  what  you- — 

Mr.  Burr,  [continuing]  let  me  suggest  to  you  that  just  in  the 
plan  that  was  introduced  in  my  community  where  the  reimburse- 
ment certainly  is  handled  with  the  company  that  is  taking  the  risk- 
based  policy  that  the  monthly  premium  is  $40  per  individual, 
therefore  there  is  a  I  believe  $6.10  saving  for  those  people  who 
switch. 

Now  under  your  definition,  HCFA  would  not  support  that  pro- 
gram because  there  was  a  financial  savings. 

Mr.  Armstead.  No,  I  am  not  saying  that  where  there  is  a  cir- 
cumstance, where  apples  are  apples  I  am  not  saying  that  in  that 
example  that  that  is  something  that  we  oppose  where  there  is  sav- 
ings. There  are  circumstances  out  there  where  it  is  not  apples  and 
apples  and  to  the  extent  that  it  is  of — that  there  is  such  a  driving 
force  that  an  individual  is  going  there  purely  for  a  financial  choice 
or  is  coerced  to  pick  something  over  staying  in  fee  for  service,  you 
know,  as  an  example,  that  is  what,  you  know,  I  am  speaking  spe- 
cifically to,  so  I  think  that  if  you  are  looking  at  apples  to  apples 
and  an  individual  picks  for  whatever  reason  and  all  things  being 
equal  that  that  is  fine,  you  know,  if  an  individual  decides  to  

Mr.  Burr.  But  the  average  cost  per  senior  today  is  $4,800  and 
we  are  able  to  present  them  a  comparable  plan  of  coverage  that 
costs  $3,800,  HCFA  would  oppose  any  effort  to  share  that  $1,000 
savings  with  the  person  who  chose  to  switch,  is  that  correct? 

Mr.  Armstead.  No,  I  mean  if  you  strip  it  away  and  what  you  are 
essentially  getting  to  is  that  if  an  individual  has  a  fixed  amount 
of  money  that  is  in  effect  the  amount  of  a  voucher  that  is  going  to 
buy  them  "X"  and  beyond  that  they  are  going  to  be  obligated  to  pay 
additional  dollars,  then,  yes,  we  have  a  problem  with  that. 

Mr.  Bilirakis.  Well,  all  right. 

Mr.  Greenwood.  Mr.  Chairman? 

Mr.  Bilirakis.  Mr.  Greenwood,  1  minute. 

Mr.  Greenwood.  If  you  use  the  scenario  that  Dr.  Wilensky  pre- 
sented, which  is  using  the  Federal  employees'  system  where  Fed- 
eral employees  get  to  choose  from  a  menu  of  health  care  options 
and  they  pay  based  on  their  choice,  would  say  that  someone  who 
chooses  anything  less  than  the  most  expensive  has  been  coerced 
into  that? 

There's  apples  and  peaches  and  bananas  and  pears  for  sale 
there.  You  decide  whether  you  want  to  buy  the  golden  apple  be- 
cause health  care  is  that  important  to  you  or  whether  you  want  to 
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settle  for  the  pear  and  go  off  and  use  your  savings  for  something 
else  that  is  more  important  to  you. 

Is  that  coercion  or  is  that  just  free  choice  in  the  marketplace? 

Mr.  ARMSTEAD.  No,  you  know,  I'm  getting  back  to  really  a  real 
fundamental  thing  is  that  if  in  fact  we  are  dealing  with  a  cir- 
cumstance that  we  have  Medicare  beneficiaries  that  are  receiving 
"X"  amount  of  benefits  now  and  to  the  extent  that  as  we  move  into 
whatever  options  that  are  available  to  him  that  we  are  dealing 
with  a  less  amount  of  dollars.  That  basically  says,  hey,  here's  what 
you  go — here's  what  you  have,  this  is  all  that  you  can  buy  and  if 
you  want  additional  that  there  is  "X"  that  you  have  to  pay.  I  think 
that  when  you  strip  it  away  and  if  you  are  really  talking  about  and 
I  am  just  trying  to  maybe,  you  know,  Congressman,  throw  it  back 
to  you — if  we  are  really  talking  about  vouchers  then  that  is  what 
I'm  kind  of  gleaning  out  there,  then  yes,  we  have  a  problem  with 
vouchers  because  from  that  perspective  it  is  a  very  limited  thing 
of  finance  that  coerces  them  to  purchase  something  that  is  not  nec- 
essarily providing  the  necessary  benefit  package  that  they  should 
receive. 

Mr.  Bilirakis.  So  again,  what  we  are  saying,  Dr.  Armstead,  that 
we  don't  have  confidence  in  the  beneficiary  to  choose  from  among 
these  plans,  don't  think  they  have  the  intelligence  and  the  know- 
how,  and  that  the  Federal  Government  will  decide  for  them? 

Mr.  Armstead.  I  am  not  saying  that. 

Mr.  Bilirakis.  Well,  but  it  almost  does  because  we  are  talking 
about  retaining  what  is  currently  there,  fee  for  service.  We  are 
talking  about  adding  additional  choices,  additional  menu  items,  to 
use  Mr.  Greenwood's  term,  and  yet  you  would  say  that  at  least  one 
of  those  potential  menu  items,  vouchers,  is  not  acceptable  because 
you  don't  think  it  is  a  good  choice. 

Mr.  Armstead.  Mr.  Chairman,  what  I  am  saying  is  that  if  you 
take  a  very  mature  circumstance  of  what  potential  individuals  are 
participating  in,  and  I  am  just  taking  where  we  are  now  relative 
to  the  gravity  of  how  we  are  trying  to  move  this  agenda,  that  it 
is  critically  important  that  individuals  have  the  type  of  information 
to  make  the  right  type  of  choice,  but  if  we  are  talking  about  move- 
ment at  the  gravity  speed  that  we  have,  you  know,  suggested  as 
a  possible  solution,  the  scenario,  the  answer  is  is  that  we  have  not 
dealt  with  in  the  types  of  numbers  in  the  vulnerable  populations 
of  Medicare — Medicaid  to  get  to  where  we  think  individuals  would 
have  the  type  of  information  to  make  those  types  of  decisions,  and 
we  are  just  not  there  yet,  so  that  in  fact  something  was  done  now, 
it  would  truly  be  lack  of  information  that  would  allow  them  to  real- 
ly understand  what  decision  they  are  making  and  they  are  really 
making  it  on  financial,  on  a  financial  reason. 

Mr.  Bilirakis.  Well,  Dr.  Armstead,  with  all  due  respect,  and  you 
just  happen  to  be  the  one  here,  so  I'm  certainly  not  trying  to  target 
you,  but  we  have  had  a  problem  with  Medicare  for  a  long  time. 

The  trustees  came  out  with  the  same  sort  of  decision  last  year. 
No  efforts  have  been  made  that  I  can  see,  to  take  care  of  that. 

Now  the  Congress  is  trying  to  do  this  within  this  short  period  of 
time  because  Medicare  is  going  out  of  business. 

It  is  critical,  sir,  as  nothing  has  taken  place  all  of  these  years. 
Well,  somebody  is  going  to  have  to  do  it  quickly.  I  would  like  to 
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think  that  we  think  positively  rather  than  negatively,  so  that  we 
can  work  together  rather  than  the  other  way  around. 

I  guess  I  am  not  sure,  you  know,  I  guess  none  of  us  are  really 
sure  what  you  meant  by  financial  coercion.  Maybe  we  ought  to  lay 
that  at  rest  for  the  time  being  and  give  you  an  opportunity  possibly 
to  explain  that  to  us  later  on. 

We  have  another  panel  here. 

Mr.  Burr.  Mr,  Chairman,  one  quick  statement? 

Mr.  Bilirakis.  I  know. 

Mr.  Burr.  I  am  not  sure  that  there  are  any  seniors  in  this  coun- 
try today  that  are  waiting  on  HCFA's  report  on  Medicare  Select  be- 
fore they  make  a  decision  as  to  whether  to  use  it  or  not.  The  only 
person  that's  waiting  on  the  report  is  the  committee  here. 

I  am  not  sure  that  that  report  is  necessary  for  that  decision  to 
be  made  by  individuals  in  the  marketplace,  so  I  hope  that  we  will 
explore  this  in  a  little  more  depth  prior  to  heading  down  a  road 
that  I  think  we  are  on  a  collision  course  with  the  agency  that  is 
going  to  oversee  it- 
Mr.  Ganske.  Mr.  Chairman? 

Mr.  Bilirakis.  Yes?  I'll  recognize  you  in  a  minute,  Dr.  Ganske. 

I  just  wanted  to  ask  a  generic  question,  something  that  really 
greatly  concerns  me  and  I  am  trying  not  to  take  any  immediate  po- 
sitions on  the  role  of  managed  care — it  certainly  appears  like  man- 
aged care,  as  it  already  has  been  to  some  degree,  will  be  an  option 
that  is  available  for  beneficiaries,  our  seniors  out  there. 

I  spent  much  of  this  last  week — well,  I  spent  all  of  it  at  home, 
and  talked  to  many  physicians. 

There  is  always  this  concern  about  quality,  retaining  the  quality 
of  health  care  and  making  sure  that  managed  care  is  not  a  result 
of  the  profit  motives.  A  group  of  physicians  for  instance  in  Clear- 
water, Florida,  tell  me  through  someone  else  that  they  are  literally 
going  to  have  to  hang  up  their  spurs  so  to  speak — they  are  going 
to  go  out  of  business  because  of  managed  care. 

A  pediatrician  here  in  Silver  Spring,  Maryland — and  pediatri- 
cians don't  make  very  much  money — this  group  was  tied  in  with  a 
managed  care  facility.  They  have  been  dropped  by  the  managed 
care  facility,  and  I  think  it  is  that  same  facility  which  put  in  a  com- 
peting facility  right  across  the  street  from  theirs,  and  that  is  about 
to  put  them  out  of  business. 

Well,  there  are  many  who  would  say,  well,  who  needs  to  protect 
the  doctors?  They  are  making  an  awful  lot  of  money.  Yesterday  I 
heard  at  a  meeting  with  a  speaker,  a  comment  was  made,  that 
there's  many  areas  of  the  country  that  are  overstocked  with  certain 
specialties,  and  so  who  should  be  concerned  about  those  people? 

But  I  think  we  should  all  be  concerned  about  these  well-trained 
individuals  who  have  meant  so  much  to  us  over  the  years,  conceiv- 
ably going  out  of  business  by  virtue  of  what  we  might  be  doing 
here. 

Any  comments  toward  that  end?  It  greatly  concerns  me. 

Ms.  WlLENSKY.  Well,  I  think  that  in  fact  we  are  going  to  see 
some  of  that  happening  because  we  have  a  substantial  excess  num- 
ber of  specialists,  particularly  in  some  of  the  urban  areas.  Some  of 
them  may  take  retraining  or  may  move  out  to  some  parts  of  the 
country  that  do  not  have  large  numbers  of  physicians  and  that 


269 


would  defuse  some  of  it,  but  I  think  it  is  part  of  what  you  are  going 
to  see  happen  in  hospitals  and  physicians. 

We  have  roughly  60  percent  occupancy  in  hospitals  and  there 
probably  will  be  some  downsizing  and  it  will  be  painful  for  some 
of  these  individuals,  so  we  can  think  about  whether  the  Govern- 
ment should  have  a  role  in  terms  of  doing  some  reconversion,  some 
training,  the  way  we  did  in  the  Defense  Manpower  Reconversion  ef- 
forts of  the  late  1980's. 

That  doesn't  mean  that  we  can't  try  to  make  sure  that  there 
aren't  incentives,  that  areas  that  have  shortages  can  attract  physi- 
cians through  loan  forgiveness  or  that  specialty  areas  can  attract 
certain  physician  groups  to  try  to  increase  their  numbers.  But  in 
the  Washington  metropolitan  area  and  New  York  and  California, 
large  parts  of  California,  there  really  are  substantial  numbers  in 
excess  of  what  at  least  integrated  delivery  systems  would  use,  and 
there's  going  to  be  a  lot  of  financial  pressure  to  push  those  individ- 
uals into  finding  some  other  areas.  The  Government  can  try  to  help 
that  transformation  if  they  think  they  can  do  it  without  making 
matters  worse,  so  I  think  there  is  some  truth  to  that. 

Mr.  Bilirakis.  Any  other  comments  toward  that  end? 

All  right,  Dr.  Ganske,  for  one  additional  minute,  and  then  I  will 
recognize  Mr.  Pallone. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

Just  to  get  back  to  some  of  the  earlier  testimony,  I  want  to  nail 
something  down.  Mr.  Ratner,  I  believe  you  mentioned  that  in  your 
opinion  the  HMO  contracts  that  the  government  has  for  Medicare 
have  resulted  in  6  to  28  percent  overpayments.  Was  that  your 
statement? 

Mr.  Ratner.  Yes.  Our  review  of  the  research  points  to  that. 

Mr.  Ganske.  There  has  been  a  lot  of  discussion  of  a  study,  the 
Mathematica  study,  that  shows  that  Medicare  was  paying  5.7  per- 
cent more  than  the  individual  would  have  cost  the  system  if  they 
had  been  enrolled  in  fee  for  service.  So  that  would  also  tend  to  go 
along  with  your  statement;  is  that  right? 

Mr.  Ratner.  Exactly. 

Mr.  Ganske.  Okay.  I  guess  I  would  just  like  the  panel  to  give 
a  yes  or  no  answer.  Do  you  think  the  government  can  do  a  better 
job  with  its  managed  care  contracts  than  it  has  been  doing? 

Ms.  Wilensky.  Yes. 

Mr.  Altman.  Yes. 

Mr.  Armstead.  Yes. 

Mr.  Ratner.  Yes. 

Mr.  Ganske.  Thank  you. 

Mr.  Bilirakis.  Mr.  Pallone,  no  questions. 

All  right.  I  would  excuse  this  panel.  Thank  you  so  much  for  your 
patience,  you  have  been  very,  very  helpful. 

The  next  and  last  panel  and,  again,  we  appreciate  their  patience, 
consists  of  Mr.  Guy  King,  who  is  a  partner  with  Ernst  and  Young; 
Ms.  Karen  Ignagni,  President  of  Group  Health  Association  of  Amer- 
ica; Mr.  Eugene  Huang,  Director  of  Medicare,  Oxford  Health  Plan; 
and  Mr.  Jim  Firman,  President  and  CEO  of  the  National  Council 
on  Aging. 

We  will  start  off  with  Mr.  King.  Again,  your  written  statements 
are  a  part  of  the  record.  If  you  could  hold  your  testimony,  oral  tes- 
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timony,  as  close  to  5  minutes  as  possible,  certainly  we  would  appre- 
ciate it. 

Thank  you. 

Mr.  King. 

STATEMENTS  OF  GUY  KING,  PARTNER,  ERNST  AND  YOUNG; 
KAREN  IGNAGNI,  PRESIDENT  AND  CEO,  GROUP  HEALTH  AS- 
SOCIATION OF  AMERICA;  EUGENE  W.  HUANG,  DIRECTOR  OF 
MEDICARE,  OXFORD  HEALTH  PLAN;  AND  JAMES  FIRMAN, 
PRESIDENT  AND  CEO,  NATIONAL  COUNCIL  ON  AGING 

Mr.  King,  Thank  you,  Mr.  Chairman.  I  would  just  like  to  point 
out,  I  will  try  to  keep  it  brief  since  I  know  we  are  running  behind 
time.  I  am  testifying  today  as  an  individual.  I  was  the  chief  actuary 
of  HCFA  for  16  years,  so  I  am  testifying  on  the  basis  of  my  experi- 
ence when  I  was  with  HCFA  when  I  was  responsible  for  both  devel- 
oping and  implementing  and  updating  every  year  the  AAPCC  pay- 
ments. 

Rather  than  talk  about  how  the  payments  are  developed,  I  will 
point  out  that,  although,  as  you  can  see  from  my  testimony,  the 
AAPCC  payment  mechanism  is  conceptually  very  simple,  it  is  real- 
ly very  complicated  to  implement  and  it  stretches  HCFA's  data 
sources  to  the  limits.  Even  though  HCFA  has  one  of  the  best  data 
bases  in  the  world,  it  still  stretches  HCFA's  data  sources  to  the 
limits.  That  is  an  important  consideration  when  you  consider  addi- 
tional complications  in  the  AAPCC  formula. 

With  regard  to  problems  with  the  AAPCC  formula,  much  has 
been  mentioned  about  the  need  for  risk  adjustors.  I  disagree  with 
risk  adjustors  as  the  solution  to  the  problem.  Risk  adjustors  can 
only  go  so  far  in  preventing  favorable  selection,  but  they  can't  solve 
the  problem.  The  problem  that  really  exists  now  is  because  there 
are  no  administrative  means  for  preventing  favorable  selection. 

For  example,  an  enrollee  can,  in  the  Medicare  Risk  Program, 
disenroll  at  the  end  of  every  month.  That  is  an  open  invitation  to 
favorable  selection.  By  the  same  token,  when  HMOs  enroll  bene- 
ficiaries, there  are  no  protections  that  protect  the  Medicare  pro- 
gram against  favorable  selection,  for  example,  by  virtue  of  a  HMO 
enrolling  people  at  dances  or  seminars  or  other  functions  where 
you  are  basically  going  to  have  your  healthier  people  showing  up. 

I  dealt  with  many  complaints  about  the  AAPCC  payment  mecha- 
nism when  I  was  chief  actuary  at  HCFA,  and  the  resolution  of  vir- 
tually all  of  those  complaints  involved  tradeoffs  of  one  desirable 
characteristic  against  another. 

For  example,  some  plans  wanted  a  smaller  geographic  area. 
Other  plans  wanted  a  larger  geographic  area,  and  what  this  in- 
volved in  the  AAPCC  was  a  tradeoff  of  greater  stability  versus 
greater  accuracy,  and  virtually  all  the  marginal  changes  in  the 
AAPCC  involved  these  kinds  of  tradeoffs. 

I  think  that  one  of  the  real  problems  that  exists  with  the  AAPCC 
as  required  by  TEFRA  is  that  it  basically  constitutes  government- 
mandated  shadow  pricing.  By  that  I  mean  that  since  it  is  tied  to 
the  fee-for-service  sector,  if  a  managed  care  plan  does  achieve  fa- 
vorable selection  because  the  AAPCC  is  based  on  fee-for-service 
sector  costs,  as  favorable  selection  by  the  managed  care  plan  in- 
creases and  HMO  penetration  increases,  then  the  AAPCC  goes  up 
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instead  of  down.  It  goes  exactly  in  the  opposite  direction  that  it 
should  go  if  favorable  selection  should  be  achieved. 

So  one  of  the  fundamental  changes  I  would  recommend  is  that 
the  method  of  paying  managed  care  plans  be  decoupled  completely 
from  the  fee-for-service  sector.  I  think  some  of  the  other  panelists 
earlier  mentioned  that  also. 

This  concludes  my  formal  remarks.  Thank  you  very  much,  Mr. 
Chairman. 

[The  prepared  statement  of  Guy  King  follows:] 

Prepared  Statement  of  Guy  King,  Former  Chief  Actuary.  HCFA 

Mr.  Chairman,  my  name  is  Guy  King.  I  was  the  Chief  Actuary  for  the  Health 
Care  Financing  Administration  from  1978  to  1994.  During  my  time  as  Chief  Actu- 
ary, I  was  responsible  for  the  development  and  implementation  of  the  AAPCC  pay- 
ment method  and  the  annual  updates  to  the  payments. 

How  The  AAPCC  is  Estimated 

The  AAPCC  payment  mechanism  for  risk  HMO's  is  designed  to  meet  the  require- 
ments of  the  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA)  of  1982.  A  certain 
amount  of  discretion  is  allowed  in  the  development  of  the  rates  within  the  confines 
of  the  requirements  of  TEFRA.  The  AAPCC  is  estimated  in  four  conceptually  simple 
steps: 

1.  The  USPCC  (United  States  Per  Capita  Cost),  which  represents  the  national  aver- 

age medicare  cost,  is  estimated. 

2.  The  USPCC  is  geographic  adjusted  to  the  county  level. 

3.  Per  capita  costs  are  adjusted  to  a  "non-HMO"  basis  by  removing  both  payment 

and  enrollment  for  HMO's  (eligible  organizations). 

4.  An  adjustment  is  made  for  the  demographics  of  the  county  non-HMO  population. 

The  demographic  factors  include  age,  sex,  institutional  status,  Medicaid  status, 

and  working  aged  status. 
In  addition,  adjustments  are  made  for  the  impact  of  Medicare  initiatives  which 
make  geographic  shifts  in  Medicare  payments.  These  adjustments  include  the  DRG 
prospective  payment  system  for  inpatient  hospital  services  and  the  RBRVS  physi- 
cian fee  schedule.  The  resulting  amount  is  multiplied  by  95  percent  for  payment  to 
the  HMO. 

As  you  can  see,  in  concept  the  AAPCC  is  simple.  However,  the  determination  of 
the  AAPCC  is  an  enormously  complex  undertaking,  and  minor  and  insignificant 
flaws  in  the  data  base  can  become  magnified  by  the  AAPCC  requirements.  HCFA's 
data  base,  which  is  probably  one  of  the  best  health  care  data  bases  in  the  world, 
is  stretched  to  the  limit  by  the  requirements  of  the  AAPCC  calculation. 

Perceived  Problems  with  the  AAPCC  Formula 

The  AAPCC  probably  meets  the  requirements  of  the  TEFRA  legislation  as  closely 
as  is  feasible.  Both  researchers  reviewing  the  AAPCC  and  the  HMO  industry  agree 
that  the  AAPCC  is  flawed.  It  isn't,  but  that  is  their  perception. 

Researchers  believe  that  the  AAPCC  is  flawed  because  it  pays  too  much  because 
it  doesn't  have  a  health  risk  adjuster.  The  HMO  industry  believes  it  is  flawed  be- 
cause it  pays  too  little,  and  because  it  does  not  distribute  the  payments  correctly. 
Let  me  explain  why,  in  my  opinion,  both  of  these  perceptions  are  incorrect. 

Health  Risk  Adjusters  and  Risk  Segmentation 

Risk  segmentation  will  always  occur  whenever  multiple  health  prepayment  op- 
tions are  available,  and  the  Medicare  risk  program  is  no  exception.  The 
Mathematica  study,  the  most  comprehensive  study  available,  shows  that  risk  seg- 
mentation in  the  Medicare  program  is  virtually  always  in  favor  of  the  HMO  or  Com- 
petitive Medical  Plan  (CMP).  Although  researchers  claim  that  a  health  risk  adjust- 
ment to  the  AAPCC  is  necessary  to  correct  this  problem,  I  do  not  agree.  It  can  be 
demonstrated  that  when  the  HMO  or  CMP  plan  can  select  its  enrollees,  a  health 
risk  adjuster  will  exacerbate  the  effect  of  selection  rather  than  improve  it.  Dem- 
onstrations of  health  risk  adjusters  by  HCFA  have  shown  that  this  is,  in  fact,  the 
case.  A  health  risk  adjuster  was  used  in  demonstration  projects  in  HMO's  that  had 
been  shown  by  the  mathematica  study  to  be  overpaid  by  the  AAPCC.  The  implemen- 
tation of  a  risk  adjuster  paid  these  HMO's  even  more,  just  as  predicted,  when  the 
HMO  selects  its  enrollees.  In  addition,  some  HMO's  were  not  able  to  cope  with  the 
data  requirements  of  the  risk  adjusters,  and  HCFA  found  it  difficult  to  make  accu- 
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rate  payments  because  the  health  risk  adjuster  represented  an  additional  complica- 
tion to  an  already  complex  payment  structure. 

The  AAPCC  payment  mechanism  can  provide  only  limited  protection  against  risk 
segmentation.  Most  of  the  protection  must  be  provided  by  administrative  and  regu- 
latory means,  and  these  protections  are  not  in  place  in  the  Medicare  risk  program. 
For  example,  HMO's  can  disenroll  beneficiaries  at  the  end  of  every  month.  This  is 
an  open  invitation  to  favorable  selection  upon  disenrollment.  Also,  plans  market 
their  products  using  marketing  techniques  that  result  in  favorable  selection,  such 
as  signing  up  enrollees  at  dances,  seminars,  or  other  functions  that  only  active, 
healthy  seniors  attend.  Since,  in  a  given  year,  50  percent  of  Medicare  expenses  are 
accounted  for  by  5  percent  of  the  beneficiaries,  it  does  not  require  a  substantial  ef- 
fort to  largely  exclude  the  few  beneficiaries  accounting  for  50  percent  of  the  ex- 
penses. Favorable  selection  upon  disenrollment  can  be  even  more  substantial,  be- 
cause the  HMO  has  detailed  knowledge  of  the  health  status  of  the  beneficiary. 

HMO  Industry  Complaints 

Resolution  of  virtually  all  of  the  complaints  about  the  AAPCC  by  the  HMO  indus- 
try would  involve  trade-offs  of  one  problem  for  another.  For  example,  some  have 
complained  that  the  geographic  adjusters  should  be  based  on  larger  areas,  others 
that  they  should  be  based  on  smaller  areas.  Such  changes  involve  trade-offs  of  accu- 
racy versus  stability. 

The  Real  Problem  with  the  AAPCC 

One  of  the  real  problems  with  the  AAPCC,  as  required  by  TEFRA,  is  that  it  con- 
stitutes government  mandated  "shadow  pricing."  With  a  10  percent  penetration 
-rate,  and  a  ninety-five  percent  payment  rate,  the  most  that  could  be  saved,  even 
assuming  no  risk  segmentation,  would  be  0.5  percent — less  than  a  billion  dollars. 
In  fact,  though,  risk  segmentation  exists,  and  as  the  HMO  penetration  rate  in- 
creases and  sicker  people  are  left  in  the  fee-for-service  sector,  fee-for-service  costs 
go  up.  Thus,  favorable  selection  by  HMO's  results  in  higher  payments  to  HMO's, 
rather  than  lower.  Because  of  this  flaw  in  the  TEFRA  legislation,  HMO  payments 
need  to  be  decoupled  completely  from  the  fee-for-service  sector. 

This  concludes  my  formal  remarks  and  I'll  be  pleased  to  answer  any  questions  you 
may  have. 

Mr.  Bilirakis.  Thank  you,  sir. 
Ms.  Ignagni. 

STATEMENT  OF  KAREN  IGNAGNI 

Ms.  Ignagni.  Thank  you,  Mr.  Chairman.  My  name  is  Karen 
Ignagni.  I  am  the  President  of  the  Group  Health  Association  of 
America. 

I  am  delighted  to  have  the  opportunity  to  participate  in  this 
hearing  which  I  understand  is  the  beginning  of  a  process  for  this 
committee,  and  we  look  forward  to  being  as  helpful  as  we  can. 

I  would  like  to  share  with  you,  that  as  you  begin  and  continue 
your  deliberations,  we  have  some  thoughts  on  the  longer-term  re- 
structuring agenda,  some  of  which  has  been  raised  this  morning, 
and  we  will  look  forward  to  the  opportunity  to  present  some  new 
thinking  in  this  regard  when  it  is  appropriate. 

I  also  would  like  to  say  that  the  prism  through  which  we  are 
looking  at  changes  in  the  Medicare  program  really  gets  down  to 
what  a  number  of  you  observed  in  your  opening  statements.  Our 
objectives  are  to  try  to  develop  proposals  that  give  beneficiaries  the 
same  choices  that  are  available  to  working  Americans  and  to  Fed- 
eral employees,  and  I  believe  that  there  are  ways  to  begin  moving 
in  that  direction  that  do  respond  to  some  of  the  technical  issues 
that  were  raised  this  morning. 

On  today's  matter,  I  would  like  to  make  four  points.  First,  that 
although  we  have  heard  quite  a  lot  about  the  allegation  of  potential 
-favorable  selection  in  HMOs,  I  think  it  is  important  to  observe  that 
those  thoughts  and  hypotheses  are  drawn  from  data  which  was 
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submitted  largely  by  Mathematica,  which  is  the  often-cited  re- 
search report  in  this  area  based  on  1987  and  1988  data.  Let  me  re- 
mind you  that  the  program  began  in  1985,  so  that  was  a  snapshot 
of  the  industry  2  to  3  years  out. 

We  are  delighted  to  provide  for  the  committee's  consideration 
new  data  based  on  a  survey  of  over  14,000  people  done  by  the  Na- 
tional Research  Council.  Dr.  Ganske,  you  and  I  had  a  chance  to  dis- 
cuss that  and,  in  response  to  your  query  about  the  raw  data,  I 
wanted  to  observe  to  you  that  we  are  not  in  a  position  to  transmit 
that  because  that  case  is  not  our  data,  but  we  can  make  them 
available  in  terms  of  where  you  can  get  them  to  your  staff. 

But  these  are,  I  think,  encouraging  in  terms  of  the  committee's 
consideration  because  they  do  demonstrate  that  we  are  serving  our 
fair  share  of  individuals  by  particular  disease  category  who  are  as 
ill  as  individuals  are  in  the  fee-for-service  sector. 

The  second  point  I  would  like  to  make,  Mr.  Chairman,  is  that  the 
satisfaction  studies  are  well  known,  but  I  would  like  to  direct  your 
attention  to  some  of  the  enrollment  data,  and  you  may  be  inter- 
ested to  know  that  90  percent  of  individuals  in  an  HMO  choose  to 
stay  there  and  6  percent  leave  for  reasons  unrelated  to  plan,  condi- 
tion, et  cetera. 

On  the  quality  side,  the  third  point  we  are  beginning  to  develop 
quite  an  impressive  body  of  literature  in  peer  review  studies  and 
journals  about  the  track  record  of  quality  of  care  provided  in 
HMOs.  Again,  I  would  be  delighted  and  proud  to  talk  about  that. 

Finally,  point  four  on  savings,  I  think  that  we  want  to  look 
broadly  at  savings,  and  it  would  be  a  mistake  simply  to  confine  our 
deliberations  to  the  AAPCC.  We  are  finding  through  research  re- 
ports, and  we  have  summarized  a  number  of  them  for  your  consid- 
eration today,  that  as  we  move  into  more  managed  care  in  markets 
that  we  are  providing  a  very  encouraging  spillover  effect  for  the 
fee-for-service  industry,  and  I  think  that  is  something  that  you 
want  to  look  at. 

Also,  as  you  know,  under  the  AAPCC  our  plans  are  living  within 
a  budget  and  not  coming  back  to  the  government  for  additional  re- 
imbursement, which  is  also,  I  suspect,  of  interest  to  you. 

In  terms  of  improvements,  we  are  talking  and  have  discussed 
with  you  in  prior  hearings  some  essential  changes  to  the  AAPCC 
methodology,  many  of  which  have  been  reviewed  already  and  I 
won't  go  over  that.  I  will  say  that  we  are  offering  for  your  consider- 
ation a  proposal  related  to  the  other  MSA,  that  is  metropolitan  sta- 
tistical areas,  in  terms  of  changing  some  of  the  computation,  decou- 
pling with  the  fee-for-service  sector,  et  cetera,  and  some  of  the  tech- 
nical proposals  that  have  been  put  on  the  table  in  the  past. 

In  terms  of  immediate  changes  in  addition  to  the  technical  as- 
pects, clearly,  without  a  doubt,  if  we  do  nothing  else,  we  ought  to 
get  more  information  to  beneficiaries  about  the  range  of  choices 
there  already  are  in  markets. 

Second,  we  ought  to,  and  we  have  been  working,  we  think,  very 
productively  with  HCFA  about  trying  to  shorten  the  time  it  takes 
to  actually  get  approved  to  be  a  risk  contractor.  As  you  may  know, 
it  takes  anywhere  from  12  to  18  months,  in  some  cases  up  to  2 
years  to  be  approved,  so  if  you  want  to  enter  the  Medicare  market, 
it  takes  some  time. 
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Finally,  we  are  offering  for  your  consideration  some  thoughts 
about  the  potential  to  integrate  better  decisionmaking  across 
HCFA  regional  offices.  Yes,  we  do  have  a  national  program  but,  by 
large  measure,  we  have  regional  administration,  and  we  think  we 
are  beginning  to  make  some  real  progress  in  terms  of  identifying 
that  as  a  problem  that  folks  need  to  take  a  look  at. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Karen  Ignagni  follows:] 

Prepared  statement  of  Karen  Ignagni,  President  and  CEO.  Group  Health 
Association  of  America,  Inc. 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Karen  Ignagni,  President 
and  CEO  of  the  Group  Health  Association  of  America  (GHAA).  GHAA  is  the  leading 
national  association  for  health  maintenance  organizations  (HMOs).  Our  385  member 
HMOs  serve  80  percent  of  the  50  million  Americans  receiving  health  care  through 
HMOs  today. 

We  are  pleased  to  have  been  asked  to  testify  as  the  Committee  begins  its  consid- 
eration of  the  future  of  the  Medicare  program  and,  as  a  starting  point,  to  participate 
in  exploring  Medicare's  current  methodology  for  paving  HMOs  for  services — the  "ad- 
justed average  per  capita  cost" — or  AAPCC.  We  look  forward  to  presenting  our  views 
on  overall  Medicare  reform  later  this  month.  GHAA  believes  that  Medicare  must  be 
modernized  to  reflect  the  dramatic  developments  that  have  occurred  in  the  private 
sector  since  Medicare  was  enacted  30  years  ago.  Medicare  can  be  strengthened  best 
by  offering  beneficiaries  the  same  kinds  of  choices  that  already  are  available  to  mil- 
lions of  working  Americans  both  in  the  private  sector  and  in  the  federal  govern- 
ment. 

Today,  I  would  like  to  review  two  subjects  as  the  committee  examines  the  specific 
issue  of  the  AAPCC: 

•  The  current  status  of  the  Medicare  HMO  risk  contracting  program;  and 

•  Changes  and  issues  to  consider  in  the  current  AAPCC  methodology. 

Medicare  contracting  program 

The  Medicare  HMO  risk  contracting  program  was  enacted  in  1982  as  part  of  the 
Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA),  after  a  number  of  years  of  suc- 
cessfulidemonstrations  of  the  payment  models.  The  TEFRA  program  provided  for 
Medicare  contracting  with  HMOs  and  competitive  medical  plans  (CMPs) 1  meeting 
specifies  standards  and  authorized  payment  to  those  plans  of  95  percent  of  the  esti- 
mated cost  of  fee-for- service  Medicare  in  the  geographic  area  (the  county) — the 
AAPCC. 

While  the  specifics  of  the  AAPCC  calculation  are  complex  (a  detailed  explanation 
will  be  submitted  for  the  record),  the  methodology  incorporates  four  basic  steps: 

•  calculation  of  the  national  per  capita  cost  for  care  under  Medicare  (this  is  the 

United  States  Per  Capita  Cost,  or  USPCC); 

•  estimating  the  county  per  capita  cost  of  fee-for-service  care  by: 

— applying  a  county  adjuster  to  the  USPCC  (the  county  adjuster  is  a  moving 
five-year  average  of  the  ratio  of  county  per  capita  costs  to  national  per  capita 
costs); 

— adjusting  for  county  HMO  expenditures;  and 

— adjusting  for  the  demographic  mix  of  the  county's  beneficiaries. 

•  multiplying  the  county  per  capita  cost  by  95  percent;  and 

•  applying  tne  actuarial  risk  adjustments  developed  by  HCFA  to  account  for  age, 

sex,  Medicaid  status,  institutional  status,  and  employer-based  coverage  of  the 
beneficiary. 

As  of  this  year,  roughly  3.1  million  Medicare  beneficiaries  have  chosen  to  be 
served  through  one  of  the  HMO  contracting  options  offered  by  the  Medicare  pro- 
gram. Since  1990,  enrollment  in  Medicare  risk  plans  has  doubled,  while  combined 
enrollment  in  all  HMO  options  has  grown  by  70  percent.  Let  me  briefly  review  for 
the  Committee  some  of  the  most  successful  features  of  that  program — a  broad  en- 
rollment base,  satisfied  members,  documented  quality,  and  savings. 

Broad  enrollment  base:  The  National  Research  Corporation  found  that  seniors  en- 
rolled in  HMOs  and  in  fee-for-service  Medicare  are  very  similar  in  terms  of  overall 


Competitive  medical  plans  (CMPs)  are  HMOs  that  have  not  chosen  to  become  federally  quali- 
fied but  meet  similar  federal  standards  For  the  remainder  of  the  testimony,  we  use  the  term 
"HMO"  to  refer  to  both  HMOs  and  CMPs. 
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self-reported  health  status  and  incidence  of  chronic  medical  conditions.  As  shown  in 
Figure  1,  16.7  percent  of  HMO  members  reported  that  they  were  in  "excellent"  or 
"very  good"  health,  compared  with  16.5  percent  of  fee-for-service  enrollees.  The  per- 
centage in  both  populations  reporting  "poor"  health  was  the  same,  13.6  percent. 

Figure  1 

Comparison  of  Elderly  Individuals'  Perceived  Health  Status  HMO  vs.  FFS  Coverage 
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Source:  Nations!  Research  Corporation  Healthcare  Market  Guide  1M4 

Further,  the  percentage  of  Medicare  HMO  enrollees  with  selected  chronic  condi- 
tions generally  is  similar  to  the  FFS  sector,  as  shown  in  Figure  2.  For  example,  49.2 
percent  of  seniors  enrolled  in  HMOs  reported  suffering  from  arthritis,  compared  to 
49.1  percent  in  FFS  Medicare. 

Figure  2 

Comparison  of  Elderly  Individuals  with  Chronic  Conditions  HMO  vs.  FFS  Coverage 
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Source:  National  Resource  Corporation  Healthcare  Market  Guide,  1994 


These  data  are  in  direct  contrast  to  the  often-cited  Mathematica  Policy  Research 
study  on  favorable  selection  in  the  Medicare  HMO  program — a  study  that  was  based 
on  beneficiaries  who  enrolled  in  1987  or  1988  (seven  to  eight  years  ago).  Since  1987, 
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enrollment  in  Medicare  risk  HMOs  has  more  than  doubled,  and  as  that  enrollment 
has  grown,  the  characteristics  of  the  HMO  population  have  become  increasingly 
similar  to  those  in  the  fee-for-service  population. 

Satisfaction:  Medicare  HMOs  attract  a  broad  mix  of  enrollees.  In  addition,  bene- 
ficiaries who  have  chosen  this  approach  are  satisfied  with  their  care.  During  the 
past  year,  numerous  groups  have  conducted  patient  satisfaction  surveys  showing 
that  HMO  subscribers  are  more  satisfied  overall  with  their  health  plan  than  fee- 
for-service  subscribers.  A  National  Research  Corporation  survey  of  over  19,000  el- 
derly Americans  found  that,  for  all  levels  of  self-designated  health  status,  the  elder- 
ly enrolled  in  HMOs  are  more  satisfied  with  their  coverage  than  the  elderly  receiv- 
ing services  under  the  traditional  Medicare  fee-for-service  program.  Figure  3  high- 
lights these  data — indicating  that  HMOs  achieve  higher  subscriber  satisfaction  not 
just  among  the  healthy,  but  also  among  the  sick. 

Figure  3 

Overall  Satisfaction  with  Coverage,  Based  on  Health  Status  HMO  vs.  FFS  Medicare 
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Source:  National  Research  Corporation  Healthcare  Market  Guide.  1994 
Sample  iae:  14.695 

This  level  of  satisfaction  is  highlighted  further  by  the  fact  that  Medicare  bene- 
ficiaries who  choose  HMOs  stick  with  them.  A  recent  study  of  Medicare  HMO  enroll- 
ees in  1994  found  that:  84  percent  remained  with  their  HMO;  6  percent  switched 
to  another  HMO  in  their  area;  6  percent  left  for  reasons  unrelated  to  the  plan  (e.g., 
they  moved  out  of  the  area);  and  4  percent  returned  to  local  fee-for-service  care. 

Quality:  Medicare  HMOs  offer  high  quality  health  care.  A  recent  study  by  the 
Health  Care  Financing  Administration  showed  that  elderly  HMO  members  with 
cancer  are  more  likely  to  be  diagnosed  at  an  early  stage  than  those  in  the  fee-for- 
service  sector.  This  is  due  to  coverage  of  and  improved  access  to  preventive  care 
under  comprehensive  HMO  coverage,  which  also  is  highlighted  in  a  study  by  the 
Centers  for  Disease  Control  (CDC)  and  the  National  Center  for  Health  statistics 
that  found  that  women  in  HMOs  are  more  likely  to  obtain  mammograms,  pap 
smears,  and  clinical  breast  exams  than  those  in  the  fee-for-service  sector.  Another 
study,  comparing  care  for  patients  age  65  and  older  with  acute  myocardial  infarction 
(heart  attack),  concluded  that  HMO  patients  received  better  care  than  that  received 
by  patients  in  a  national  fee-for-service  sample. 

Savings:  Finally,  HMOs  lower  the  rate  oi  increase  in  spending  on  health  care  in 
two  ways — by  holding  down  costs  in  their  plans,  and  by  producing  savings  in  the 
marketplace  as  a  whole  (the  so-called  "spillover"  effect). 

By  promoting  competition  in  an  area,  HMOs  lead  to  reductions  in  fee-for-service 
costs.  W.P.  Welch  of  the  Urban  Institute  estimated  that  for  metropolitan  statistical 
areas  with  more  than  25  percent  of  the  population  enrolled  in  the  Medicare  risk  pro- 
gram, fee-for-service  costs  decline  by  10  percent.  Studies  by  Glenn  Melnick  and 
James  Robinson  found  that  hospital  costs  increased  less  rapidly  in  areas  of  Califor- 
nia where  HMOs  had  a  larger  market  share.  Jack  Hadley  and  Darrel  Gaston  of 
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Georgetown  University  report  that  hospital  costs  per  admission  increased  69  percent 
in  high  HMO  penetration  markets  from  1984  to  1991,  compared  with  96  percent  for 
low  HMO  penetration  markets,  as  shown  in  figure  4  below. 

Figure  4 

Percent  Change  in  Expenditures  per  Adjusted  Admissions  by  HMO  Penetration, 

from  1984  to  1991 
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Source  AHA  Annual  Survey  ot  Hospitals.  Georgetown  University  Medical  Center 
Institute  of  Health  Care  Policy  and  Research 


Improvements  in  the  AAPCC  payment  methodology 

Short-term  changes:  While  the  AAPCC  payment  methodology  is  just  one  feature 
of  the  program— and  should  be  considered  in  the  broader  context  of  Medicare  re- 
form— the  GHAA  has  worked  for  many  years  to  suggest  improvements  in  the  pay- 
ment formula.  We  recommend  two  immediate  changes. 

•  Calculation  of  AAPCC  on  MSA-wide  basis:  The  AAPCC  is  currently  calculated  for 

each  county.  In  order  to  make  rates  more  stable,  and  reflective  of  area-wide 
service  costs,  the  AAPCC  should  be  calculated  for  each  Metropolitan  Statistical 
Area  or  New  England  County  Metropolitan  Area  and  for  the  remaining  portion 
of  the  state  that  does  not  fall  within  such  areas. 

•  Direct  calculation  of  AAPCC:  Currently,  the  estimate  of  per  capita  spending  in 

fee-for-service  Medicare  is  calculated  "indirectly,"  by  taking  the  historical  data 
on  total  Medicare  spending  (including  payments  to  HMOs)  and  historical  data 
on  payments  to  HMOs,  "trending"  both  forward  by  the  same  inflation  factor, 
and  subtracting  the  HMO  payments  from  the  total  payment.  Instead,  Medicare 
simply  should  use  historical  data  on  fee-for-service  spending  and  trend  it  for- 
ward for  inflation  in  the  fee-for-service  sector. 
Longer-term  reforms:  For  the  longer  term,  we  are  developing  recommendations  de- 
signed to  provide  a  range  of  options  to  beneficiaries,  including  HMOs  and  other  inte- 
grated delivery  systems,  as  well  as  the  fee-for-service  program.  Any  changes  to  the 
payment  mechanism  that  are  necessary  to  accomplish  this  goal  must  be  phased-in 
to  preserve  the  vitality  of  markets  in  which  beneficiaries  already  have  choices  while 
making  it  possible  for  alternatives  to  the  fee-for-service  program  to  be  viable  in  low- 
payment  areas  of  the  country.  We  look  forward  to  discussing  our  ideas  on  broader 
reform  of  the  Medicare  program  at  a  future  hearing. 

Risk  adjusters:  One  of  the  most  misunderstood  features  of  the  Medicare  HMO  con- 
tracting program  relates  to  risk  selection  and  risk  adjustment  in  payments.  First, 
as  noted  earlier,  the  fact  of  the  matter  is  that  Medicare  HMOs  today  attract  a  cross- 
section  of  beneficiaries — sick  and  well — comparable  to  those  in  the  fee-for-service 
sector.  The  Mathematica  data  on  risk  selection  are  simply  out-of-date.  Second,  Medi- 
care already  makes  a  number  of  actuarial  adjustments  in  its  payments  to  HMOs 
based  on  enrollee  age,  sex,  Medicaid  status,  institutional  status,  and  employer-cov- 
erage. These  are  efforts  to  assure  that  payments  are  as  accurate  as  possible  in  re- 
flecting the  relative  risk  of  the  enrollees. 

GHAA  has  consistently  expressed  support  for  improvements  to  the  AAPCC  that 
will  enhance  its  accuracy.  However,  adjustments  should  be  tested  to  determine  if 
they  will  serve  this  goal.  We  believe  that  the  Health  Care  Financing  Administration 
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should  undertake  demonstrations  designed  to  identify  the  administrative  issues  and 
costs  involved  for  HMOs  and  for  HCFA  in  implementing  risk  adjusters  that  appear 
promising.  Progress  on  these  issues  will  permit  the  agency  to  work  with  participat- 
ing entities  to  move  to  the  next  step  of  implementing  appropriate  risk  adjusters  be- 
yond those  currently  in  place. 

Maintain  comprehensive,  capitated  approach:  As  the  private  health  care  market 
imposes  more  competitive  pressures  on  the  health  system,  and  Medicare  is  modern- 
ized as  well,  the  committee  will  be  confronted  by  pressures  to  fragment  Medicare's 
capitated  payment  in  a  variety  of  ways.  We  understand,  for  example,  that  efforts 
are  underway  to  split  out  Medicare  graduate  medical  education  payments  from  the 
AAPCC.  and  to  make  those  payments  separately  and  directly  to  providers  on  a  fee- 
for-service  or  other  basis. 

At  this  point,  rather  than  re-fragmenting  the  payment  stream,  we  believe  that  the 
comprehensive,  integrated  approach  offered  by  HMOs — and  the  enhanced  competi- 
tive pressure  that  is  being  generated — is  exactly  what  is  needed  in  our  health  sys- 
tem. The  reality  is  that  HMOs  contract  with  academic  health  centers  for  compelling 
health  care  and  competitive  purposes — beneficiaries  want  access  to  the  prominent 
institutions  in  their  community,  and  HMOs,  to  be  successful  in  meeting  beneficiary 
needs,  contract  with  them. 

For  example,  the  Health  Insurance  Plan  of  Greater  New  York  (HIP)  in  New  York 
City  has  affiliations  with  a  total  of  thirteen  teaching  hospitals  and  academic  medical 
centers.  Because  HIP's  medical  groups  provide  care  in  HIP-owned  medical  centers 
and  provide  complete  primary  and  most  specially  care  in-house,  referrals  to  these 
institutions  are  for  diagnoses  and  treatment  that  require  highly  specialized  exper- 
tise. However,  HIP's  admissions  to  such  hospitals  and  centers  are  not  limited  to 
these  referrals.  About  sixty  percent  of  HIP  admissions  occur  in  teaching  hospitals, 
and  academic  medical  centers  account  for  about  eleven  percent  of  admissions.  If 
emergency  admissions  and  highly  specialized  admissions  to  nonaffiliated  hospitals 
are  included,  more  than  seventy  percent  of  admissions  are  to  teaching  hospitals. 

Other  HMOs  also  contract  with  a  variety  of  academic  and  teaching  institutions 
in  their  areas.  For  plans  that  do  not  operate  their  own  medical  centers,  it  is  common 
for  these  contracts  to  encompass  both  primary  and  tertiary  care.  It  is  also  common 
practice  for  each  contract  negotiation  between  an  HMO  and  such  an  institution  to 
result  in  a  agreement  that  reflects  the  both  HMO's  need  for  health  care  services  and 
the  institution's  unique  character  and  costs.  A  variety  of  payment  mechanisms  are 
reflected  in  these  agreements,  but  all  involve  full  consideration  of  the  total  costs  the 
institutions  must  incur  in  providing  care. 

Avoid  short-sighted,  short-term  reductions:  Finally,  we  recognize  that  budgetary 
pressures  confronting  the  committee  may  lead  to  discussion  of  short-term  fixes  such 
as  arbitrary  reductions  in  the  Medicare  payment  to  something  less  than  95  percent 
of  the  AAPCC.  Unfortunately,  such  approaches  do  not  make  any  sense  at  all  if  you 
desire  at  the  same  time  to  increase  beneficiary  choices  and  enrollment  in  HMOs. 
Reduction  in  payment  will  make  participation  in  the  program  unattractive  for  many 
HMOs  and,  therefore,  limit  the  options  available.  Moreover,  any  such  reduction  is 
a  double  hit  on  HMOs — since  any  budgetary  reductions  in  Medicare  FFS  automati- 
cally translate  into  a  lower  AAPCC. 

The  short-term  reduction  in  the  AAPCC  would  address  the  wrong  problem,  and 
will  guarantee  that  you  will  be  back  year  after  year  trying  to  make  more  and  more 
difficult  short-term  payment  rate  "fixes"  for  Medicare.  Instead,  we  need  to  secure 
for  Medicare  beneficiaries  and  seniors  the  benefits  of  the  choices  and  changes  that 
have  reshaped  the  private  marketplace,  by  creating  a  stable  payment  environment 
whose  predictability  supports  expanded  participation  by  HMOs  and  other  integrated 
delivery  systems.  Such  a  payment  strategy  will  allow  you  to  bring  Medicare  spend- 
ing growth  in  line  with  private  sector  health  spending. 

Conclusion 

Mr.  Chairman,  as  I  indicated  earlier,  GHAA  believes  that  Medicare  payment  is- 
sues should  be  dealt  with  in  the  context  of  a  broader  effort  to  modernize  the  Medi- 
care program.  While  we  have  been  pleased  to  share  our  perspective  on  the  present 
program  today,  we  look  forward  to  an  opportunity  to  review  with  the  committee  a 
broader  framework  for  Medicare  reform.  Thank-you. 

Mr.  Bilirakis.  Mr.  Huang.  , 

STATEMENT  BY  EUGENE  W.  HUANG 


Mr.  Huang.  Thank  you,  Mr.  Chairman. 
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My  name  is  Gene  Huang.  I  am  the  Director  of  the  Medicare  Pro- 
gram at  Oxford  Health  Plans,  and  I  am  pleased  to  be  here  today 
to  talk  about  our  experiences  and  some  thoughts  on  future  changes 
in  the  AAPCC. 

I  am  thrilled  to  be  a  representative  of  Oxford  to  talk  about  a  lot 
of  the  work  that  we  have  done  in  providing  high  quality,  affordable 
health  care  for  seniors,  Medicare  beneficiaries  in  our  area. 

We  began  in  the  Medicare  Risk  Program  in  late  1992  and  1993 
and,  at  that  time,  we  were  a  very  small  plan  and  we  had  a  fairly 
light  benefit  package  with  a  $15  co-pay  and  no  drug  benefit.  Over 
the  year  and  year-and-a-half  afterwards,  we  struggled  to  enroll 
members  and  to  provide  the  quality  of  the  health  care  that  they  ex- 
pected. As  a  result,  through  the  savings  that  we  were  able  to  gen- 
erate in  our  own  efforts,  we  are  able  to  offer  a  much  richer  benefit 
package  that  included  $500  worth  of  drugs  as  well  as  a  lower  co- 
pay. 

As  a  result,  we  were  able  to  grow  the  plan  much  more  quickly 
in  the  next  few  years.  We  are  currently  one  of  the  fastest  growing 
Medicare  HMOs  in  the  country.  We  cover  50,000  Medicare  mem- 
bers in  the  New  York  area. 

Really  it  is  through  the  process  of  improving  our  benefit  package 
that  we  are  able  to — through  the  process  of  improving  our  plan 
that  we  are  able  to  improve  our  benefit  package. 

I  would  like  to  turn  now  toward  some  thoughts  on  the  AAPCC 
methodology.  First  of  all,  our  experience  has  shown  us  that  there 
are  major  differences  in  the  health  status  and  costs  among  bene- 
ficiaries in  different  parts  of  the  country.  It  is  clear  that  the  cost 
of  providing  care  in  New  York  is  much  greater  than  the  cost  of  pro- 
viding care  in  Kansas,  and  that  is  something  that  will  continue  in 
the  future  and  something  that  we  need  to  recognize. 

I  would  also  say  that  the  health  status  of  beneficiaries  changes 
very  quickly.  Today's  picture  of  health  can  really  be  tomorrow's 
home  IV  case,  and  many  of  the  attempts  to  understand  the  risk  ad- 
justers don't  take  the  quickly  changing  health  status  into  account. 

I  would  also  like  to  talk  about  the  oft  cited  Mathematica  study, 
and  one  of  the  things  that  we  look  at  is,  if  you  look  at  the  conclu- 
sions of  the  study,  three  of  the  four  recommendations  really  look 
to  help  HMOs  grow  more  quickly.  Our  experience,  when  we  were 
a  very  small  plan,  is  that  with  very  few  members,  it  is  very  dif- 
ficult to  spread  the  risk  around  and  as  a  plan  we  tended  to  try  to 
be  able  to  grow  from  a  very  small  base. 

What  happens  is,  over  time,  with  the  APR  mechanism  and  the 
ACR  mechanism,  we  were  able  to  add  more  benefits  and  attract  a 
broader  base  of  members.  That  is  very  much  what  the 
Mathematica  study  talks  about  is  helping  HMOs  grow  much  more 
quickly  by  removing  barriers  at  the  State  level,  removing  barriers 
at  the  Federal  level,  and  helping  plans  grow  to  be  much  more  than 
a  few  thousand  members,  in  which  case  they  would  be  offering  ben- 
efits that  are  much  more  attractive  to  a  broad  base  of  members. 

Finally,  a  point  I  would  like  to  make  is  that  as  an  HMO,  we  look 
forward  to  having  a  stable  rate  environment.  Massive  changes  in 
one  direction  or  another  are  very  difficult  to  plan  for  and  result  in 
a  lot  of  hesitation  by  HMOs  in  going  into  these  plans,  and  what- 
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ever  our  changes,  I  would  look  forward  to  having  some  stability  so 
that  we  can  make  appropriate  plans. 

At  Oxford,  we  believe  that  the  truest  test  of  a  plan's  performance 
comes  from  the  individuals  it  serves.  One  of  the  things  that  we 
really  haven't  talked  about  here  is  that  the  Medicare  beneficiaries 
are  very,  very  good  consumers.  They  vote  with  their  feet.  We  enroll 
over  5,000  Medicare  beneficiaries  every  month.  Our  retention  rate 
exceeds  96  percent,  and  these  signs  really  attest  to  the  fact  that 
Oxford  is  providing  its  Medicare  members  with  the  high  quality 
health  care  that  they  deserve. 

We  look  forward  to  working  with  you  to  develop  a  program  that 
meets  the  health  care  needs  of  the  Medicare  population  as  well  as 
the  financial  needs  of  the  entire  health  care  system. 

Thank  you.  I  would  be  happy  to  answer  any  questions. 

[The  prepared  statement  of  Eugene  W.  Huang  follows:] 

Prepared  Statement  of  Eugene  W.  Huang,  Director  of  Medicare,  Oxford 

Health  Plans 

Mr.  Chairman  and  Members  of  the  Subcommittee,  I  am  pleased  to  be  here  today 
on  behalf  of  the  Healthcare  Leadership  Council  to  discuss  with  you  the  current  pay- 
ment structure  from  the  viewpoint  of  a  Medicare  risk  contractor.  The  Healthcare 
Leadership  Council  was  founded  in  1988  by  representatives  of  each  of  the  various 
sectors  of  the  health  care  industry,  including  doctors,  nurses,  hospitals,  managed 
care  companies  and  pharmaceutical  and  medical  technology  manufacturers.  HLC 
members  are  the  leaders  in  the  health  care  industry,  working  to  discover,  develop 
and  deliver  high  quality,  innovative  and  cost-effective  health  care  products  and  serv- 
ices. 

The  Healthcare  Leadership  Council  is  committed  to  enhancing  consumer  choice 
through  the  promotion  of  a  market-based  health  care  delivery  system.  Although 
Medicare  program  improvements  are  not  a  panacea  for  balancing  the  budget,  one 
thing  is  clear — long-term  cost  containment  in  the  Medicare  program  is  dependent 
upon  modeling  the  program  on  private  sector  success.  Introducing  market-based  op- 
tions into  the  Medicare  program  will  provide  greater  choices  tor  Medicare  bene- 
ficiaries and  reduce  overall  program  expenditures  through  competition.  Simply  put, 
the  same  private-sector  choices  that  are  available  to  the  under-65  population  should 
be  made  available  to  the  over-65  population. 

I  am  Director  of  the  Medicare  operations  of  Oxford  Health  Plans,  the  nation's  fast- 
est growing  Medicare  risk  contractor.  Oxford  currently  serves  more  than  50,000 
Medicare  beneficiaries  in  the  New  York  area  and  is  enrolling  5,000  to  6,000  seniors 
every  month.  Oxford's  commercial  plan  just  reached  the  800,000  mark. 

When  Oxford  began  its  Medicare  operations  in  1993,  we  offered  a  $15  co-pay  and 
no  drug  benefits.  As  a  small  plan,  we  struggled  through  the  early  years  but  were 
still  able  to  achieve  savings  by  eliminating  wasteful  practices  and  promoting 
healthier  lifestyles.  These  savings  resulted  in  a  more  attractive  product  by  enabling 
us  to  lower  the  co-pay  and  add  additional  benefits,  such  as  drug  and  hearing  bene- 
fits. As  we  continued  to  improve  our  practices  we  added  benefits  and  in  turn  have 
expanded  at  a  tremendous  rate.  Today,  beneficiaries  are  entitled  to  vision,  dental 
and  hearing  benefits,  a  prescription  program  and  no  monthly  premiums.  Oxfords 
Medicare  Advantage  product  now  covers  all  Medicare  benefits  plus  valuable  preven- 
tive benefits  such  as  pap  smears  and  mammograms.  The  satisfaction  of  our  mem- 
bers is  evidenced  by  our  96%  retention  rate  and  the  fact  that  over  98%  of  our  mem- 
bers would  recommend  our  program  to  a  friend. 

A  comprehensive  benefit  package  attracts  enrollees  with  all  levels  of  risk,  thus  re- 
ducing trie  effect  of  favorable  selection  toward  HMOs.  This  situation  is  enhanced  by 
federal  regulations  that  prohibit  HMOs  from  denying  or  discouraging  enrollment 
based  on  beneficiaries  health  status  and  require  HMOs  to  use  the  difference  be- 
tween the  APR  and  the  AAPCC  to  increase  benefits  or  give  a  rebate  to  the  govern- 
ment. In  Oxford's  case,  any  savings  achieved  through  our  own  efforts  as  well  as  ele- 
ments inherent  in  the  risk  contracting  program  are  given  back  to  the  beneficiaries 
in  the  form  of  additional  benefits. 

The  rapid  growth  of  Medicare  managed  care  enrollees  demonstrates  that  many 
seniors  want  the  coordinated  care,  preventive  benefits  and  cost-savings  offered  by 
managed  care  plans.  We  believe  that  seniors  should  have  the  ability  to  make  that 
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choice.  Medicare  reforms  should  therefore  aim  to  provide  beneficiaries  with  a  level 
playing  field  of  options  and  let  private-market  forces  address  the  issues  of  favorable 
selection  and  risk  adjustment.  In  such  an  environment,  the  current  payment  struc- 
ture is  an  appropriate  strategy.  The  following  points  highlight  this  rationale. 

•  First  of  all,  our  experience  has  shown  us  that  there  are  major  differences  in 

health  status  and  cost  among  enrollees  in  different  service  areas.  It  does  cost 
more  to  deliver  services  in  Manhattan,  New  York  than  in  Manhattan,  Kansas. 
And  the  health  status  of  seniors  can  vary  by  market,  as  evidenced  by  the  dif- 
ferences in  life  expectancy.  So  although  Oxford  could  potentially  benefit  from  a 
change  in  the  AAPCC  which  would  enable  us  to  expand  in  otner  parts  of  our 
service  area,  we  are  not  convinced  that  the  current  system  is  broken  and  do  not 
believe  there  is  a  better  method  of  payment. 

•  Furthermore,  this  year's  picture  of  health  is  tomorrow's  home  I.V.  The  health  sta- 

tus of  a  senior  can  change  much  more  quickly  than  risk  adjusters  would  accom- 
modate. Given  this  reality,  we  believe  that  the  current  AAPCC  rate  is  the  best 
system  we  have.  This  formula  explains  the  largest  proportion  of  variability  by 
accounting  for  differences  in  age,  gender  and  geographic  location.  Other  risk  ad- 
justment models  are  untested  and  could  start  the  Medicare  program  down  a 
slippery  slope  with  an  unknown  and  possible  disastrous  destination. 

•  To  guard  against  favorable  selection  toward  HMOs,  which  I  do  not  believe  is  hap- 

pening, and  enable  risk  contractors  to  maintain  their  viability  and  achieve  sav- 
ings for  Medicare  and  the  health  care  industry  in  general,  reforms  should  help 
HMOs  increase  their  penetration  in  the  Medicare  market.  The  oft-cited 
Mathematica  report  suggests  changes  by  HCFA  that  would  help  realize  the  po- 
tential cost-savings  of  the  risk  program  without  driving  HMOs  away.  These 
changes  include  helping  HMOs  enroll  a  sufficient  number  of  beneficiaries  so 
HMOs  can  spread  their  financial  risk  and  fixed  costs  adequately,  bring  adminis- 
trative costs  for  their  Medicare  plan  under  control  and  hold  service  utilization 
rates  down.  Research  shows  that  if  there  is  positive  selection  in  the  risk  con- 
tracting program  it  is  among  the  smaller  plans  at  the  initial  stages  of  operation. 
The  Oxford  experience  demonstrates  that  as  a  plan  grows  and  is  able  to  en- 
hance its  benefit  package,  it  attracts  a  more  diverse  enrollment.  Risk  is  then 
more  evenly  spread  throughout  the  population  and  any  favorable  selection  is 
eliminated. 

•  Medicare  reforms  must  include  a  stable  and  predictable  payment  rate  to  allow 

HMOs  to  plan  and  deploy  resources  with  some  confidence  in  establishing  long- 
term  relationships  with  government  customers.  One  of  the  biggest  concerns  of 
risk  contractors  is  the  lack  of  predictability  in  the  reimbursement  system.  Dras- 
tic shifts  in  funding  could  not  be  accommodated  in  any  market  and  the  potential 
for  such  changes  prevents  risk  contractors  from  expanding  their  service  areas. 
We  have  a  system  that  works,  as  evidenced  by  the  rapid  growth  in  Medicare 
managed  care  enrollees  and  the  addition  of  benefits  as  plans  achieve  savings. 
As  more  beneficiaries  join  managed  care  plans,  the  savings  achieved  in  future 
years  can  be  applied  to  areas  with  lower  AAPCC  payment  rates.  Such  a  strat- 
egy will  address  geographic  inequities  without  harming  the  vitality  of  the  cur- 
rent managed  care  system. 
At  Oxford,  we  believe  that  the  truest  test  of  a  plan's  performance  comes  from  the 
individuals  it  serves.  We  continue  to  enroll  5,000  Medicare  beneficiaries  every 
month  with  a  retention  rate  that  exceeds  96%.  These  signs  attest  to  the  fact  that 
Oxford  is  providing  Medicare  members  with  the  high-quality  health  care  they  de- 
serve. We  look  forward  to  working  with  you  to  develop  a  program  that  meets  the 
health  care  needs  of  the  Medicare  population  as  well  as  the  financial  needs  of  the 
entire  health  care  system.  Thank  you  and  I  will  be  happy  to  answer  any  questions. 

Mr.  Norwood  [presiding].  We  will  come  to  questions  but  if  we 
could  hear  from  Mr.  Firman  first,  we  would  appreciate  it.  Thank 
you. 

STATEMENT  OF  JAMES  FIRMAN 

Mr.  Firman.  Mr.  Chairman  and  members  of  the  committee,  the 
National  Council  on  Aging  is  pleased  to  join  you  in  discussing  the 
future  of  the  Medicare  system  and  Medicare's  payment  policies  for 
risk-based  health  maintenance  organizations.  Founded  in  1950, 
NCOA  is  an  association  of  organizations  and  individuals  committed 
to  promoting  the  dignity,  self-determination,  well-being  and  con- 
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tributions  of  older  people.  Prior  to  assuming  the  leadership  of 
NCOA,  I  served  for  10  years  as  the  founder  and  CEO  of  United 
Seniors  Health  Cooperative,  where  I  helped  to  develop  many  edu- 
cational and  decision-support  tools  for  Medicare  beneficiaries. 

Older  Americans  have  come  to  rely  on  Medicare  as  their  primary 
source  of  payment  for  most  health  services.  For  the  past  30  years, 
the  program  has  served  beneficiaries  well.  As  part  of  the  effort  to 
balance  the  budget  and  reduce  the  Federal  deficit,  Members  of 
Congress  have  targeted  the  Medicare  program  for  cuts  and  major 
restructuring.  While  NCOA  supports  responsible  reform  of  Medi- 
care, we  believe  that  the  current  proposals  to  cut  Medicare  by  $270 
billion  over  7  years  are  far  in  excess  of  what  is  needed  to  achieve 
fiscal  solvency. 

Some  policymakers  are  counting  on  managed  care  to  ameliorate 
the  potentially  devastating  effects  of  cuts  in  the  Medicare  program. 
Although  the  private  sector  has  realized  some  cost  savings  through 
managed  care,  it  is  highly  unlikely  that  Medicare  will  be  able  to 
realize  similar  savings.  Evaluations  of  both  che  TEFRA  risk  con- 
tract and  the  Medicare  Select  Program  suggest  that  these  pro- 
grams cost  Medicare  money,  they  don't  save  Medicare  money. 

There  are  two  reasons  for  these  higher  costs.  First  of  all,  skim- 
ming by  managed  care  plans  which  have  strong  incentives  to  enroll 
only  healthy  seniors;  and,  two,  adverse  selection  by  healthy  Medi- 
care beneficiaries  who  are  more  likely  to  be  willing  to  give  up  free- 
dom of  choice  for  more  coverage  or  lower  cost. 

It  is  critical  that  policymakers  have  a  better  understanding  of 
the  fundamental  differences  between  managed  care  in  the  private 
sector  and  managed  care  for  Medicare  beneficiaries.  In  the  private 
market,  HMOs  and  PPOs  are  selling  primarily  to  employer  groups 
because  companies  enroll  all  or  most  of  their  employees  in  a  plan 
the  problems  of  adverse  selection  and  skimming  are  minimized.  Be- 
cause the  rates  charged  to  individual  companies  are  typically  based 
on  claims,  experiences,  and  competitive  forces,  adjustment  for  se- 
verity of  case  mix  occur  routinely. 

To  the  extent  that  managed  care  plans  enroll  younger  individuals 
who  are  not  part  of  a  group,  they  often  charge  considerably  higher 
rates  to  cover  the  risk  of  adverse  selection. 

Under  the  Medicare  program,  managed  care  plans  market  to  in- 
dividuals not  to  groups.  Because  plans  receive  the  same  payment 
for  Medicare  for  each  beneficiary  and  cannot  charge  differential 
rates  to  individuals,  there  is  a  strong  incentive  to  skim.  Because 
each  Medicare  beneficiary  decides  whether  to  join  the  HMO,  the 
risk  of  adverse  selection  is  also  much  greater. 

Unless  these  dual  problems  of  adverse  selection  and  skimming 
can  be  solved,  managed  care  will  not  save  money  for  the  Medicare 
program. 

Several  Members  of  Congress  believe  that  a  voucher  approach 
known  as  "Choice  Checks"  in  the  Senate  and  "MediCheck"  in  the 
House  will  take  advantage  of  market  efficiencies  to  control  rising 
health  care  costs.  Each  senior  would  receive  a  voucher  or  cash  pay- 
ment to  be  used  for  the  purchase  of  one  of  numerous  health  plans, 
or  perhaps  to  cash  out  that  benefit. 

These  voucher  proposals  are  fraught  with  grave  dangers,  both  to 
the  Medicare  program  and  to  individual  beneficiaries.  Vouchers 


283 


will  encourage  an  exodus  by  healthy  seniors  from  traditional  Medi- 
care, which  can  seriously  undermine  or  even  destroy  the  social  in- 
surance basis  upon  which  Medicare  was  built.  Plans  may  refuse  to 
cover  high  risk  beneficiaries,  such  as  those  with  cancer,  heart  dis- 
ease, or  other  serious  illness.  By  segregating  the  very  sick  and  old 
while  removing  the  healthiest  seniors  from  Medicare,  vouchers  may 
actually  drive  up  costs  by  destroying  the  program's  broad  risk  pool. 

A  likely  effect  of  vouchers  or  defined  contribution  plans  would  be 
to  force  low-income  beneficiaries  into  managed  care  plans,  and  I 
would  be  happy  to  provide  a  definition  of  financial  coercion  for  you. 

NCOA  believes  that  it  is  particularly  erroneous  and  dangerous  to 
assume  that  36  million  individuals  would  be  able  to  successfully 
negotiate  a  marketplace  with  many  insurance  companies  offering 
up  to  seven  different  types  of  plans.  Proponents  of  vouchers  seem 
to  forget  that  most  people  rely  on  their  employers  to  negotiate 
health  benefits  on  their  behalf.  Nobody  is  encouraging  employers  to 
give  each  employee  a  check  and  tell  them  to  find  their  own  health 
care  coverage.  I  doubt  any  Member  of  Congress  would  recommend 
that  for  themselves.  We  believe  it  is  inequitable  to  enforce  millions 
of  elderly  and  disabled  persons  into  this  difficult  situation. 

However,  there  are  more  responsible  ways,  we  believe,  to  spur 
the  development  of  managed  care  options  and  to  encourage  con- 
sumers to  select  these  plans.  One  approach  would  be  coordinated 
open  enrollment  period  similar  to  what  is  used  by  the  FEHBP. 
However  the  approach  I  think  holds  the  most  promise  is  the  devel- 
opment of  voluntary  health  purchasing  alliances  for  Medicare  bene- 
ficiaries. 

Under  this  plan,  beneficiaries  would  join  a  local  or  regional  group 
that  would  function  similarly  to  OPM  and  the  FEHBP  program. 
The  alliance  would  negotiate  group  rates  with  HMOs,  PPOs  and 
Medigap  plans.  There  would  be  an  open  season  during  which  all 
beneficiaries  would  be  eligible  to  enroll  or  disenroll  in  any  plan 
without  medical  underwriting.  Consumers  would  have  the  benefit 
of  a  sophisticated  organization  negotiating  on  their  behalf,  screen- 
ing plans  to  ensure  adequate  quality  and  providing  important 
consumer  protection  and  advocacy  services. 

Furthermore,  the  health  purchasing  alliances  have  the  potential 
to  squarely  address  the  problems  of  skimming  and  adverse  selec- 
tion. 

Much  of  the  research  and  testimony  today  points  in  the  direction 
of  modifications  of  the  AAPCC  payment  methodology,  changes  to 
AAPCC,  such  as  factoring  health  status  of  enrolled  beneficiaries 
are  seen  as  a  remedy.  However,  this  is  very  likely  to  be  cum- 
bersome, difficult  and  expensive  to  implement  on  a  national  basis. 

In  conclusion,  we  at  NCOA  believe  that  more  managed  care 
choices  should  be  available  to  older  Americans,  but  more  research 
and  development  is  needed  before  Medicare  beneficiaries  are  forced 
into  these  arrangements.  We  also  urge  policymakers  to  consider 
more  carefully  how  to  develop  local  or  regional  health  purchasing 
alliances,  which  could  make  it  much  safer  and  more  feasible  to  ex- 
pand their  range  of  options  to  Medicare  beneficiaries. 

We  recognize  that  Medicare  needs  to  adjust  to  a  changing  health 
care  environment  and  budgetary  constraints,  but  the  proposed  cuts 
in  Medicare  go  far  beyond  what  is  necessary  to  achieve  fiscal  sol- 
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vency  for  Medicare  Part  A  and  seem  to  be  forcing  policymakers  to 
consider  reforms  that  are  too  drastic  and  potentially  devastating  to 
beneficiaries. 

We  are  all  committed  to  ensuring  that  Medicare  beneficiaries  are 
protected,  and  the  basic  integrity  of  the  Medicare  program  is  pre- 
served. The  National  Council  on  Aging  and  its  members  are  com- 
mitted to  working  with  you  to  achieve  this  objective.  Thank  you, 

[The  prepared  statement  of  James  Firman  follows:] 

Prepared  Statement  of  Dr.  James  Firman,  President  &  C.E.O.,  The  National 
Council  on  the  Aging,  Incorporated 

Mr.  Chairman  and  distinguished  members  of  this  committee,  The  National  Coun- 
cil on  the  Aging  (NCOA)  is  pleased  to  join  you  in  discussing  the  future  of  the  Medi- 
care system  and  Medicare's  payment  policies  for  risk-based  health  maintenance  or- 
ganizations. 

Founded  in  1950,  The  National  Council  on  the  Aging  is  an  association  of  organiza- 
tions and  individuals  committed  to  promoting  the  dignity,  self-determination,  well- 
being,  and  contributions  of  older  persons  and  to  enhancing  the  field  of  aging  through 
leadership  and  service,  education,  and  advocacy.  NCOA  includes  professionals  and 
volunteers,  service  providers,  consumer  and  labor  groups,  businesses,  government 
agencies,  religious  groups,  and  voluntary  organizations.  NCOA  accomplishes  its  mis- 
sion through  leadership,  education  and  training,  publications,  research  and  develop- 
ment, community  services,  employment  programs,  coalition  building,  public  policy, 
and  advocacy  essential  to  our  culturally  diverse  society. 

Prior  to  assuming  the  leadership  of  NCOA,  I  served  for  ten  years  as  the  founder 
and  C.E.O.  of  the  United  Seniors  Health  Cooperative  (USHC)  where  I  helped  to  de- 
velop many  educational  and  decision-support  tools  to  enable  Medicare  beneficiaries 
to  make  informed  choices  about  health  insurance  options. 

NCOA  believes  that  everyone — young  and  old,  in  poverty  and  in  comfortable  cir- 
cumstances— should  have  an  equal  right  of  access  to  health  care  services.  However, 
the  health  care  system  in  the  United  States  today  is  marred  by  costs  rising  above 
the  rate  of  inflation,  unavailability  of  health  insurance  for  more  than  41  million  citi- 
zens, and  great  gaps  in  appropriate  health  care.  This  system  is  evolving  with  man- 
aged care  playing  a  significant  role  in  both  the  private  and  public  sectors,  as  at- 
tempts are  being  made  to  remedy  many  of  these  problems. 

Older  Americans  have  come  to  rely  on  Medicare  as  their  primary  source  of  pay- 
ment for  most  health  care  services.  For  the  past  30  years  the  program  has  served 
beneficiaries  well.  Prior  to  1965  seniors  were  experiencing  great  difficulties  in  pur- 
chasing insurance  and  in  receiving  adequate  and  appropriate  amounts  of  medical 
care.  Medicare  has  fulfilled  its  mission:  today  most  older  persons  have  access  to  the 
best  health  care  in  the  world.  However,  the  program  is  not  without  substantial  prob- 
lems. Foremost  is  the  fact  that  the  Hospital  Insurance  Trust  Fund — used  to  fi- 
nanced Part  A  services — is  expected  to  be  exhausted  by  the  year  2002. 

As  part  of  the  efforts  to  balance  the  budget  and  reduce  the  federal  deficit,  mem- 
bers of  Congress  have  targeted  the  Medicare  program  for  cuts  and  major  restructur- 
ing. Medicare  currently  comprises  11  percent  of  federal  spending  and  is  growing  an- 
nually at  a  rate  of  10  percent.  This  growth  in  large  part  is  the  result  of  demographic 
changes.  By  2010  almost  46.4  million  persons  will  be  eligible  for  Medicare,  an  in- 
crease of  nearly  10  million  beneficiaries  from  today.  Currently  older  Americans  ac- 
count for  a  disproportionate  share  of  national  spending  on  medical  care:  at  12%  of 
the  population  seniors  absorb  36%  for  health  care  expenditures.  The  fastest  growing 
groups  within  the  Medicare  population  are  those  over  85,  the  disabled,  and  persons 
with  end-stage  renal  disease.  These  people  also  have  the  highest  expenditures  for 
health  care  services.  The  extensive  use  of  costly  high  technology  medical  care  has 
also  significantly  contributed  in  driving  up  costs. 

While  NCOA  supports  responsible  reform  of  Medicare,  we  believe  that  the  current 
proposals  to  cut  Medicare  by  $270  billion  over  seven  years  are  far  in  excess  of  what 
is  needed  to  achieve  fiscal  solvency.  In  fact,  it  appears  that  most  of  the  cuts  will 
be  used  to  pay  for  tax  breaks  for  wealthy  and  upper-middle  class  people. 

Some  policy  makers  are  counting  on  managed  care  to  ameliorate  the  potentially 
devastating  effect  of  cuts  in  the  Medicare  program.  Although  the  private  sector  has 
recently  realized  cost  savings  through  managed  care,  it  is  unlikely  that  the  Medi- 
care program  will  be  able  to  realize  similar  savings.  Studies  investigating  the  sav- 
ings produced  from  managed  care  plans  have  been  mixed.  For  example,  a  1993  eval- 
uation of  the  Tax  Equity  and  Fiscal  Responsibility  Act  (TEFRA)  risk  contracts 
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showed  the  risk  program  provides  an  alternative  to  fee-for-service  that  offers  ex- 
panded benefits  at  lower  costs  to  the  beneficiary.  The  program  structure,  however, 
may  not  be  cost-effective  for  the  Medicare  because  system  as  a  whole.1  The  cost  sav- 
ing experience  to  date  may  be  a  function  of  selection  procedures  which  favor  healthy 
beneficiaries.  In  addition,  a  recent  study  of  the  Medicare  Select  program  found  that 
in  eight  of  the  12  sites  evaluated,  the  program  significantly  increased  costs  to  the 
Medicare  program.2  Cost  saving  experience  to  date  may  be  a  function  of  selection 
procedures  which  favor  healthy  beneficiaries. 

There  are  two  reasons  for  these  higher  costs:  1)  skimming  by  the  managed  care 
plans,  which  have  strong  incentives  to  enroll  only  healthy  seniors,  and  2)  adverse 
selection  by  healthy  Medicare  beneficiaries  who  are  more  likely  to  be  willing  to  give 
up  freedom-of-choice  for  more  coverage  and/or  lower  costs. 

Policy  makers  need  to  have  a  better  understanding  of  the  fundamental  differences 
between  managed  care  in  the  private  sector  and  managed  care  for  Medicare  bene- 
ficiaries. In  the  private  market,  HMOs  and  PPOs  are  selling  primarily  to  employer 
groups.  Because  companies  enroll  all  or  most  of  their  employees  in  a  plan,  the  prob- 
lems of  adverse  selection  and  skimming  are  minimized.  Because  the  rates  charged 
to  individual  companies  are  typically  based  upon  claims  experience  and  competitive 
market  forces,  adjustments  for  severity  of  case  mix  occur  routinely.  To  the  extent 
that  managed  care  plans  enroll  individuals  who  are  not  part  of  a  group,  they  often 
charge  considerably  higher  rates  to  cover  the  risks  of  adverse  selection. 

Under  the  Medicare  program,  managed  care  plans  market  to  individuals,  not 
groups.  Because  plans  receive  the  same  payment  from  Medicare  for  each  beneficiary 
and  cannot  charge  differential  rates  to  individuals,  there  is  a  strong  incentive  to 
cream  and  skim.  Because  each  Medicare  beneficiary  decides  whether  to  join  the 
HMO,  the  risk  of  adverse  selection  is  also  much  greater.  Unless  these  dual  problems 
of  adverse  selection  and  skimming  can  be  solved,  managed  care  will  not  save  money 
for  the  Medicare  program. 

Other  important  differences  between  managed  care  for  younger  people  and  man- 
aged care  for  Medicare  beneficiaries  are  the  levels  of  mortality  and  morbidity  among 
the  enrollees.  In  a  given  year,  three  out  of  1,000  people  under  the  age  oi  65  will 
die.  In  that  same  year,  48  out  of  1,000  older  people  will  die.  The  rate  of  serious 
chronic  illness  is  also  five  or  six  times  higher  among  older  people. 

At  NCOA,  we  recognize  that  managed  care  provides  some  potential  advantages 
to  Medicare  beneficiaries  that  are  lacking  in  the  present  fee-for-service  system. 
These  advantages  include  more  comprehensive  benefits  such  as  prescription  drugs, 
health  education  and  wellness  services,  less  paperwork,  and  fewer  out-of-pocket 
costs.  We  also  believe  that  seniors  should  be  given  as  many  health  care  choices  as 
possible. 

Despite  some  potential  benefits,  there  are  also  significant  disadvantages  to  Medi- 
care managed  care  plans,  including:  (1)  Choice  of  providers  is  limited,  i.e.,  only  those 
doctors  and  hospitals  associated  with  the  plan  may  be  chosen;  (2)  Quality  of  care 
is  being  questioned  in  some  plans,  particularly  for  seniors  with  many  complex 
health  ana  long-term  care  needs;  most  prepaid  health  plans  lack  the  experience  in 
geriatrics  that  is  needed  for  an  older  population;  (3)  Added  benefits,  such  as  pre- 
scription drugs  that  were  once  available,  may  be  reduced  or  dropped  altogether;  and 
(4)  Persons  over  65  will  have  difficulties  in  disenrolling  and  then  obtaining  adequate 
and  affordable  Medigap  insurance. 

Despite  (or  perhaps  because  of)  the  potential  problems  with  Medicare  HMOs,  we 
believe  that  it  is  appropriate  to  encourage  the  development  of  other  types  of  man- 
aged care  options  for  Medicare  beneficiaries.  Specifically,  we  believe  that  preferred 
provider  programs  (such  as  Medicare  Select)  oner  consumers  some  of  the  potential 
savings  and/or  expanded  benefits  of  managed  care  while  also  giving  consumers  the 
vital  option  of  seeking  care  outside  of  the  plan  if  they  so  desire  (albeit  with  higher 
cost-sharing).  Other  options  should  be  explored  as  well.  For  example,  components 
of  a  managed  care  model  for  older  Americans  should  rely  less  on  an  acute  care  ap- 
proach and  more  on  home  and  community  based  care  services  which  provide  cost- 
effective  alternatives. 

As  part  of  a  broad  effort  to  increase  the  number  of  Medicare  recipients  enrolled 
in  managed  care  plans  and  to  offer  more  choice,  several  members  of  Congress  be- 
lieve that  a  voucher  approach,  known  as  "Choice  Checks"  in  the  Senate  and 
"Medicheck"  in  the  House,  will  take  advantage  of  market  efficiencies  to  control  ris- 


1  Brown,  RS.,  et.  al.,  "Do  Health  Maintenance  Organizations  Work  for  Medicare?,"  Health  Care 
Financing  Review,  15(l):7-23,  Fall,  1993. 

2  Study  conducted  by  Research  Triangle  Institute  and  Health  Economics  Research,  Inc.  "Study 
Indicates  Medicare  Select  Plan  Substantially  increases  Program  Costs,"  BNA's  Medicare  Report, 
6(25):73l-732,  1995. 
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ing  health  care  costs.  Each  senior  would  receive  a  voucher  or  cash  payment  to  be 
used  for  the  purchase  of  one  of  numerous  health  plans.  Health  plan  choices  could 
include  an  array  of  managed  care  options  that  may  be  offered  by  health  insurers 
in  a  given  area.  Those  who  chose  a  lower-priced  plan  than  the  voucher  amount 
would  be  able  to  keep  a  portion  of  the  difference  and  those  who  opt  for  a  higher- 
priced  plan  would  make  up  the  difference  out  of  their  own  pockets.  The  framers  of 
this  approach  believe  that  it  will  provide  incentives  for  beneficiaries  to  choose  the 
least  expensive  plan  to  meet  their  needs,  ultimately  reduce  Medicare  expenditures, 
and  provide  beneficiaries  more  choices. 

These  voucher  proposals  are  fraught  with  grave  dangers  both  to  the  Medicare  pro- 
gram and  to  individual  beneficiaries  Vouchers  will  encourage  an  exodus  by  healthy 
seniors  from  traditional  Medicare,  which  could  seriously  undermine  or  even  destroy 
the  social  insurance  basis  upon  which  the  Medicare  was  originally  built.  Plans  may 
refuse  to  cover  high-risk  beneficiaries  such  as  those  with  cancer,  heart  disease,  or 
other  serious  illnesses.  These  seniors  would  remain  in  traditional  Medicare,  either 
because  HMOs  wouldn't  insure  them  or  because  their  conditions  make  them  depend- 
ent on  long-time  physicians.  By  segregating  the  very  old  and  sick  while  removing 
the  healthiest  seniors  from  Medicare,  vouchers  may  actually  drive  up  costs  by  de- 
stroving  the  program's  broad  risk  pool. 

Tne  likely  effect  of  vouchers  or  defined  contribution  policies  would  be  to  force  low- 
income  Medicare  beneficiaries  into  managed  care  plans.  AJ though  Medicare  risk  con- 
tracts may  be  appropriate  for  some  beneficiaries,  they  are  not  appropriate  for  all. 
In  feet,  I  would  venture  to  guess  that  very  few  members  of  Congress  with  complete 
information  about  managed  care  would  advise  their  mothers  or  fathers  to  join  a 
Medicare  HMO. 

NCOA  believes  it  is  particularly  dangerous  and  erroneous  to  assume  that  36  mil- 
lion individual  Medicare  beneficiaries  would  be  able  to  negotiate  successfully  a  mar- 
ketplace in  which  many  insurance  companies  are  offering  up  to  seven  different  types 
of  health  plans.  Proponents  of  vouchers  seem  to  forget  that  most  people  rely  on  their 
employers  to  negotiate  health  plans  on  their  behalf.  Nobody  is  encouraging  compa- 
nies to  give  each  employee  a  check  and  tell  them  to  find  their  own  health  coverage. 
It  would  be  inequitable  to  force  millions  of  elderly  and  disabled  persons  into  this 
difficult  situation. 

There  are  more  responsible  ways  to  spur  the  development  of  managed  care  op- 
tions for  Medicare  beneficiaries  and  to  encourage  consumers  to  join  these  plans 
when  appropriate. 

One  potentially  useful  approach  is  coordinated  open  enrollment  periods.  This 
would  be  similar  to  the  Federal  Employee  Health  Benefit  Program's  (PEHBP)  open 
season,  during  which  consumers  are  able  to  enroll  or  disenroll  in  all  available  plans. 
The  Health  Care  Financing  Administration  (HCFA)  is  currently  planning  a  major 
demonstration  project  that  could  demonstrate  the  efficacy  of  this  approach. 

The  approach  that  I  personally  think  holds  the  most  promise  is  to  foster  the  de- 
velopment of  voluntary  Health  Purchasing  Alliances  for  Medicare  beneficiaries. 
Under  this  plan,  beneficiaries  would  join  a  local  or  regional  group  that  would  func- 
tion similarly  to  the  Office  of  Personnel  Management  (OPM)  and  the  FEHBP  pro- 
gram. The  Alliance  would  negotiate  group  rates  with  HMOs,  PPOs,  and  Medigap 

Elans.  There  would  be  an  open  season  during  which  all  beneficiaries  would  be  eligi- 
le  to  enroll  or  disenroll  in  any  plan  (without  medical  underwriting).  Consumers 
would  have  the  benefit  of  a  sophisticated  organization  negotiating  on  their  behalf, 
screemng  plans  to  ensure  adequate  quality  and  providing  important  consumer  pro- 
tection and  advocacy  services.  Furthermore,  the  Health  Purchasing  Alliances  have 
the  potential  to  address  the  problems  of  skimming  and  adverse  selection  much  as 
these  are  solved  in  the  private  sector. 

Much  of  the  research  and  testimony  presented  today  points  in  the  direction  of 
modifications  to  the  payment  methodology  of  Medicare  risk  contracts  as  a  means  of 
achieving  real  cost  savings.  Changes  to  the  AAPCC  such  as  factoring  in  the  health 
status  of  enrolled  beneficiaries  are  seen  as  remedies  to  this  problem.  However,  this 
is  likely  to  be  very  cumbersome,  difficult,  and  expensive  to  implement  on  a  national 
basis. 

We  at  NCOA  believe  that  more  managed  care  choices  should  be  available  to  older 
Americans,  but  much  more  research  and  development  is  needed  before  Medicare 
beneficiaries  are  forced  into  these  new  arrangements.  Furthermore,  we  urge  policy 
makers  to  consider  more  carefully  how  the  development  of  local  or  regional  health 
purchasing  alliances  could  make  it  much  safer  and  more  feasible  to  expand  the 
range  of  options  available  to  Medicare  beneficiaries.  Managed  care  is  not  our  only 
solution  and  as  advocates  for  vulnerable  populations,  it  is  our  responsibility  to  en- 
sure that  our  new  health  care  approaches  serve  all  Americans  not  just  the  healthy 
and  the  affluent. 
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In  closing,  let  me  compliment  you  and  members  of  the  Subcommittee  for  your  in- 
terest in  the  future  of  the  Medicare  program.  The  proposed  cuts  in  Medicare  go  far 
beyond  what  is  necessary  to  achieve  fiscal  solvency  for  Medicare  Part  A  and  seem 
to  be  forcing  policy  makers  to  consider  reforms  that  are  too  drastic  and  potentially 
devastating  to  beneficiaries.  We  recognize  that  Medicare  needs  to  adjust  to  a  chang- 
ing health  care  environment  and  budgetary  constraints,  but  any  reforms  in  Medi- 
care should  be  made  carefully  to  ensure  that  individual  consumers  are  protected 
and  the  basic  integrity  of  the  Medicare  program  is  preserved.  The  National  Council 
on  the  Aging  and  its  members  are  committed  to  working  with  you  to  achieve  this 
objective. 

Mr.  Greenwood  [presiding].  I  thank  the  gentleman  and  I  thank 
the  panel  for  your  testimony. 

Ms.  Ignagni,  in  Mr.  Firman's  statement,  we  can't  find  it  in  his 
written  statement,  but  it  may  have  been  holographically  added,  he 
made  a  comment  that  health  plans  are  essentially  skimming. 
Would  you  care  to  respond  to  that? 

Ms.  Ignagni.  I  would  be  delighted  to,  Mr.  Chairman,  and  thank 
you  for  the  opportunity. 

I  think  that  the  judgments  in  the  statements  that  have  been 
made  throughout  the  hearing  today  on  the  issue  of  risk  selection 
are  largely  formed  from  the  Mathematica  study  that  was  done  in 
the  1987-88  period,  and  I  would  like  to  remind  the  committee  that 
we  are  now  in  1995.  We  began  the  risk  program  in  1985,  so,  in- 
deed, 1987-88  was  quite  a  long  time  ago.  It  was  a  snapshot  of  the 
industry  that  we  do  not  believe  exists  today  and,  indeed,  the  re- 
search that  has  recently  been  done  that  we  have  submitted  for  your 
consideration  shows  a  very,  very  different  story. 

Our  own  research  in  terms  of  the  risk  profiles  throughout  our 
plans  also  squares  with  what  we  have  seen  in  the  National  Re- 
search Council  data.  These  are  new  data.  They  challenge  the 
stereotypes,  they  challenge  the  myths,  and  I  think,  hopefully,  folks 
will  take  a  hard  look  at  them  before  we  formulate  new  public  pol- 
icy. It  is  a  question  of  timing,  it  is  a  question  of  currency  of  data. 

Mr.  Greenwood.  Thank  you.  Let  me  address  a  second  question 
to  you,  if  I  may. 

Ms.  Ignagni.  Yes,  sir. 

Mr.  Greenwood.  As  you  know,  some  observers  are  proposing 
that  additional  risk  factors  be  added  to  the  AAPCC  payment  meth- 
odology. Do  you  believe  that  such  a  change  is  needed  to  better  re- 
flect the  cost  and  services  of  Medicare  risk-based  coverage  and,  if 
so,  what  specific  risk  factors  would  you  recommend  adding  to  the 
AAPCC? 

Ms.  Ignagni.  Actually,  I  think  it  is  an  excellent  and  probably  one 
of  the  most  essential  questions.  I  think  Mr.  King  made  a  very  good 
observation  in  his  opening  statement  where  he  said  that  what  we 
need  to  do  is  look  very  carefully  at  the  risk  profile.  As  we  have  seen 
more  data  to  suggest  that  there  are  no  substantial  differences  in 
terms  of  risk  in  fee-for-service  versus  managed  care  plans.  We  are 
starting  with  that  premise  and  now  looking  at  the  observation  that 
Mr.  Huang  made  that  we  want  to  be  very  careful  as  we  go  into  an 
area  of  risk  adjustors  that  we  not  set  out  to  make  judgments  about 
clinical  conditions  that  would  only  be  current  for  several  months. 
That  is  always  a  technical  issue  in  a  risk  adjustment  proposal,  in 
any  which  we  have  seen. 

So  we  are  looking  at  this  issue  rather  broadly.  We  have  encour- 
aged HCFA  to  explore  the  issue  very  broadly  and  I  am  encouraged 
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that  more  and  more  folks  are  interested  in  looking  at  what  we 
know  about  current  beneficiaries,  what  the  alternatives  are  out 
there  in  the  future,  and  trying  to  evaluate  various  proposals  to  look 
at  this. 

I  also  think  that  this  is  very  comparative,  the  point  that  you  are 
raising,  to  the  issue  of  competitive  bidding.  There  are,  indeed,  a  lot 
of  technical  issues  that  need  to  be  evaluated.  We  need  to  look  at 
them.  That  doesn't  mean  we  can't  make  any  changes.  I  don't  think 
that  is  the  only  proposal  for  changes,  and  I  think  the  risk  adjust- 
ment issue  is  very  much  parallel  to  that,  but  we  need  to  study  it. 

Mr.  Greenwood.  You  led  me  into  my  next  question.  I  assume 
that  you  were  here  for  most  of  the  previous  panel's  testimony  if  not 
all  of  it? 

Ms,  Ignagni.  Yes. 

Mr.  Greenwood.  I  wanted  you  to  respond  specifically  to  the 
questions  of  competitive  bidding.  Give  us  your  view  as  to  the  pluses 
and  minus,  the  upsides  and  downsides  to  competitive  bidding? 

Ms.  Ignagni.  How  much  time  do  you  have? 

Mr.  Greenwood.  About  IV2  minutes. 

Ms.  Ignagni.  I  think  it  is  a  very  complicated  issue  which  is  a 
matter  of,  to  say  it  in  lowest  common  denominator  terms,  can  you 
get  there  from  here?  I  think  you  want  to,  as  a  group  of  individuals 
who  care  very  deeply  about  the  program,  look  at  how  do  we  transi- 
tion from  where  we  are  today  to  new  systems. 

We  think  that  there  are  proposals  that  we  will  make  as  you  get 
ready  to  look  at  the  broad  spectrum  of  proposals  before  you  that 
will  allow  you  to  look  at  a  way  of  making  some  transitions  to  go 
from  where  we  are  today  to  a  competitive  bidding  system,  as  Dr. 
Wilensky  said  and  Dr.  Altman  said.  It  would  take  some  time,  we 
believe,  and  some  study, 

On  the  other  hand,  there  are  proposals  which  would  allow  you, 
we  believe,  to  capture  the  principles  both  of  them  talked  about, 
which  is  the  quality  of  payment  between  the  fee-for- service  side 
and  the  so-called  "managed  care"  side,  looking  very  broadly  at  that 
spectrum,  that  would  allow  you  to  move  forward  beginning  today 
as  a  large  employer  might  move  forward. 

They  made  the  observation  comparing  your  task  to  CALPERS  or 
the  Federal  Employees  Benefit  Program,  and  I  would  put  it  to  you, 
you  are  in  the  position  of  a  large  employer.  We  have  quite  a  lot  of 
precedent  for  large  employers  looking  at  ranges  of  choices  before 
them  and  making  decisions  that  have  been  very  much  in  the  inter- 
est of  beneficiaries,  but  there  have  been  changes.  That  is  what  the 
literature  and  the  history  of  health  care  in  the  1980's  has  been  all 
about,  and  that  is  why  we  have  made  the  progress  we  have  made, 
I  believe. 

Mr.  Greenwood.  Thank  you. 

I  would  like  to  pose  a  question  to  Mr.  King.  In  your  statement, 
you  proposed  decoupling  HMO  payments  from  fee-for-service  pay- 
ments in  order  to  better  match  payment  rates  to  beneficiary  cov- 
erage costs.  What  impact  do  you  think  such  a  change  would  have 
on  the  managed  care  market  and  on  the  service  received  by  the 
Medicare  beneficiaries  in  managed  care? 

Mr.  King.  Well,  I  think  that  what  I  mean  by  decoupling  is  going 
to  something  that  is  more  like  competitive  bidding.  When  you  move 
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in  the  direction  of  competitive  bidding,  I  think  you  will  see  that  the 
profits  for  managed  care  plans  will  not  be  as  great,  and  that  the 
rate  of  growth  in  managed  care  plans  will  not  be  as  great,  but  that 
the  savings  per  individual  enrolled  will  be  greater.  So  I  think  the 
growth  rate  would  probably  settle  down  to  something  lower  than 
what  it  has  been  in  the  last  couple  of  years. 

But  there  is  plenty  of  money  in  the  system  to  provide  for  an  ade- 
quate benefit  package  for  the  Medicare  beneficiaries,  so  I  don't  see 
it  adversely  affecting  quality  of  care  for  Medicare  beneficiaries. 

Mr.  Greenwood.  Thank  you.  My  time  has  expired. 

I  recognize  the  gentleman  from  Florida,  Mr.  Deutsch. 

Mr,  Deutsch.  Thank  you,  Mr.  Chairman. 

I  am  going  to  focus  on  really  the  same  questions  that  I  had 
raised  to  the  prior  panel,  and  really  I  am  working  under  the  as- 
sumption that  what  we  will  see  in  the  reconciliation  bill,  unless  the 
target  numbers  change,  is  a  fixed  payment  plan  that  will  be  done 
through  competitive  bidding,  and  we  are  going  to  see  that  no  mat- 
ter how  much  my  colleagues  deny  that  we  are  going  to  see  that, 
I  think  that  is  what  we  are  going  to  see. 

And  particularly,  from  the  managed  care  sector  side,  which  you 
represent,  I  guess  what  I  would  be  curious  about  is  just  your  de- 
scription of  this  new  world.  I  mean,  you  mentioned  some  alter- 
native proposals  that  you  are  going  to  offer  which  might  get  into 
the  mix,  but  I  see  us  going  for — I  mean,  that  is  what  is  going  to 
be  part  of  this  plan  that  the  Republicans  are  going  to  end  up  with. 

My  sense  of  it  is,  we  are  going  to  have  just  the  lowest  common 
denominator  is  going  to  be  out  there.  Again,  I  understand  what  Mr. 
King  said.  In  theory,  you  know,  you  can  set  up  your  minimum  bid 
requirements  for  the  competitive  bid,  which  is  going  to  be  a  stand- 
ard benefits  package,  but  it  really  is  going  to  be  the  lowest  common 
denominator.  Anyone  who  wants  anything  above  that  is  going  to 
have  to  pay  out  of  pocket. 

From  an  industry  perspective,  what  do  you  think  that  would  do 
in  terms  of  an  industry?  I  guess,  Mr.  Huang,  also,  from  an  actual 
HMO's  perspective,  and  I  assume  today  you  don't  bid  in  any  com- 
petitive bidding  situations  or,  if  you  do,  I  would  be  curious  about 
them,  just  to  give  a  real  world  perspective,  could  you  try  to  do  that 
a  little  bit? 

Mr.  Huang.  Yes.  In  some  senses  we  do  bid.  Every  year,  we  offer 
a  different  set  of  benefits. 
Mr.  Deutsch.  But  you  bid  by  benefits,  you  don't  bid  by  costs? 
Mr.  Huang.  That's  correct. 

Mr.  DEUTSCH.  Which  is  obviously  the  fundamental  change  we  are 
talking  about  in  Medicare,  because  now  you  try  to  sell  beneficiaries 
by  saying,  you  are  giving  them  a  better  quality  of  care. 

Mr.  Huang.  Right.  A  couple  of  things  happened,  we  are  compet- 
ing on  quality  of  care  and  we  are  competing  on  costs.  Essentially, 
we  are  competing  on  value,  and  value  is  what  you  pay  for  what  you 
get.  I  think  if  you  do  have  a  standard  benefit  package,  one  of  the 
ways  that  we  will  compete  in  that  marketplace  is,  we  will  deliver 
a  high  quality  standard  benefit  for  less  than  others  will  be  able  to 
do  that  and  on  a  continuous  basis.  This  is  a  continuous  improve- 
ment. In  the  future,  we  will  be  able  to  offer  more  benefits. 
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Mr.  Deutsch.  Right.  But  I  guess  what  I  am  saying  is,  if  your  fee 
right  now  is  95  percent  of  the  prevailing  provider  charge,  in  theory, 
when  you  have  gone  to  competitive  bids,  it  has  dropped  as  low  as, 
let's  say,  80  percent.  I  mean,  at  80  percent,  as  efficient  as  you  are, 
you  cannot  provide  the  service  that  you  provide  today  at  95  percent 
that  you  would  have  to  provide  at  80  percent.  You  could  do  it,  I 
don't  doubt  you  could  do  it.  I  don't  doubt  you  can  have  a  facility 
that  can  deliver  that  type  of  service,  but  what  type  of  service  would 
it  be?  And  if  someone  doesn't  want  to  wait  3  hours  to  see  a  doctor, 
doesn't  want  to  wait  6  months  for  an  elective  surgery,  doesn't  want 
to  get  kicked  out  of  the  hospital  after  4  hours  on  an  outpatient 
basis,  or  all  other  sort  of  parade  of  parables  that  would  exist  when 
you  have  to  cut  corners. 

I  could  ask  you  to  describe  that,  but  that  is  the  real  world.  That's 
what  is  going  to  happen  in  this  new  era  that  the  Republicans  are 
proposing.  I  don't  know,  tell  me  that  I  am  seeing  it  wrong,  but  I 
just  think  it  is  a  pretty  straightforward  reality  that  is  going  to 
occur. 

Ms.  Ignagni.  I  actually  can't  help  but  observe  the  parallels  be- 
tween where  we  are  here  in  Medicare  and  where  we  were  during 
the  1980's  in  the  under  65  situation.  If  you  remember,  you  had 
health  care  costs  going  through  the  roof,  double  digit  inflation.  You 
had  employees  very  concerned  in  the  way  you  have  just  posed  the 
question  about  whether  or  not  there  would  be  health  care  coverage 
that  would  be  sustainable,  employers  that  were  very  concerned. 
They  faced  a  similar  kind  of  thing  and  strategically  what  they  had 
to  do  was  make  a  decision  of  where  you  start,  and  your  question 
is  very  much  related  to  that. 

I  think,  thus  far,  the  policy  debate  has  really  been  about  the  cur- 
rent system  and  where  we  are  today  versus  the  one  that  you  are 
describing.  What  we  are  trying  to  suggest.  I  think,  is  that  there  are 
transitional  ways  to  move  in  the  directions  that  restructure  and 
modernize  the  program  that  are  positive  for  beneficiaries  and  do  in- 
sert some  of  the  qualities  and  features  of  what  is  going  on  in  the 
private  sector,  and  you  can  move  in  the  direction  fairly  quickly. 

That  doesn't  mean  you  get  to  an  80  percent  kind  of  reimburse- 
ment. I  think  everyone  would  be  very  worried  about  the  adequacy 
of  doing  the  job  in  that  situation.  We  think  there  are  proposals  that 
would  allow  you  to  start  from  where  you  are  today,  open  up  choice, 
allow  Medicare  beneficiaries  to  still  have  a  choice  of  the  current 
system  but  also  quite  a  lot  of  competition  with  other  programs. 

Mr.  Deutsch.  Mr.  Firman,  and,  again,  just  in  response  because 
I  know  I  was  not  able  to  be  here  for  some  of  the  debate  on  the  sec- 
ond panel,  but  from  what  staff  is  telling  me,  just  some  of  the  com- 
ments of  my  colleagues,  we  need  to  understand,  yes,  you  are  going 
to  have  choice,  but  the  reality  of  that  choice,  I  think,  is  really  lim- 
ited. 

My  colleagues  on  the  other  side  keep  saying  that  they  are  going 
to  have  choice,  but  it  is  a  false  choice  in  the  real  world  of  Medicare 
beneficiaries.  I  think  another  important  thing  which  we  haven't 
discussed  yet  on  this  panel  is  the  fact  of  balanced  billing  and  the 
positive  effect  it  has  on  patients  in  a  fee-for-service  world. 

Again,  my  understanding  is  that  any  of  the  changes  that  we 
would  be  attaching  to  Medicare  would  change  the  balanced  billing 
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procedure.  So  if  you  have  a  lowest  common  denominator  in  terms 
of  competitive  billing,  it  is  not  unlikely  that  we  see  a  scenario 
where  a  fee-for-service  Medicare  reimbursement  ends  up  being 
worse  than  the  worst  of  the  bad  old  days.  Where,  today,  the  worst 
it  is  is  80  percent  of  a  fee-for-service  basis.  I  can  envision  easily 
a  scenario  where  a  Medicare  reimbursement  would  be  20  percent 
of  a  traditional  fee-for-service  basis. 

Mr.  Greenwood.  The  gentleman's  time  has  expired. 

Mr.  Deutsch.  I  mean  that,  for  real  people  in  the  real  world,  that 
is  going  to  be  a  disaster. 

Mr.  Chairman,  if  Mr.  Firman  could  respond,  please. 

Mr.  Greenwood.  The  gentleman's  time  has  expired. 

We  will  recognize  the  gentleman  from  Iowa,  Mr.  Ganske. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman. 

I  would  assume  that  most  of  the  current  panelists  were  present 
during  the  last  panel.  I  think  you  heard  the  answer  to  my  last 
question,  and  that  was  that  some  members  of  the  last  panel  felt 
that  the  government  had  actually  been  spending  between  6  percent 
and  28  percent  more  for  that  group  of  patients  in  HMOs  than  if 
those  patients  had  simply  been  in  the  regular  Medicare  system. 

So  I  guess  I  want  to  ask  this  panel,  do  you  feel  that  the  govern- 
ment could  be  doing  a  better  job  with  its  HMO  contracts.  Maybe 
we  could  start  with  Mr.  King. 

Mr.  King.  Well,  the  short  answer  is  yes,  but  the  long  answer  is 
that,  unlike  many  researchers,  I  don't  believe  that  putting  in  a 
health  risk  adjustor  is  going  to  do  it  all  by  itself.  It  is  going  to  re- 
quire that  administrative  actions  be  taken  in  order  to  cut  down  on 
favorable  selection. 

Mr.  Ganske.  Ms.  Ignagni,  do  you  think  that  the  government  has 
paid  more  for  its  services  with  its  current  contracts  than  it  should 
have? 

Ms.  Ignagni.  I  don't  believe  the  data  support  that  hypothesis.  I 
do  think  that  was  the  old  data  that  does  support  that  hypothesis. 
I  don't  think  that  is  the  situation  in  the  industry  today. 

Mr.  Ganske.  The  Mathematica  study  that  you  were  referring  to 
as  being  possibly  outdated  shows  a  5.7  percent  overpayment, 
whereas  the  studies  that  were  quoted  by  a  member  of  the  last 
panel  cited  studies  from  6  to  28  percent. 

Ms.  Ignagni.  I  believe  that  the  GAO,  in  particular,  I  believe  that 
representative  made  the  observation  had  been  drawing  from  the 
old  data,  and  we  would  be  delighted  to  follow  up  on  it,  should  you 
like  or  care  for  us  to  do  that.  I  think  it  is  a  very  important  ques- 
tion. 

Mr.  Ganske.  So  you  think  that  the  government  has  been  doing 
a  good  job  with  its  HMO  contracts  and  you  would  like  to  see  the 
current  system  continue? 

Ms.  Ignagni.  Sir,  I  have  been  in  Washington  long  enough  to  be 
careful  about  how  I  answer  a  question  like  that.  I  do  think  that  in 
any  situation  a  program  could  be  improved  and  I  think  in  this  one 
we  could  engender  quite  a  lot  of  beneficiary  empowerment,  choice 
and  real  alternatives  for  beneficiaries  that  would  be  in  their  health 
care  interest. 


292 


Mr,  Ganske.  Mr.  Huang,  we  are  holding  these  hearings  about 
options,  because  of  a  cost  problem  in  the  Medicare  system.  Do  you 
think  that  managed  care  options  can  save  the  government  money? 

Mr.  Huang.  Yes,  I  believe  that  managed  care  options  can  and  are 
saving  the  government  money.  But,  yes,  I  do  think  that  there  can 
be  a  number  of  improvements  to  the  program. 

I  would  like  to  add  that  on  the  issue  of  skimming,  I  would  tell 
you  that  all  the  benefits  that  we  derive  flow  back  to  our  members. 
In  fact,  the  AAPCC  system,  with  its  annual  review  and  the  APR 
and  ACR  mechanisms  are  actually  a  very  good  way  of  making  sure 
that  those  benefits  go  back  to  the  members. 

I  would  tell  you  that  through  any  number  of  means,  we  have  de- 
rived considerably  better  benefits  for  our  members.  It  is  not — and 
those  extra  benefits  don't  flow  to  us  as  a  company.  They  flow  to  our 
membership.  I  would  like  to  point  out  that  it  is  important  that 
those  members  or  that  they  derive  some  benefit  from  that  so  that 
we  encourage  them  to  stay  in  managed  care. 

The  thing  that  I  worry  about  is  that  if  you — very  quickly  

Mr.  Ganske.  Let  me  followup  and  ask  you,  since  I  have  limited 
time,  would  you  be  in  favor  of  a  regulation  that  would  require  a 
patient  who  signs  up  for  an  HMO  to  do  so  on  a  one-time  basis  for 
the  rest  of  their  life? 

Mr.  Huang.  No,  not  for  the  rest  of  their  life. 

Mr.  Ganske.  Do  you  think  that  should  be  required  of  any  of  the 
options  that  we  are  talking  about  for  Medicare? 
Mr.  Huang.  No?  I  do  not. 
Mr.  Ganske.  Thank  you. 

Mr.  Firman,  can  you  followup  on  some  of  these  questions? 

Mr..  Firman.  Yes.  Dr.  Ganske,  in  my  testimony  I  did  point  out 
that  I  think  it  is  possible  for  managed  care  to  save  money,  but  the 
problems  of  skimming  and  adverse  selection  need  to  be  addressed 
and  I  think — what  I  proposed  in  my  testimony  is  to  look  at  vol- 
untary health  purchasing  alliances  as  a  means  to  achieve  that,  but 
I  think  that  under  the  current  structure,  I  am  not  sure  that  risk 
adjustments  would  be  sufficient  to  achieve  those  savings  that  we 
are  looking  for. 

Mr.  Ganske.  Ms.  Ignagni,  I  wasn't  quite  sure  where  you  were  at 
with  your  answer  on  competitive  bidding.  Has  the  GHAA  taken  a 
position  on  competitive  bidding  as  a  mechanism  for  payment  for 
HMOs? 

Ms.  Ignagni.  No,  we  have  not.  We  are  in  the  process,  as  I  men- 
tioned to  the  chairman,  of  exploring  the  range  of  proposals  that  are 
out  there,  and  trying  to  do  that  as  quickly  as  possible  in  an  effort 
to  be  helpful  to  the  committee,  quite  frankly. 

Mr.  Ganske.  Mr.  King,  do  you  

Mr.  Greenwood.  The  time  of  the  gentleman  has  expired. 
Mr.  Ganske.  Thank  you. 

Mr.  Greenwood.  The  Chair  recognizes  the  gentleman  from 
North  Carolina,  Mr.  Burr. 
Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Mr.  Firman,  I  am  going  to  grant  your  wish.  Would  you  define  co- 
ercion for  me  as  you  see  it,  and  I  will  let  you  elaborate  to  financial 
coercion  if  you  would  like  to. 
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Mr.  Firman.  Financial  coercion  is  the  one  I  am  more  comfortable 
trying  to  define  for  you.  If  the  proposed  cuts  of  $270  billion  in  Med- 
icare are  implemented  in  the  timeframe  that  is  being  proposed,  and 
assuming  that  half  those  cuts  are  paid  for  by  the  beneficiaries  and 
half  by  providers,  and  that  you  will  have  to  decide,  it  would  mean 
that  the  average  Medicare  beneficiary  would  pay  an  additional 
$3,400  out  of  pocket  over  that  period  of  time.  We  estimate  that  ap- 
proximately 8  million  older  people  who  are  currently  receiving  fixed 
incomes  would  be  forced  below  the  poverty  line  by  having  higher 
Medicare  Part  B  premiums  which  would  be  reductions  in  their  So- 
cial Security  checks. 

The  reality  of  the  situation  for  these  people  would  be,  assuming 
that  we  go  to  a  cafeteria  type  plan,  that  they  would  only  be  able 
to  afford  the  least  expensive  type  of  option  in  the  cafeteria  plan. 
That  is  likely  to  be  a  Medicare  risk  contract  and,  therefore,  these 
people,  although  you  are  offering  them  more  choices,  as  a  reality, 
would  be  forced  to  choose  the  least  expensive  choice,  which  would 
likely  be  a  Medicare  risk  contract,  which  is  a  contract  which  would 
mean  that  they  couldn't  choose.  They  could  be  limited  in  doctors 
and  hospitals.  It  means  they  couldn't  get  care  out  of  the  area. 

So  I  consider  that  to  be  financial  coercion,  yes. 

Mr.  BURR.  So,  in  fact,  we  can't  design  a  program  in  your  mind 
that  delivers  greater  options  with  the  same  or  a  higher  level  of  care 
for  less  money,  so  money  is  only  

Mr.  Firman.  No.  You  can  design  a  system  that  will  provide 
greater  options  for  everybody  and  will  save  money  for  the  govern- 
ment. However,  when  you  couple  that  with  $270  billion  in  cuts, 
$170  of  which  are  not  related  to  the  fiscal  solvency  of  the  Medicare 
Part  A  trust  fund,  it  becomes  increasingly  difficult  to  see  how  the 
numbers  work  out. 

Mr.  Burr.  You  said  in  your  statement  about  that  $170  billion 
that  you  assumed.  I  will  remind  you  of  the  statement  that  I  had 
in  the  private  sector  about  when  we  assume.  We  are  not  here  to 
assume  anything.  We  are  here  to  look  at  facts. 

Mr.  Firman.  Okay. 

Mr.  Burr.  You  said  in  your  statement,  although  the  private  sec- 
tor has  recently  realized  cost  savings  through  managed  care,  it  is 
unlikely  that  the  Medicare  program  will  be  able  to  realize  similar 
savings. 

Now  let  me  ask  you,  because  I  just  had  an  education  in  the  first 
panel,  we  have  legislation  that  does  not  permit  us  to  reimburse 
managed  care  companies  at  less  than  95  percent  of  what  the  fee- 
for-service  is.  Would  you  expect  that  we  would  see  significant  sav- 
ings if  we  had  a  piece  of  legislation  that  said  we  were  mandated 
not  to  negotiate? 

Mr.  Firman.  I  think  you  would  have  significant  savings  if  you 
passed  legislation  which  mandated  that  you  only  pay  75  percent  of 
AAPCC.  The  question  is  whether  people  would  be  able  to  get  qual- 
ity care. 

Mr.  Burr.  Well,  let  me  ask  you  this  

Mr.  Firman.  You  can  legislate  any  level  of  savings  you  like. 

Mr.  Burr.  We  are  not  interested  in  legislating,  As  a  matter  of 
fact,  the  debate  is  around  whether  seniors  ought  to  have  the  option 
to  make  an  intelligent  decision  about  their  health  care  coverage.  Do 
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you  believe  that  seniors  in  this  country  should  have  options  and 
the  ability  to  choose? 

Mr.  Firman.  Yes,  I  do,  but  let  me — it  is  a  very  important  clari- 
fication here  because  it  is  one  thing  to  say  to  37  million  Medicare 
beneficiaries,  go  out  and  choose  whatever  you  want  out  there,  that 
is  not  the  reality  in  anybody's  world  today.  The  reality  in  the  cor- 
porate world,  I  have  90  employees,  I  make  the  decision  what  my 
employees  get.  I  pick  Kaiser  HMO,  Humana  HMO,  or  Blue  Cross/ 
Blue  Shield.  I  pick  one  of  them,  and  the  decision  is  made.  They 
don't  have  a  choice,  and  that  is  the  reality  of  the  private  sector,  not 
more  choices,  but  fewer  choices. 

I  believe  that  Medicare  beneficiaries  should  have  more  choices, 
but  I  believe  we  need  a  structure  similar  to  the  FEHBP  on  the 
local  level,  such  as  a  voluntary  health  purchasing  alliance,  which 
would  negotiate  on  behalf  of  those  beneficiaries,  which  would  give 
them  a  range  of  acceptable  choices,  which  would  get  them  good 
group  rates  on  those  choices,  which  would  have  coordinated  enroll- 
ment periods  so  that  they  can  enter  and  disenroll  at  the  same  time 
and  would  provide  important  consumer  protection. 

Under  that  type  of  local  or  regional  intermediary  structure,  you 
can  achieve  savings  and  choice,  but  not  throw  37  million  people  to 
the  vagaries  of  the  marketplace.  I  think  that  is  extremely  dan- 
gerous. 

Mr.  Burr.  Does  your  proposal  eliminate  HCFA? 
Mr.  Firman.  No. 

Mr.  Burr.  I  thought  they  negotiated  that? 

Mr.  Firman.  Well,  that's  appointed,  and  I  don't  think  anybody  in 
the  Federal  Government  can  negotiate  the  quality  of  hundreds  of 
thousands  of  plans  on  the  local  level.  I  think  it  is  impossible  to  be 
done,  and  I  am  suggesting  an  intermediary  structure. 

Mr.  Burr.  Let  me  just  make  sure  I  understood  what  you  said, 
you  said  you  don't  believe  anybody  in  the  Federal  Government  can 
negotiate  as  good  a  program  as  the  private  sector? 

Mr.  Firman.  No.  I  believe  that  if  you  want  to  provide  more  op- 
tions to  Medicare  beneficiaries,  which  we  support  in  principle,  as- 
suming that  the  low-income  people  have  more  than  one  choice,  I 
think  the  way  you  need  to  do  that  is  to  create  a  structure  that  will 
combine  purchasing  power,  and  which  will  negotiate  on  behalf  of 
beneficiaries,  which  is  exactly  what  happens  today  in  the  private 
sector,  which  is  why  managed  care  works  in  the  private  sector. 

I  think,  though,  that  the  best  structure  for  those  would  be  local 
or  regional  purchasing  alliances  so  that  the  decisions  are  made  in 
your  town  and  your  congressional  district  about  which  plans  meet 
the  quality  and  which  ones  don't.  I  believe  that  HCFA  could  pay 
the  contribution  for  the  beneficiaries  to  join  those  plans. 

I  think  it  is  a  structure  which  makes  it  possible  for  managed 
care  and  options  to  work  but  not  just  saying  to  37  million  people, 
you  are  on  your  own,  negotiate  the  system.  I  think  that  is  unrealis- 
tic and  we  will  have  lots  of  abuse  of  that  system. 

Mr.  Greenwood.  The  time  of  the  gentleman  has  expired. 

Mr.  Burr.  I  know  my  time  has  expired.  Let  me  just  suggest  to 
Mr.  Firman  that  I  think  Dr.  Armstead  would  take  some  offense  at 
the  fact  that  HCFA  could  not  recognize  a  quality  plan  that  was  suf- 
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ficient  to  meet  the  needs  of  seniors  in  this  country,  and  I  think  that 
is  what  you  just  said,  and  I  yield  back. 

Mr.  Greenwood.  The  Chair  recognizes  the  gentleman  from  Flor- 
ida, Mr.  Stearns. 

Mr.  Stearns.  Thank  you,  Mr.  Chairman. 

Mr.  Firman,  what  you  just  described  is  competitive  bidding. 

Mr.  Firman.  It  is  more  than  competitive  bidding.  It  is  taking 
what  seems  to  be  working  in  the  private  sector,  which  is  an  em- 
ployer with  a  benefit  specialist  negotiating,  looking  at  a  range  of 
options,  and  getting  competitive  bidding  for  people,  but  it  is  com- 
petitive bidding  for  a  range,  for  managed  care  to  PPOs  to  fee-for- 
service  to  Medigap  policies. 

Mr.  Stearns.  I  understand.  To  some  extent,  we  do  that  in  the 
Federal  Employee  Benefits  Program,  too,  not  just  the  private  sector 
but  also  the  Government  Employees  Benefits  Program. 

Mr.  Firman.  And  that's  a  good  model,  but  the  point  is,  the  Fed- 
eral Employee  Benefits  Program  is  primarily  for  people  based  in 
Washington. 

Mr.  Stearns.  It  is  10  million  Americans,  though,  that  are  in  the 
program,  and  many  Americans  who  are  retired  are  still  in  it.  We 
have  40  percent  of  these  10  million  Americans  who  are  retired  are 
using  this  program  which  is  a  form  of  competitive  bidding. 

Ms.  Ignagni,  you  have  said  your  association  has  not  taken  a  posi- 
tion. Would  you  agree  with  Mr.  Firman  that  competitive  bidding  is 
what  he  described,  could  you  describe  to  me  what  you  think  com- 
petitive bidding  is? 

Ms.  Ignagni.  I  think,  as  it  has  been  described  by  many  here  in 
the  

Mr.  Stearns.  Did  you  hear  Gail  Wilensky? 

Ms.  Ignagni.  Yes,  I  did.  I  thought  that  was  a  very  good  expla- 
nation of  what  has  been  described  as  competitive  bidding.  We  have 
been  looking  very  carefully.  I  made  the  observation  earlier  that  I 
think  the  discussion  now  is  about  how  one  transitions  from  where 
we  are  today  to  a  new  system,  and  whether  or  not  you  can  go  over- 
night to  a  competitive  bidding  system  putting  the  traditional  Medi- 
care in,  et  cetera,  et  cetera.  There  has  been  some  discussion  about 
that. 

We  have  been  looking  at  ways — I  think  this  discussion  is  about 
transition.  We  have  been  looking  at  proposals  that  we  might  be 
able  to  offer  you  to  consider  means  of  transitioning  from  where  we 
are  today. 

Mr.  Deutsch  raised  the  issue  of,  in  a  competitive  bidding  system, 
he  and  others  have  suggested  it  as  well,  would  be  very  concerned 
about  an  excessively  low  defined  contribution.  I  made  the  observa- 
tion back  to  him  that  I  think  there  are  other  ways  to  do  that.  That 
it  is  not  just  an  either/or  situation.  You  can  still  engender  into  a 
system  quite  a  lot  of  competition,  quite  a  lot  of  consumer  choice, 
having  the  kind  of  information  available  as  is,  as  you  made  the  ob- 
servation, under  the  Federal  Employees  Benefit  Plan  without  nec- 
essarily today  taking  an  average  across  a  market  and  saying  that 
is  the  defined  contribution. 

Alternatively,  you  might  suggest  that  we  start  from  where  we 
are  today.  That  is  the  base  from  which  plans  have  the  ability  to 
provide  benefits  to  seniors,  and  then  let  plans  compete  based  on 
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price,  on  benefits,  et  cetera,  and  have  real  competition,  which  is 
what  I  think  you  are  getting  at. 

So  I  think  the  terms  have  really  now  carried  a  life  of  their  own, 
if  you  will.  So  that  is  why  I  am  being  somewhat  pedantic  in  de- 
scribing my  answer  to  you  because  I  think  it  is  important  to  distin- 
guish what  people  have  talked  about  as  competitive  bidding,  what 
it  is  in  the  classic  sense,  and  how  you  get  to  the  kinds  of  changes 
that  everybody  seems  to  be  concerned  about  in  the  Medicare  pro- 
gram, which  we  are  very  concerned  about  as  well.  I  think  that 
there  is  a  critical  path  from  here  to  there. 

Mr.  Stearns.  What  is  the  difference  between  what  Gail  Wilensky 
said  and  what  is  a  classical,  is  there  any  difference?  Did  she  de- 
scribe the  classical  or  did  she  describe  

Ms.  Ignagni.  No,  she  described  a  classical  competitive  bidding. 
There  are,  of  course,  a  number  of  proposals  that  have  been  offered 
with  respect  to  how  one  sets  the  rate.  The  only  difference  of  opinion 
is  on  how  one  sets  a  rate. 

Mr.  Stearns.  Did  Mr.  Firman  describe  the  classical  sense? 

Ms.  Ignagni.  Yes,  I  think  so.  I  think  he  did  a  fair  job. 

Mr.  Stearns.  Okay,  because  he  seemed  to  say  that  it  was  a  little 
different  than  competitive  bidding. 

Mr.  Huang,  let  me  ask  you,  more  Americans  are  getting  their 
health  care  before  they  retire  in  the  managed  care  area,  they  are 
buying  it,  they  are  participating  in  it.  All  these  people,  when  the 
move,  become  seniors,  won't  they  look  for  that  same  kind  of  model, 
what  impact  do  you  think  it  will  have  on  Medicare? 

Mr.  Huang.  Absolutely.  I  think  that  is  one  of  the  most  positive 
forces  for  managed  care.  People  are  getting  managed  care  prior  to 
becoming  Medicare  eligible,  and  I  would  comment  that  the  current 
system  is  quite  cumbersome  and,  in  fact,  is  counterproductive  in 
that  it  is  not  a  smooth  transition.  So  the  people  who  are  64  this 
year  cannot  smoothly  move  into  managed  care  when  they  turn  65. 

Mr.  Stearns.  Someone  raised  the  problem  that  competitive  bid- 
ding would  destroy  the  existing  Medicare  risk  contract  market  be- 
cause it  would  permit  some  companies  to  undercut  the  price  and 
dominate  the  market  in  the  early  years.  Do  you  think  this  is  a  like- 
ly scenario  under  the  competitive  bidding  approach? 

Mr.  Huang.  I  do  worry  about  competitive  bidding,  I  think  much 
as  Ms.  Ignagni  said,  is  if  you  go  to  it  very  quickly  and  there  are 
not  guidelines  as  to  some  standards  of  care,  you  could  get  plans 
that  would  bid  possibly  below  their  costs  to  gain  large  pieces  of 
business,  and  that  is  a  concern. 

Mr.  Stearns.  Mr.  Firman,  is  there  anything  you  want  to  add? 

Mr.  Firman.  I  just  worry  also,  in  practice,  I  think  there  are  lim- 
its to  what  a  Federal  Government  can  do  to  ensure  quality,  par- 
ticularly if  you  have  more  types  of  plans.  Right  now,  the  Federal 
Government  is  only  regulating  essentially  one,  the  Medicare  risk 
contract.  So  it  is  question  of  who  is  going  to  do  the  regulation. 

I  think  there  are  also  problems  with  the  State  insurance  depart- 
ments. They  have  had  difficulty  doing  this.  So  I  think  it  is  possible 
but  I  also  think  there  are  real  dangers  related  to  quality  assurance. 

Mr.  Stearns.  Thank  you,  Mr.  Chairman. 

Mr.  Greenwood.  The  time  of  the  gentleman  has  expired. 

The  Chair  recognizes  the  gentleman  from  Georgia,  Mr.  Norwood. 
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Mi\  NORWOOD.  Thank  you,  Mr.  Chairman.  I  appreciate  the  time. 
Mr.  Firman,  I  understood  you  to  say  that  you  thought  there  was 
skimming  going  on  in  managed  care,  did  I  hear  you  right? 
Mr.  Firman.  Yes,  sir. 

Mr.  Norwood.  Ms.  Ignagni,  I  understood  you  to  say  that,  well, 
that  was  true  8  years  ago,  but  that  is  not  true  today? 
Ms.  Ignagni.  That  is  not  exactly  how  I  said  it,  sir. 
Mr.  Norwood.  I  will  listen  again. 

Ms.  Ignagni.  But  the  latter  part  of  the  statement  is  correct. 
Mr.  Norwood.  Not  today? 

Ms.  Ignagni.  That  is  what  the  Mathematica  Corporation  ob- 
served in  1987-1988.  My  observation  was  that  we  have  new  data 
based  on  1994,  a  population  based  survey,  that  I  think  will  be  in- 
teresting to  you  and  turns  the  hypothesis  about  skimming  on  its 
head. 

Mr.  Norwood.  In  other  words,  you  indicate  that  there  was  really 
no  skimming,  they  just  had  their  numbers  wrong,  they  had  their 
facts  wrong? 

Ms.  Ignagni.  I  think  that  it  was  snapshot  of  the  industry,  it  is 
old  data,  to  say  it  very  directly. 

Mr.  Norwood.  Mr.  Firman,  please  comment. 

Mr.  Firman.  Gentleman,  most  of  you  have  spent  most  of  your  life 
in  the  private  sector  and  have  been  businessmen,  and  I  think  it 
just  takes  some  common  sense  here.  If  you  are  getting  paid  the 
same  amount  of  money  for  beneficiaries  regardless  of  health  status, 
you  are  going  to  have  every  incentive  in  the  world  to  bring  in 
healthy  people.  Now,  of  course,  legally  you  can't  do  that.  But  if  you 
look  in  today's  Washington  Post  Health  Section,  on  the  back  page 
you  will  see  Humana  Gold  Plus  Medicare  HMO  advertising  a  series 
of  seminars,  basically,  to  induce  people  to  join  the  plans,  and  those 
are  held  at  10  and  2  at  various  suburban  hotels,  which  requires  a 
person  to  be  able  to  get  in  a  car  and  drive  to,  and  if  they  are  frail 
they  would  have  a  care  giver,  but  their  care  giver  is  probably  at 
work.  So  there  is  every  incentive  in  the  world  to  bring  in  healthy 
people  to  your  plan,  and  you  wouldn't  be  a  prudent  businessman 
if  you  didn't  do  whatever  possible  to  bring  in  as  many  healthy  peo- 
ple. 

So  far,  the  data  suggest  that  companies  have  been  doing  exactly 
what  you  would  expect  them  to  do,  both  with  Medicare  risk  con- 
tracts and  the  Medicare  select  programs.  I  am  not  faulting  them. 
I  am  just  saying,  we  set  up  the  rules  that  the  only  way  you  win 
is  to  bring  in  healthy  people  and  avoid  sick  people. 

Mr.  NORWOOD.  Having  been  involved  in  some  delivery  of  health 
care  over  the  years,  I  guarantee  you  that  happens,  that  has  hap- 
pened. I  don't  care  where  the  numbers  came  from,  that  does,  in 
fact,  happen.  You  prefer  to  have  a  population  that  is  healthy  so  you 
don't  have  to  treat  them.  That  is  just  a  fact. 

Mr.  Huang,  do  you  think  that  managed  care  will  actually  save 
the  Federal  Government  money? 

Mr.  Huang.  Yes,  I  do. 

Mr.  Norwood.  Now  I  would  like  for  you  to  tell  me  why  you  think 
that  is  so? 

Mr.  Huang.  I  think,  if  you  look  at  the  Mathematica  Studies  and 
so  many  other  studies,  they  are  very  clear  in  saying  that  managed 
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care  can  provide  the  same  or  better  quality  of  care  and  at  the  same 
time  lower  costs.  That  is  in  the  Mathematica  Study  itself. 

Mr.  Norwood.  Government  studies? 

Mr,  Huang.  I  don't  know  particularly. 

Mr.  Norwood.  That  would  be  very  important  to  me.  They  can 
provide  the  same  equal  care  as  we  have  in  fee-for-service  but  they 
are  some  way  able  to  do  this  for  much  less  cost? 

Mr.  Huang.  Absolutely.  That's  right.  That  is  in  the  Mathematica 
Study  which  was  funded  by  HCFA. 

Mr.  Norwood.  Okay.  HCFA  has  not  impressed  me  over  the 
years  as  having  very  much  right,  and  I  am  not  sure  their  studies 
have  been  either. 

Tell  me,  how  do  they  manage  to  do  that,  how  do  they  manage 
to  provide  the  same  great  quality  of  care  that  we  have  had  in  the 
country  over  the  years  and  are  able  to  do  that  for  so  much  less 
cost? 

Mr.  Huang.  I  think  there  is  a  number  of  ways.  I  think  contract- 
ing is  one  way,  the  way  we  work  with  physicians,  and  the  way  we 
look  at  a  comprehensive  model— — 

Mr.  Norwood.  Does  that  mean  discounting  that  amount  you  pay 
the  physician? 

Mr.  Huang.  No.  I  think  that  is  part  of  it.  I  think  that  a  unit  cost 
is  part  of  the  issue.  But,  of  course,  HCFA  is  a  very  large  purchaser, 
and  they  can  get  very  low  unit  cost,  if  they  so  choose.  But  I  think 
that  it  is  about  how  you  treat  patients,  it  is  about  systems  of  care, 
it  is  about  coordinated  care,  it  is  about  reducing  inefficiencies  in 
terms  of  duplication  of  services.  All  of  those  have  huge  impacts  on 
costs. 

Mr.  Norwood.  Patients  are  treated  better  by  a  managed  care 
group  than  they  are  by  an  individual  practitioner,  is  that  your  

Mr.  Huang.  Well,  our  managed  care  is  with  individual  practi- 
tioners, but  I  would  tell  you  that  every  

Mr.  Norwood.  Do  you  have  a  PPO  type  of  arrangement  or  an 
HMO  type  of  arrangement? 

Mr.  Huang.  Ours  is  an  HMO  with  an  IPA  model  with  physicians 
that  are  in  private  practice. 

Mr.  Norwood.  Do  they  practice  out  of  their  offices  or  in  a  central 
facility  that  you  furnish? 

Mr.  Huang.  They  practice  out  of  their  own  offices. 

Mr.  Norwood.  So  it  is  sort  of  like  a  PPO  arrangement? 

Mr.  Huang.  In  some  respects,  but  it  very  much  is  managed  

Mr.  Norwood.  That  red  light  has  come  on  way  too  soon,  Mr. 
Huang,  I  am  sorry. 

Mr.  Greenwood.  The  time  of  the  gentleman  has  expired. 

The  Chair  recognizes  the  chairman  of  the  subcommittee,  Mr. 
Bilirakis. 

Mr.  Bilirakis.  I  think  I  will  probably  only  have  one  question. 

Mr.  Firman,  the  Federal  Employees  Benefit  Plan,  you  have  re- 
ferred to  it  in  very  kind  terms.  You  think  it  is  a  good  plan? 

Mr.  Firman.  I  think  it  is  a  good  approach,  yes. 

Mr.  Bilirakis.  A  good  approach.  Well,  do  you  feel  that  if  a  pri- 
vate entity  purchasing  group,  purchasing  alliance,  whatever  the 
term  might  be,  were  to  take  that  type  of  a  plan  that  they  would 


299 


do  a  better  job  of  negotiating  it  than  is  done  now  by  the  current 
people  who  do  that? 

Mr.  Firman.  Yes,  if  they  were  regionally  or  locally  based,  or 
State  based  so  that  they  are  negotiating  with  the  plans  in  a  par- 
ticular area.  I  think  it  has  the  potential  to  allow  for  more  consumer 
choice,  and  to  save  money,  and  to  protect  the  consumers. 

Mr.  Bilirakis.  I  see.  So  you  wouldn't  have  one  central  entity 
doing  it.  You  would  have  it  done  on  a  regional  basis? 

Mr.  Firman.  Yes,  I  think  it  needs  to  be.  Yes. 

Mr.  Bilirakis.  So  when  you  refer  to  purchasing  groups,  you  are 
referring  to  regional  purchasing  groups? 

Mr.  Firman.  Right.  Dr.  Wilensky,  I  think,  mentioned  that  there 
were  something  like  100-and-something  FEHBP  plans,  perhaps 
200,  but  many  of  them  are  only  in  Washington,  for  example.  So, 
in  effect,  you  have  got  that  right  now,  and  that  is  also  quite  often 
the  case  with  employers.  They  are  negotiating  on  behalf  of  the  em- 
ployees in  particular  towns.  I  think  it  is  a  better  approach,  localizes 
it  more,  and  makes  it  more  possible  to  really  assess  quality  and  to 
negotiate. 

Mr.  Bilirakis.  Okay.  Well  then,  speaking  on  behalf  of  the  many 
people  that  you  represent,  the  thousands  out  there,  or  all  of  our 
senior  citizens,  possibly,  would  you  strongly  suggest  that  that 
might  be  a  good  way  to  reform  Medicare,  to  go  toward  that  type 
of  a  concept? 

Mr.  Firman.  I  think  it  is  certainly  a  concept  that  should  be  tried 
and  evaluated.  I  am  not  sure  I  would  say  we  should  go  willy  nilly 
and  put  37  million  people  into  the  system,  but  I  think  it  has  poten- 
tial to  produce  some  of  the  savings  and  beneficiary  choice  that  we 
are  looking  for. 

Mr.  Bilirakis.  Okay.  Beneficiary  choice,  of  course,  is  key.  How 
about  quality? 

Mr.  Firman.  I  think  it  provides  for  local  oversight  of  quality  as- 
surance, absolutely.  I  think  if  a  consumer  has  a  problem,  instead 
of  calling  a  800  number  at  HCFA — where  the  Inspector  General 
only  deals  with  fraud  cases,  not  with  little  problems,  that  is  the  re- 
ality of  the  situation — this  group  could  then  negotiate  on  behalf, 
just  like  an  employer  group  would. 

At  Xerox,  if  one  of  their  employees  has  as  problem,  they  tell  the 
benefits  manager,  the  benefits  manager  gets  on  the  phone  with  the 
insurance  companies,  or  their  providers,  and  they  are  much  more 
likely  to  be  able  to  straighten  it  out. 

Mr.  Bilirakis.  Okay.  What  you  are  saying  is  that  assuming  that 
a  benefit  plan  would  include  the  current  choices  available  to  our 
beneficiaries,  the  fee-for-service  as  well  as  the  managed  care,  that 
it  would  be  acceptable,  to  your  people.  I  guess  you  would  add  to 
that  an  educational  process  to  make  sure  that  they  are  aware  of 
what  is  available  and  the  details,  is  that  correct? 

Mr.  Firman.  I  think  as  a  voluntary  purchasing  alliance,  yes.  In 
other  words,  you  have  said  to  consumers,  you  have  an  option  of 
joining  this  group,  and  it  would  negotiate  on  their  behalf.  I  think 
there  would  be  appeal  to  it.  All  of  these  discussions  are  on  two  lev- 
els, the  philosophical  level  and  the  practical  level,  I  don't  oppose 
block  grants  philosophically,  I  oppose  them  practically  because  they 
have  deep  cuts  involved  in  them. 


300 


If  you  go  to  a  system  without  cuts  that  are  too  deep,  I  think  this 
can  work.  If  the  cuts  are  too  deep,  then  I  think  it  all  falls  apart 
because  then  consumers  can't  afford  the  choices  even  though  we 
give  them  to  it. 

Mr.  Bilirakis.  All  right.  But  you  are  referring  to  block  grants 
now.  Tie  that  into  this  concept. 

Mr,  Firman.  Well,  I  don't  think  it  does.  I  think  what  happens  is 
that  your  people  still  have  their  Medicare  benefits,  however  they 
are  structured,  but  they  have  the  option  of,  in  effect,  joining  a  pur- 
chasing group  which  could  be  a  public-private  entity,  it  could  be 
regulated  by  the  States,  and  then  once  they  joined,  they  would  get 
the  benefits  of  purchasing  as  a  group. 

First  of  all,  my  colleague  here  can  tell  you  how  much  the  Medi- 
care HMOs  spend  on  marketing,  but  it  is  a  substantial  amount. 
Were  they  able  to  go  in  and,  in  effect,  offer  an  option  to  a  group 
like  happened  with  the  FEHBP,  they  can  save  a  lot  of  money  on 
marketing  and  pass  those  savings  on. 

Mr.  Bilirakis.  So  what  would  you  do,  would  you  have  an  op- 
tion—when you  use  the  term  option  to  go  in  with  the  purchasing 
group,  you  would  retain  the  current  options  as  they  now  stand,  and 
not  be  a  part  of  the  purchasing  group,  and  then  the  additional  op- 
tion would  be  to  go  into  the  purchasing  group  for  the  plans  that 
are  available  through  that  purchasing  group? 

Mr.  Firman.  Yes.  Keep  in  mind,  I  think  this  is  an  intriguing  con- 
cept, but  it  is  a  concept  right  now.  It  doesn't  exist.  The  closest 
thing  we  have  is  the  FEHBP  program  and  the  CALPERS  program, 
which  are  different,  although  they  have  some  similarity.  So  I  think 
it  is  a  promising  direction,  but  I  think  we  need  to  do  it  deliberately. 

Mr.  Bilirakis.  Have  you  given  any  thought  to  potential  savings 
as  a  result? 

Mr.  Firman.  I  haven't  been  able  to  do  any  actuarial  estimates, 
but  I  think  it  would  be  a  useful  thing  to  perhaps  ask  the  Health 
Care  Financing  Administration  or  GAO  to  look  at  those  issues, 

Mr.  Bilirakis.  But  in  your  opinion,  you  did  use  the  word  "sav- 
ings" a  number  of  times.  In  your  opinion,  you  think  there  probably 
would  be  some  savings? 

Mr.  Firman.  In  my  opinion,  it  is  a  responsible  way  to  foster  more 
managed  care  options  and  not  just  these  contracts,  which  I  don't 
think  are  the  best  option  for  most  people,  but  other  types  of  plans, 
and  do  it  in  a  way  where  there  is  somebody  looking  out  for  the 
consumer  on  a  local  or  regional  level. 

Mr.  Bilirakis.  Thank  you  Mr.  Chairman. 

Mr.  Greenwood.  The  time  of  the  gentleman  has  expired. 

We  thank  each  of  the  panelists  for  your  patience  and  for  your 
fine  testimony,  and  this  hearing  is  now  adjourned. 

[Whereupon,  at  2:32  p.m.,  the  subcommittee  meeting  was  ad- 
journed.] 
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The  subcommittee  met,  pursuant  to  notice,  at  10:07  a.m.,  in  room 
2123  Rayburn  House  Office  Building,  Hon.  Michael  Bilirakis  (chair- 
man) presiding. 

Members  present:  Representatives  Bilirakis,  Barton,  Stearns, 
Greenwood,  Burr,  Bilbray,  Whitfield,  Ganske,  Norwood,  Coburn, 
Waxman,  Brown,  Lincoln,  Deutsch,  Stupak,  Hall,  and  Pallone. 

Staff  present:  Mary  M.  McGrane,  majority  counsel;  Howard 
Cohen,  majority  counsel;  Melody  Harned,  majority  counsel;  Eric 
Berger,  majority  professional  staff  member;  Bridget  Taylor,  minor- 
ity professional  staff  member;  and  Kay  Holcombe,  minority  profes- 
sional staff  member 

Mr.  Bilirakis.  The  hearing  will  come  to  order. 

Good  morning,  this  hearing,  the  third  in  a  series  devoted  to  the 
Medicare  program,  focuses  on  proposals  for  reform.  As  we  all  know, 
this  emphasis  is  not  accidental.  The  Board  of  Trustees  of  the  Medi- 
care program  has  issued  a  clear  warning:  If  Medicare  is  not  re- 
formed now,  it  will  fail  in  the  very  near  future. 

It  is  for  that  reason  that  we  will  today  turn  our  attention  to  the 
reform  proposals  that  have  been  developed  by  experts  from  the  ad- 
ministration, the  health  industry,  and  public  policy  organizations. 
I  am  confident  that  their  perspective  will  greatly  assist  us  in  our 
effort  to  ensure  the  long-term  viability  of  the  Medicare  program. 

Previous  hearings  held  by  this  subcommittee  have  addressed 
such  issues  as  the  current  state  of  the  Medicare  program,  the  con- 
text for  action,  and  the  formula  by  which  managed  care  reimburse- 
ment under  the  Medicare  program  is  determined. 

Although  we  have  been  presented  with  a  large  volume  of  infor- 
mation, it  is  essential  that  we  not  lose  sight  of  one  critical  fact: 
since  Medicare  serves  an  important  role  in  the  lives  of  millions  of  . 
American  seniors,  we  must  not  fail  to  save  it  from  the  bankruptcy 
Medicare  Trustees  predict  will  take  place  by  the  year  2002. 

Like  many  members,  I  am  deeply  concerned  about  the  threat  fac- 
ing the  Medicare  program.  My  district  has  one  of  the  highest  per- 
centages of  older  Americans  in  the  entire  Nation,  and  many  in  my 
district  would  be  devastated  by  Medicare's  financial  collapse.  That 
is  why,  like  so  many  of  my  colleagues  here  ensuring  the  stability 
of  the  Medicare  program  is  extremely  important  to  my  constituents 
and  me. 
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But  to  make  Medicare  stable  and  solvent  for  beneficiaries  now 
and  in  the  future,  we  need  to  get  at  the  heart  of  what  is  currently 
plaguing  the  program.  This  year,  the  Federal  Government  will 
spend  more  than  $181  billion  on  the  Medicare  program.  If  we  do 
nothing,  Medicare's  costs  will  almost  double  by  the  year  2002— the 
year  that  the  Trustees  predict  the  collapse  of  the  Part  A  Trust 
Fund.  Despite  the  expenditure  of  these  enormous  sums,  Medicare 
beneficiaries  do  not  always  get  the  level  of  care  they  deserve. 
Worse,  tens  of  billions  of  dollars  are  lost  to  waste,  fraud,  and 
abuse- 
Clearly,  one  of  the  most  important  challenges  facing  Congress 
today  is  that  of  slowing  the  growth  of  the  Medicare  program's  costs, 
while  improving  its  quality  of  care  and  reducing  this  waste,  fraud, 
and  abuse.  That  is  why  the  testimony  we  will  hear  today  is  so  im- 
portant. 

I  welcome  all  of  our  witnesses  today,  but  before  that,  of  course, 
I  will  ask  for  opening  statements  from  members  of  the  subcommit- 
tee. 

Mr.  Waxman,  you  are  recognized,  sir,  for  an  opening  statement. 
Mr.  Waxman.  Thank  you,  Mr.  Chairman, 

I  am  breathless  by  the  pace  in  which  this  Medicare  program  is 
under  assault. 

Today,  as  we  continue  our  hearings  on  the  Medicare  program,  we 
are  going  to  hear  from  various  groups  about  how  they  propose  to 
restructure  the  Medicare  program.  The  proposals  will  vary,  but 
most  will  discuss  restructuring  in  the  context  of  offering  Medicare 
beneficiaries,  presumably,  more  choice. 

This  month,  as  we  celebrate  the  30th  anniversary  of  the  Medi- 
care program,  I  would  like  to  take  a  minute  to  discuss  exactly  what 
choice  means  to  37  million  Americans.  Medicare,  as  most  seniors 
know  it,  means  choice  and  health  security,  the  freedom  to  choose 
their  own  doctor  and  to  know  that  they  can  count  on  Medicare  pay- 
ing for  them  to  go  to  their  own  doctor  regardless  of  what  they  oth- 
erwise would  be  able  to  afford. 

What  the  Republicans  must  own  up  to  and  what  these  groups 
who  will  be  testifying  today  must  admit  is  that,  no  matter  how  you 
try  to  describe  restructuring  the  program,  no  matter  how  you  want 
to  describe  offering  more  choices,  what  you  are  really  doing  is  pro- 
viding less  choice. 

The  Republicans  cannot  achieve  their  budget  proposal  numbers 
of  cutting  $270  billion  from  the  Medicare  program  without  reducing 
Medicare  beneficiary  choice.  They  will  make  it  harder  and  more  ex- 
pensive for  beneficiaries  to  go  to  the  doctor  of  their  choice,  and  al- 
though there  may  be  options  out  there  which  they  can  afford,  Medi- 
care, as  most  beneficiaries  know  it  today,  will  not  be  affordable. 
The  75  percent  of  Medicare  beneficiaries  who  make  less  than 
$25,000  a  year  will  not  be  able  to  pay  for  Medicare  as  they  now 
know  it. 

In  order  for  the  Republicans  to  achieve  these  numbers,  they  must 
drastically  cut  provider  payments  and  increase  out-of-pocket  ex- 
penses for  seniors,  or  they  may  offer  seniors  a  voucher  or  a  check 
under  the  guise  of  allowing  them  to  choose  their  own  health  plans. 
But  if  the  voucher  or  contribution  they  are  handed  is  less  than 
what  it  costs  to  see  their  own  doctors— and  let  there  be  no  question 
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about  it,  it  will  be — -seniors  will  have  less  choice.  This  is  especially 
true  for  those  seniors  who  do  not  have  enough  money  to  make  up 
the  difference. 

Perhaps  some  will  say  I  am  being  too  harsh  in  light  of  the  fact 
that  I  do  not  know  the  specific  details  of  the  Republican  proposals. 
I  anxiously  await  these  details.  However,  in  the  meantime,  it  is 
about  time  that  the  Republicans  come  clean  and  own  up  to  what 
several  of  our  witnesses  will  say  today.  When  you  cut  $270  billion 
from  the  Medicare  program  over  the  next  7  years,  seniors  will  no 
longer  have  the  choices  which  they  have  today. 

I  hope,  Mr.  Chairman,  that  we  get  these  proposals  on  the  table 
in  time  for  the  American  people  to  see  them  and  understand  them. 
As  I  understand  it,  we  are  not  going  to  know  anything  about  the 
specifics  until  September,  leaving  probably  a  matter  of  weeks  be- 
fore they  are  rolled  into  some  huge  bill  and  then  brought  to  a  sin- 
gle vote  on  the  House  floor.  I  think  that  would  be  a  disservice  to 
the  Medicare  beneficiaries.  I  think  it  would  be  a  disservice  to  the 
American  people,  who  expect  us  to  operate  in  an  openness  and  with 
an  opportunity  for  them  to  understand  fully,  beyond  the  cliches, 
what  is  really  at  stake. 

Thank  you. 

Mr.  BILIRAKIS.  I  thank  the  gentleman.  Mr.  Stearns  of  Florida  is 
recognized  for  an  opening  statement. 

Mr.  Stearns.  Good  morning,  Mr.  Chairman,  and  thank  you. 

I  would  like  to  say  to  my  colleague,  Mr.  Waxman,  that  when  the 
President  offered  his  healthcare  bill,  he  had  increasing  deductibles, 
increasing  premiums,  retirement  age,  he  had  reductions  in  Medi- 
care and  Medicaid  much  greater  than  we  are  even  talking  about. 
So,  if  you  want  to  get  sort  of  a  semblance  of  what  we  are  trying 
to  do,  you  can  certainly  go  back  to  the  President's  proposal  last 
year. 

Mr.  Chairman,  I  would  like  to  thank  you  for  holding  this  impor- 
tant hearing  today.  If  we  are  to  successfully  resolve  the  problems 
associated  with  this  program  without  compromising  the  quality  of 
care  that  must  be  delivered  to  our  seniors,  we  must  draw  on  the 
expertise  of  specialists  in  the  healthcare  field  from  a  broad  segment 
of  the  community.  I  look  forward  to  hearing  from  our  distinguished 
panel  of  witnesses  that  we  have  here  with  us  today. 

It  is  good,  of  course,  to  see  my  friend.  Dr.  Butler,  from  The  Herit- 
age Foundation.  I  enjoyed  my  association  with  him  last  year,  dur- 
ing the  healthcare  debate,  and  I  look  forward  with  great  interest 
to  hearing  his  ideas  about  reforming  the  Medicare  program. 

In  reviewing  the  testimony,  I  was  pleased  to  learn  that  several 
ideas  that  I  have  long  supported  are  being  offered  as  possible  solu- 
tion to  this  task  we  have  set  before  ourselves. 

One  idea  which  was  advocated  by  several  of  our  witnesses  is  to 
use  the  Federal  Employee  Health  Benefits  Program  as  a  model  for 
reform.  Why  shouldn't  we  afford  seniors  the  opportunity  to  choose 
from  a  vast  array  of  health  plans,  be  it  traditional  fee-for-service, 
HMO,  or  PPO? 

Under  the  Federal  Employee  Benefits  Program,  we  get  to  make 
a  personal  choice  and  compare  the  prices  and  level  of  benefits  of 
each  plan.  We  then  make  a  decision  based  upon  our  budget,  our 
needs,  our  bottom  line,  and  not  the  government's  bottom  line. 
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The  Federal  Employee  Benefits  Program  is  a  sound  program 
with  good  benefits,  and  while  the  benefits  have  increased  over  the 
years,  cost  for  these  plans  have  been  effectively  kept  down,  not 
with  price  controls,  mind  you,  but  with  competition.  In  short,  the 
market  forces  have  worked  for  this  program. 

I  believe  the  free  market  is  the  best  way  to  provide  all  of  our  citi- 
zens, including  our  seniors,  with  quality  necessary  medical  care. 

On  September  14,  1993,  Jim  King,  the  Director  of  Office  of  Per- 
sonnel Management,  stated,  "Our  employees  continue  to  gain  from 
the  competition  in  managed  care  that  form  the  backbone  of  the 
Federal  employee  benefits  program."  This  is  evidenced,  my  col- 
leagues, by  the  fact  that  the  price  of  premiums  Federal  employees 
had  to  pay  in  1994  are  only  3  percent  higher  than  the  prices  they 
paid  in  1993. 

In  addition,  medical  savings  accounts  should  be  made  available 
to  seniors.  This  would  enable  them  to  use  tax  free  savings  accounts 
to  self-insure  for  routine  out-of-pocket  medical  expense.  We  must 
also  have  insurance  market  reforms  that  will  guarantee  consumers 
a  wide  range  of  choices  among  competition  and  consumer-friendly 
healthcare  plans. 

Another  idea  which  is  being  endorsed  by  the  American  Hospital 
Association  is  the  establishment  of  a  bi-partisan  commission  on  the 
future  of  Medicare.  I,  too,  favor  such  a  concept,  and  my  colleagues, 
I  have  introduced  such  legislation.  It  is  patterned  after  the  Pepper 
commission. 

Again,  thank  you,  Mr.  Chairman,  for  having  the  hearings.  I  look 
forward  to  hearing  the  ideas  from  my  colleagues  and  the  witnesses. 

Mr.  BlLlRAKlS.  The  gentleman  from  Michigan,  Mr.  Stupak,  is  rec- 
ognized for  an  opening  statement. 

Mr.  Stupak.  No  opening  statement. 

Mr.  BlLlRAKlS.  Thank  you. 

Mr.  Bilbray. 

Mr.  BlLBRAY.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  would  like  to  again  commend  you  for  holding 
this  the  third  in  a  series  of  hearings  on  the  reform  of  the  Medicare 
program. 

Mr.  Chairman,  as  a  representative  of  San  Diego,  California, 
which  is  home  for  over  100,000  seniors,  this  issue  is  of  great  con- 
cern to  me. 

I  sent  out  a  questionnaire  informing  the  public  basically  that  I 
was  interested  in  hearing  their  concerns  and  their  recommenda- 
tions of  the  best  way  to  save  Medicare.  I  was  very  concerned  with 
all  the  talk  coming  from  the  other  side  of  the  aisle  and  discussion 
in  the  media  that  somehow  the  seniors  had  been  duped  into  feeling 
that  there  was  a  conspiracy  against  their  capabilities  of  receiving 
affordable  health  care. 

I  have  been  astonished,  if  not  amazed,  and  very  delighted  to  see 
that  seniors  really  do  know  what  is  going  on  and  understand  what 
type  of  game  is  being  played  in  certain  circles.  Seniors  in  my  dis- 
trict have  communicated  to  me  quite  clearly  what  they  want  our 
goals  to  be.  I  would  like  to  quote  a  couple  of  them. 

I  would  like  to  read  from  a  letter  I  recently  received  from  Mr. 
J.D.  Halbert  of  San  Diego,  California,  and  he  states,  "As  a  senior 
citizen,  I  enjoy  the  privilege  of  knowing  that  Medicare  is  there  to 
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help  me  with  the  cost  of  being  ill.  I  also  know  that  we  seniors  can- 
not expect  a  free  lunch  just  because  we  are  seniors.  The  original 
purpose  of  Medicare  was  to  help  with  the  cost  of  major  illness,  not 
to  pay  for  it  all.  Bottom  line,  keep  Medicare  there  as  a  helping 
hand.  Do  not  let  the  AARP  and  other  thoughtless  people  bully  you 
and  your  associates  into  expanding  Medicare  to  a  point  that  the 
country  cannot  afford  it."  Another  constituent,  Mr.  Chairman, 
writes,  "I  am  65  years  old.  I  do  not  want  my  children  and  grand- 
children to  pay  so  much  for  me.  I  think  all  seniors  should  think 
this  way."  We  can  learn  a  lot  from  the  continuous  dialog  with  our 
constituents,  Mr.  Chairman,  and  I  would  encourage  my  colleagues 
on  both  sides  of  the  aisle  to  keep  an  open  mind  and  listen  to  their 
concerns  and  their  recommendations. 

Another  issue  I  would  briefly  like  to  mention  is  one  of  the  bar- 
riers to  providing  seniors  with  more  choices  to  Medicare,  the  50/50 
rule,  The  50/50  rule  requires  that  HMOs  must  enroll  a  set  number 
of  commercial  members  before  the  same  number  of  Medicare  and 
Medicaid  recipients  can  be  enrolled  in  the  plan. 

This  limits  the  plan  choices  available  to  seniors  receiving  Medi- 
care, severely  impedes  the  market  and  restricts  the  competition, 
and  prevents  the  expansion  of  experienced  Medicare  risk  contrac- 
tors, and  has  never  been  an  adequate  proxy  for  quality. 

I  look  forward  to  exploring  further  programs  and  the  witnesses' 
testimony  here  today. 

Mr.  Chairman,  I  must  apologize  for  my  reading  today,  seeing 
that  we  talk  so  much  about  health  care.  I  have  not  had  a  chance 
to  go  get  my  eyes  checked  since  we  started  off  here,  but  believe  me, 
my  ears  are  still  functioning  quite  well,  and  hopefully,  once  we  ad- 
dress this  issue  appropriately,  we  will  be  able  to  find  the  time  to 
take  care  of  that  problem,  too. 

Thank  you,  Mr.  Chairman.  I  yield  back  the  remainder  of  my 
time. 

Mr.  Bilirakis.  I  thank  the  gentleman. 
Dr.  Ganske. 

Mr.  Ganske.  Thanks,  Mr.  Chairman. 

It  is  a  fact  that  the  HI  trust  fund  will  be  broke  in  2002.  The  sta- 
tus quo  leads  to  that  bankruptcy.  Change  will  be  necessary. 
Choices  must  be  part  of  the  change,  quality  issues  are  important, 
and  so,  I  look  forward  to  the  testimony  that  we  are  going  to  see 
today. 

I  thank  the  chairman  and  yield  back  the  balance  of  my  time. 
Mr.  Bilirakis.  Mr.  Greenwood  is  recognized  for  an  opening  state- 
ment. No  opening  statement? 
Dr.  Norwood. 

Mr.  NORWOOD.  Thank  you,  Mr.  Chairman. 

I  ask  unanimous  consent  to  place  my  formal  remarks  in  the 
record,  but  I  must  take  this  opportunity  to  thank  you  very  much 
for  working  on  Medicare.  I  am  one  of  those  people  that  will  be  eligi- 
ble in  just  11  years,  and  I  am  grateful  for  your  effort  to  try  to  keep 
this  program  from  going  bankrupt. 

I  am  additionally  pleased  that  we  feel  that  we  can  decrease  our 
spending  in  the  Medicare  program  by  40  percent  over  the  next  7 
years,  I  think  that  is  headed  in  the  right  direction,  but  I  want  to 
point  out  to  you  that  I  basically  believe  the  debate  is  not  over  what 
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we  should  do.  We  simply  have  no  alternative  other  than  slowing 
the  growth  in  the  system  down.  The  debate  is  over  how  we  should 
slow  that  growth  down,  and  people  who  wish  to  be  part  of  the  solu- 
tion should  join  in  that  debate  rather  than  whining  and  crying 
about  whether  we  have  to  deal  with  the  Medicare  program.  In  fact, 
we  have  no  choice. 

I  also  want  to  say  that  I  think,  for  the  first  time  in  a  long  time, 
Mr.  Chairman,  we  have  a  Congress  with  enough  backbone  to  stand 
up  and  simply  say  that  the  government  does  not  have  all  the 
money  that  it  wants,  it  cannot  buy  everything  that  it  needs,  and 
in  the  past,  all  we  have  done  is  tinker  with  the  trust  fund,  every 
time  screwing  down  on  the  providers,  paying  them  less  for  their 
services,  which  in  effect  caused  another  tax  increase  as  they  shifted 
that  cost  to  other  providers. 

I  think  that  it  is  high  time  we  admitted  that  that  is  not  part  of 
the  solution  this  time,  we  have  done  all  of  that  that  we  can,  and 
Mr.  Chairman,  I  will  yield  back  at  this  point  the  balance  of  my 
time. 

Mr.  BILIRAKIS.  I  thank  the  gentleman. 

The  gentleman  from  Florida,  Mr.  Deutsch,  is  recognized  for  an 
opening  statement. 
Mr.  Deutsch.  Thank  you,  Mr.  Chairman. 

I  have  come  with  posters  today,  and  I  just  heard  the  last  few 
comments  of  the  doctor's  statement,  Dr.  Norwood,  but  I  think  we 
clearly — not  just  he  and  I,  but  I  think  this  side  of  the  aisle  and  the 
other  side  of  the  aisle,  at  least  at  this  point,  come  to  this  meeting, 
come  to  this  issue  from  diametrically  opposed  vantage  points,  and 
I  appreciate  the  Chairman  having  this  and  the  other  hearings,  be- 
cause I  think  what  is  happening  and  happening  relatively  slowly, 
but  it  is  happening — The  Washington  Post  reported  it  today,  The 
New  York  Times  reported  it  yesterday — the  reality  of  what  the  Re- 
publican proposals  on  Medicare  are,  and  what  they  are  is  a  fun- 
damental change  in  the  Medicare  system. 

There  is  just  no  way  of  getting  around  it.  It  is  a  fundamental 
change  in  the  Medicare  system  from  a  defined  benefits  plan  to  a 
defined  payments  plan,  and  I  think  the  initial  premise,  which  I 
think  my  colleagues  on  the  other  side  need  to  deal  with  and  need 
to  respond  to,  is  that  they  have  set  up  a  false  paradigm,  they  have 
set  up  a  false  issue. 

The  $270  billion  number  is  a  number  that  they  have  created,  not 
a  number  that  deals  with  the  internal  security  of  the  trust  fund. 
It  has  nothing  to  do  with  the  trust  fund.  All  it  has  to  do  is  a  num- 
ber, $270  billion,  which  has  to  deal  with  getting  to  a  balanced 
budget,  at  the  same  time  you  have  to  provide  hundreds  of  billions 
of  dollars  in  new  tax  write-offs  to  Americans,  and  that  is  what  they 
are  doing. 

That  is  the  reality  of  what  my  Republican  colleagues  are  propos- 
ing in  their  budget  and  in  their  action  and,  unfortunately,  in  the 
reconciliation  bill  that  is  going  to  come  before  this  committee. 

So,  I  think  there  are  a  couple  of  things  that  we  need  to  face. 

The  first  thing  we  need  to  face  is  really  the  whole  issue  of  the 
$270  billion  number.  Why  that  number?  Why  is  it  needed?  Again, 
it  is  not  needed. 
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There  is  no  question  that  the  trust  fund  is  in  a  path  to  become 
bankrupt,  I  do  not  argue  about  that,  but  the  issue  is  what  to  do 
about  that.  A  lot  of  other  things  can  be  done.  In  fact,  the  $130  bil- 
lion number  will  deal  with  the  trust  fund's  insolvency  through  a 
10-year  period. 

This  trust  fund  has  never  had  more  than  a  10-year  solvency  in 
terms  of  its  actuarial  base,  and  that,  I  think,  is  a  threshold  ques- 
tion that  my  colleagues  need  to  deal  with. 

This  trust  fund  has  never  had — let  me  just  say  it  again,  a  second 
time — has  never  had  more  than  that  10-year  actuarial  base. 

So,  what  the  $270  billion  number  does  is  it  takes  it  beyond  that. 
Why?  Why  if  never  before  have  we  had  to  do  that? 

Again,  having  served  as  chairman  of  the  insurance  committee  of 
my  State  legislature  for  a  number  of  years,  I  think  I  speak  from 
a  pretty  good  source  of  knowledge  of  the  insurance  industry.  The 
world  changes.  Actuarial  numbers  change.  That  is  why  we  have  ac- 
tuaries. That  is  why  we  do  analysis  of  growth  patterns,  because 
numbers  change.  So,  that  is  a  No.  1  issue. 

The  second  issue  which  I  think  my  colleagues  on  the  other  side 
of  the  aisle  need  to  face  and  is  a  fundamental  question  is  that  the 
Republican  proposal  at  this  point  in  time  is  trying  to  take  our  Med- 
icare as  the  only  aspect  of  health  care  and  deal  with  it,  and  I  think 
one  of  the  facts — and  it  is  a  fact,  and  we  had  testimony  in  other 
hearings  about  this — one  of  the  facts  is  that  Medicare  as  a  system 
is  as  efficient  as  the  private  sector  marketplace,  and  the  increases 
that  are  occurring — the  increases  are  occurring  because  of  growth 
in  absolute  numbers  and  growth  in  terms  of  older-age  population. 

So,  the  question  is,  if  we  take  a  baseline  of  increases  in 
healthcare  costs  of  4  or  5  percent  above  inflation,  then  the  reality 
is,  if  we  do  not  deal  with  those  numbers,  if  we  do  not  deal  with 
healthcare  costs  in  general,  which  my  colleagues  are  doing  nothing 
about,  then  we  cannot  affect  at  all  the  Medicare  issue. 

There  is  no  question  that  they  can  save  $270  billion,  but  how  will 
they  get  there?  I  think  what  these  charts  show — and  this  is  actu- 
ally off  of  the  Chris  Shays  memo,  which  is  the  only  written  docu- 
ment that  has  been  public  at  this  point  in  time — is  if  you  go 
through  the  traditional  approaches,  you  still  cannot  get  to — and 
these  numbers — and  we  can  go  line  by  line  of  what  they  mean. 

The  20  percent  coinsurance  on  home  health  services  is  a  draco- 
nian  thing  in  and  of  itself,  and  what  it  means  is  the  poorest  of  the 
poor  seniors  who  are  on  home  health  care,  and  their  average  in- 
come, over  75  percent,  below  $15,000,  their  increased  premium 
would  be  about  $2,000  per  senior. 

Mr.  Bilirakis.  I  would  ask  the  gentleman  to  summarize. 

Mr.  DEUTSCH.  Thank  you,  Mr.  Chairman,  and  I  will  very  quickly, 
because  I  think  in  the  course  of  the  testimony,  we  are  going  to 
have  the  opportunity  to  question  it,  but  I  go  back  to  the  fundamen- 
tal point.  Even  these  approaches,  which  are  pretty  draconian  to 
begin  with,  do  not  get  to  $270  billion. 

The  only  way  you  can  get  there  is  by  changing  the  fundamental 
nature  of  the  plan,  and  I  do  not  think  that  is  what  37  million 
Americans  want,  and  I  do  not  think  that  is  probably  170  million 
Americans  want  either,  and  whether  we  are  going  to  find  out  about 
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it  now  or  whether  we  are  going  to  find  out  about  it  later,  eventu- 
ally the  American  people  need  to  be  engaged  in  this  debate. 

Mr.  Bilirakis.  I  thank  the  gentleman. 

Dr.  Coburn  is  recognized  for  an  opening  statement. 

Mr.  Greenwood.  Mr.  Chairman? 

Mr.  Bilirakis.  Mr.  Greenwood. 

Mr.  Greenwood.  I  said  a  moment  ago  that  I  did  not  bring  a  pre- 
pared opening  statement,  and  I  did  not.  I  did  however,  bring  a 
poster  with  me.  The  poster  right  here  is  the  Democratic  suggested 
options  for  changing  Medicare. 

The  previous  speaker  just  said  the  trust  fund  is  on  a  path  to  be- 
come bankrupt,  but  the  whole  question  is  what  we  do  about  it.  At 
least  we  are  trying  to  do  something  about  it.  At  least  we  have  a 
Chris  Shays  memo.  At  least  we  are  working  on  coming  up  with  a 
proposal  to  repair  Medicare. 

There  is  no  poster  of  Democratic  suggested  options  for  changing 
Medicare.  Thanks.  Good  try. 

Mr.  Bilirakis.  Dr.  Coburn. 

Mr,  Deutsch.  Mr.  Chairman,  if  the  gentleman  would  yield. 

Mr.  Bilirakis.  The  gentleman  does  not  have  anymore  time  left. 

Dr.  Coburn. 

Mr.  Coburn.  I  will  be  happy  to  yield  after  I  get  through  with  my 
statement. 

Mr.  Chairman,  I  would  like  unanimous  consent  to  insert  my 
statement  into  the  record. 

Mr.  Bilirakis.  Without  objection,  the  opening  statement  of  all 
members  is  made  a  part  of  the  record. 

Mr.  Coburn.  I  think  the  thing  that  is  so  disheartening  to  me,  as 
somebody  who  has  never  been  in  politics  before  in  my  life,  is  that 
an  issue  so  important  as  Medicare  and  the  care  of  our  senior  citi- 
zens can  be  so  politicized  and  so  made  to  be  a  political  issue. 

This  is  not  a  political  issue.  This  is  an  issue  about  securing  the 
future  for  health  care  for  our  senior  citizens,  quality  health  care 
that  they  can  afford.  It  is  not  about  elections.  It  is  not  about  votes. 
It  is  about  quality  health  care. 

To  make  a  statement  so  misleading,  to  say  that  Medicare  is  an 
efficient  form  of  healthcare  delivery,  it  boggles  my  mind. 

Having  dealt  with  Medicare  for  the  last  13  years  of  my  life  and 
having  dealt  with  every  kind  of  healthcare  plan  in  this  country,  I 
can  assure  you  it  is  the  most  inefficient  system  to  deliver  health 
care  to  senior  citizens. 

It  may  be  the  one  we  have  and  it  may  be  the  one  that  is  going 
bankrupt,  but  it  is  anything  but  efficient. 

The  second  point  that  I  would  make  is  that,  for  us  to  accomplish 
the  goal  of  achieving  quality  health  care  for  senior  citizens,  it  is 
going  to  require  both  sides  of  the  aisle  to  look  squarely  at  the  prob- 
lem, not  try  to  make  and  score  political  points,  and  so  what  is  right 
for  senior  citizens. 

Healthcare  costs  in  things  other  than  Medicare  and  Medicaid  in 
this  country  are  going  down,  not  up,  and  the  increase  in  Medicare 
is  not  solely  related  to  demographics  and  increased  numbers  in  the 
system.  It  is  related  to  a  tremendously  inefficient,  non-workable, 
terribly  complicated  paperwork-burdened  system,  and  we  can 
change  it,  we  can  do  better,  and  it  is  my  hope  that  we  will  get  busy 
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about  trying  to  make  it  what  we  want  it  to  be  and  to  truly  accom- 
plish the  goal,  and  that  is  quality  health  care  for  senior  citizens, 
so  they  can  count  on  it  and  they  can  afford  it. 
Thank  you. 

[The  prepared  statement  of  Hon.  Tom  A.  Cob  urn  follows:] 

Prepared  Statement  of  Hon.  Tom  A.  Coburn,  a  Representative  in  Congress 
from  the  State  of  Oklahoma 

As  a  practicing  physician,  I  realize  the  importance  of  Medicare  to  the  health  needs 
of  America's  elderly  population.  As  a  congressman,  I  am  also  acutely  aware  that  if 
Medicare  is  to  survive,  we  need  to  reform  the  program. 

According  to  President  Clinton's  Medicare  Board  of  Trustees,  the  Medicare  Hos- 
pital Insurance  Trust  Fund  (Part  A)  will  begin  running  out  of  money  as  early  as 
next  year — spending  $1  billion  more  than  it  takes  in — and  will  be  completely  bank- 
rupt by  the  year  2002.  That  means  if  nothing  is  done  now,  34  million  seniors  will 
be  in  jeopardy  of  losing  their  vital  health  care  coverage.  It  is  imperative,  therefore, 
that  we  put  politics  aside  and  make  a  priority  of  preserving  and  protecting  Medi- 
care. 

I  believe  to  do  this,  any  proposal  to  save  Medicare  should  include  giving  seniors 
more  health  care  choices.  Seniors  must  be  given  the  option  to  remain  in  the  current 
fee-for-service  system,  to  enroll  in  a  managed  care  delivery  system  or  to  choose  a 
medical  savings  account  with  which  they  could  purchase  a  private  health  care  plan. 
These  choices  should  ensure  high  quality  and  cost  effective  health  care. 

Additionally,  improving  Medicare  through  the  elimination  of  waste,  fraud  and 
abuse  is  also  crucial  to  saving  Medicare  from  bankruptcy.  In  fact,  some  experts  sug- 
gest that  there  may  be  up  to  $44  billion  a  year  in  Medicare  and  Medicaid  that  is 
lost  to  fraud  alone.  As  an  incentive  to  fight  waste  and  fraud,  I  think  seniors  should 
be  allowed  to  keep  a  share  of  the  waste  and  fraud  that  they  find  in  their  own  bills. 
I  also  believe  that  those  who  knowingly  abuse  the  system  should  face  severe  punish- 
ment. 

I  am  interested  in  hearing  the  views  of  those  who  will  testify  today  on  these  im- 
portant issues  involving  Medicare  and  am  anxious  to  learn  how  they  would  advise 
us  to  preserve  and  strengthen  this  important  program. 

Mr.  Deutsch.  Mr.  Chairman,  if  the  gentleman  would  yield. 
Mr.  Bilirakis.  Only  if  the  gentleman  agrees  to  yield.  These  are 
opening  statements,  mind  you,  we  are  not  debating  here. 
Mr.  Coburn.  I  will  yield. 
Mr.  Bilirakis.  Very  quickly. 
Mr,  Deutsch.  Thank  you. 

I  think  we  need  to  put  things  on  the  table  so  everyone  on  this 
subcommittee  is  at  least  at  the  same  information  point,  and  to  Mr. 
Greenwood,  I  would  mention  that,  in  my  first  year  in  this  chamber, 
which  is  just  2  years  ago,  I  had  the  good  fortune  of  voting  for  $50 
billion  in  Medicare  cuts.  The  reconciliation  bill  of  1993  had  $50  bil- 
lion. It  did  not  have  $270.  It  had  $50. 

We  made  some  really  tough  choices,  at  least  for  people  like  me 
that  view  this  issue  very  directly. 

We  capped  provider  increases,  the  cost-of-living  increase,  for  1 
year. 

We  changed  the  threshold  of  the  Medicare  premium,  which  was 
at  100-and-some-odd-thousand  dollars.  Now  it  is  unlimited.  That 
number  goes  up.  You  are  making  a  million  dollars,  you  still  pay 
into  the  Medicare  trust  fund. 

The  House  proposal  actually  included  the  20  percent  coinsurance 
on  home  healthcare  services.  We  made  some  tough  choices,  but 
what  we  did  not  do  is  we  did  not  fundamentally  change  the  system. 

We  have  made  some  tough  choices.  I  think  we  have  been  very  re- 
sponsible. Not  one  Republican  supported  those  proposals,  and  un- 
fortunately, again,  the  issue  of  politics  demogogued  on  your  side  in 
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terms  of  cutting  senior  citizen  issues,  cutting  Social  Security.  I 
mean  that  is  some  of  the  things  we  did. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired  now.  Let  us  not 
take  advantage,  Peter.  Thank  you. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman. 

Mr.  Bilirakis.  The  gentleman  from  Pennsylvania,  Mr.  Pallone,  is 
recognized  for  an  opening  statement. 
Mr.  Pallone.  Thank  you,  Mr.  Chairman. 

I  have  not  had  an  opportunity,  I  do  not  think,  at  any  of  the  Medi- 
care hearings,  to  make  an  opening  statement.  I  do  not  have  a  pre- 
pared statement  today,  but  I  just  wanted  to  say  very  briefly,  if  I 
could,  that  I  try  not  to  be  political  in  this  Congress  in  the  sense 
of,  you  know,  being  very  partisan  and  try  to  work,  whenever  pos- 
sible, to  come  up  with  compromises,  but  I  really  think  that  this  is 
one  of  those  issues  where  there  is  a  major  difference  between  the 
parties,  and  the  fact  of  the  matter  is  that  the  budget  that  was 
adopted  by  the  majority  this  year  makes  some  very  serious  cuts  in 
the  Medicare  program  and  also  in  Medicaid  which  I  really  think 
are  not  defensible. 

I  know  arguments  are  being  made  that,  you  know,  we  are  really 
out  here  to  try  to  solve  the  problem,  to  eliminate  the  insolvency 
that  we  see  in  the  Medicare  program,  but  the  bottom  line  is  that 
the  cuts  were  made  with  the  budget  in  mind  and  not  in  terms  of 
what  the  ultimate  outcome  was  going  to  be  for  Medicare. 

If  that  were  not  the  case,  then  we  would  have  had  a  plan  in  the 
beginning  of  exactly  how  the  Republicans  intended  to  make  the 
changes  in  Medicare  before  they  made  the  cuts. 

The  cuts  came  first  because  the  idea  was  to  try  to  reduce  the  def- 
icit, and  reducing  the  deficit  is  a  noble  goal.  I  was  one  of  the  Demo- 
crats who  voted  for  the — I  do  not  know  what  it  was  called — the 
conservative  Democratic  alternative  to  the  budget  or  however  it 
was  called,  the  coalition  alternative. 

So,  I  am  not  saying  that  you  are  never  going  to  cut  Medicare,  but 
I  mean  the  bottom  line  is  that  the  level  of  cuts  that  have  been  pro- 
posed in  this  Republican  or  majority  budget  resolution  are  simply 
too  deep,  and  the  things  that  came  out  of  the  budget  task  force,  the 
different  recommendations  about  how  to  implement  these  cuts, 
what  we  have  been  reading  in  the  papers  the  last  couple  of  days 
about  how  the  cuts  might  be  implemented,  do  make  major  changes 
in  the  Medicare  program  that  I  think  have  the  potential  of  really 
gutting  the  program  and  eliminating  the  promise  that  the  Demo- 
crats made  back  in  1965  when  Medicare  was  passed. 

I  mean  I  do  not  like  to  keep  throwing  back  on  the  past,  but  if 
we  look  at  1965  and  the  debate  that  occurred  for  the  20  or  so  years 
before  that  in  various  Democratic  administrations,  the  Democrats 
are  the  ones  that  wanted  to  pass  Medicare.  The  Republicans  then 
did  not.  They,  as  a  group,  overwhelmingly  opposed  Medicare  in 
1965,  and  I  think  that,  to  some  extent,  what  we  are  seeing  today 
is  a  sort  of  revulsion  against  Medicare  that  existed  then  on  the 
part  of  the  party  that  is  coming  back  again  today. 

The  worst  example  of  all  this,  in  my  opinion,  is  this  whole  idea 
of  vouchers,  which  I  know  has  had  some  opportunity  to  be  heard 
before  this  subcommittee,  the  idea  that  somehow  we  are  going  to 
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give  senior  citizens  a  fixed  amount  of  money  or  a  voucher  and  they 
are  going  to  go  out  and  buy  health  insurance. 

I  think  this  is  a  terrible  idea.  I  hope  it  is  not  the  way  that,  ulti- 
mately, the  Republican  party  and  the  majority  seeks  to  go,  because 
I  think  that  really  would  go  back  on  the  ultimate  commitment  to 
seniors  to  be  guaranteed  health  insurance. 

If  you  are  wealthy  and  you  are  going  to  be  able  to  take  that 
voucher  and  go  out  and  buy  a  good  policy,  you  know,  more  power 
to  you,  but  the  majority  of  the  middle-class  seniors  and  certainly 
the  seniors  that  are  poor  are  not  going  to  be  in  a  position  to  do 
that, 

They  are  going  to  be  thrown  into  managed-care  systems  or_pther 
systems  that  are  simply  not  going  to  be  adequate  for  their  means, 
and  that  is  my  concern.  My  concern  is  that  we  not  move  in  a  direc- 
tion that  is  going  to  ultimately  mean  less  care,  less  quality  care  for 
seniors,  more  money,  a  significant  amount  of  money  out  of  their 
pocket. 

That  is  not  fair  to  seniors,  and  it  should  not  be  the  way  that  we 
balance  the  budget  in  this  Congress  or  any  future  Congress. 
Thank  you,  Mr.  Chairman. 

Mr.  Norwood.  Would  the  gentleman  yield  for  an  observation? 
Mr.  Pallone.  Certainly. 

Mr.  Bilirakis.  Very  quickly.  I  am  not  going  to  allow  this  to  be- 
come a  mark-up  debate.  This  time  period  is  for  opening  statements. 

Mr.  Norwood.  Very  quickly.  The  Democrats  also  promised  in 
1965  that  the  cost  of  Medicare  would  be  $9  billion  in  1990.  It  was 
$165  billion. 

Mr.  Pallone.  I  understand  that  costs  have  gone  up,  and  I  am 
not  arguing  with  the  gentleman  that  we  need  to  deal  with  the 
costs. 

As  I  said,  I  am  not  one  of  those  who  simply  says  no.  I  was  sup- 
portive of  the  coalition's  budget,  which  does  make  cuts  in  Medicare, 
but  I  am  just  afraid  that  the  draconian  cuts  that  I  am  seeing  here 
and  some  of  the  suggestions  of  how  to  implement  them  really  are 
going  to  have  a  negative  impact. 

I  hope  I  am  wrong,  Mr.  Norwood,  I  hope  so,  and  we  will  see  as 
time  goes  on  in  the  next  few  months. 

Mr.  Bilirakis.  You  will  have  much  to  say  about  what  we  do,  I 
assure  the  gentleman. 

Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

In  effort  to  refocus  everybody  as  to  why  we  are  here,  let  me  just 
read  for  1  second  a  few  points  in  the  subcommittee  memo  that 
went  out  on  this  hearing,  a  few  key  facts  about  the  Medicare  pro- 
gram overall. 

In  fiscal  year  1995,  the  program  will  cover  approximately  37.5 
million  people.  In  fiscal  year  1995,  total  Medicare  outlays  are  esti- 
mated at  $181.5  billion.  Between  1980  and  1994,  Medicare  spend- 
ing has  increased  at  an  annual  rate  of  11.4  percent,  and  its  share 
of  the  total  Federal  budget  has  increased  from  5.4  to  9.7  percent. 
CBO  estimates  that  the  Medicare  outlays  will  increase  at  an  aver- 
age annual  rate  of  10.6  percent  between  1994  and  the  year  2004. 
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Mr.  Chairman,  I  believe  it  was  Roger  Millikan  who  said  a  fool 
is  one  who  believes  you  can  continue  to  do  exactly  the  same  thing 
only  to  expect  a  different  result. 

Now,  in  fact,  I  am  tired  of  the  American  people  referring  to  Con- 
gress as  a  bunch  of  fools,  because  we  continue  to  look  at  something 
that  is  broken  only  to  think  that,  if  we  wait  long  enough,  we  will 
achieve  a  different  result,  and  I  would  say  to  my  friends  on  the 
other  side  of  the  aisle,  in  all  honesty,  yes,  there  needs  to  be  fun- 
damental changes  in  the  Medicare  delivery  system. 

I  think  that  is  a  given.  We  are  not  debating  whether  we  are 
going  to  fix  something  that  is  broken.  I  think  the  debate  that  we 
are  having  here  is  whether  it  is  broken  or  not.  The  numbers  tell 
us  that  it  is  broken.  We  have  got  to  fix  it. 

I  think,  Mr.  Chairman,  for  once,  we  will  no  longer  be  considered 
fools  by  the  American  people  when  we  tackJe  this. 

I  yield  back. 

Mr.  Bilirakis.  I  thank  the  gentleman. 
I  think  that  completes  the  opening  statements. 
[The  prepared  statements  of  Hon.  Thomas  J.  Bliley,  Jr.  and  Hon. 
Fred  Upton  follow:] 

Prepared  Statement  of  Hon.  Thomas  J.  Bliley,  Jr.,  Chairman,  Committee  on 

Commerce 

I  am  pleased  to  participate  in  this  hearing  on  the  future  of  the  Medicare  program. 
We  are  very  fortunate  to  have  such  a  distinguished  panel  of  witnesses  with  us  here 
today.  All  of  our  witnesses  have  focused  closely  on  the  problems  and  possibilities 
of  the  Medicare  program,  and  I  am  certain  their  testimony  will  be  of  great  benefit 
to  this  Committee. 

There  is  a  great  need  for  a  frank  and  full  assessment  of  the  options  for  reform. 
Recently,  the  Medicare  Board  of  Trustees  released  a  report  that  paints  an  alarming 
picture  of  the  future  of  Medicare.  The  Trustees — which  include  three  Clinton  Ad- 
ministration Cabinet  Secretaries — reported  to  the  nation  that  both  Parts  A  and  B 
of  the  Medicare  program  are  in  serious  financial  jeopardy. 

Under  the  Trustees'  Report's  best  estimate,  the  Part  A  Trust  Fund  is  expected  to 
be  exhausted  by  the  year  2002.  As  a  result,  the  hospital  side  of  the  program  will 
not  be  able  to  pay  its  bills.  Not  surprisingly,  Part  A  is  described  by  the  Trustees 
as  being  "severely  out  of  financial  balance." 

Even  though  we  know  that  we  face  unprecedented  demographic  changes — includ- 
ing the  aging  of  the  Baby  Boom  generation — the  Trustees'  Report  stresses  that  the 
Part  A  Trust  Fund  will  become  insolvent  even  before  this  major  demographic  shift 
begins  to  occur. 

Meanwhile,  Medicare  Part  B  has  grown  23%  faster  than  the  economy  over  the  last 
5  years,  despite  recent  efforts  to  control  costs.  During  that  time,  program  outlays 
increased  59%  in  the  aggregate  and  45%  per  enrollee.  Given  past  and  projected  costs 
of  the  program,  the  Trustees  have  urged  Congress  to  promptly  take  action  now  to 
get  Part  B  costs  under  control.  The  Trustees  argued  that  "prompt,  effective,  and  de- 
cisive action  is  necessary." 

It  is  because  of  the  serious  threat  facing  the  Medicare  program  that  we  must  ex- 
amine possible  reforms.  The  testimony  given  today  will  address  proposals  that  have 
been  developed  to  ensure  the  long-term  survival  of  Medicare  for  elderly  Americans. 

One  issue  that  deserves  particular  attention  is  the  role  that  managed  care  can 
play  for  Medicare  beneficiaries.  In  the  past  few  years,  millions  of  Americans  in  the 
private  sector  have  received  high  quality,  cost  effective  health  care  through  man- 
aged care.  Currently  however,  Medicare  recipients  do  not  have  access  to  the  innova- 
tive health  care  options  that  all  other  Americans  have  in  the  private  market. 

As  a  result,  one  of  our  primary  goals  in  reforming  Medicare  should  be  to  provide 
these  same  innovative,  high  quality  options  to  Medicare  beneficiaries  while  also 
maintaining  the  current  fee-for-service  system  as  a  viable  option.  This  is  especially 
important  since  we  now  have  an  entire  generation  of  individuals  who  have  partici- 
pated in  managed  care  plans  through  their  employment.  It  is  essential  that  we  con- 
tinue to  give  them  the  opportunity  to  remain  in  such  plans  after  they  retire. 
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Clearly,  the  manner  in  which  Congress  structures  the  new  market  for  Medicare 
options  is  central  to  our  efforts  to  save  and  improve  Medicare  for  its  beneficiaries. 
I  look  forward  to  the  testimony  of  our  witnesses. 


Prepared  Statement  of  Hon.  Fred  Upton,  a  Representative  in  Congress  from 

the  State  of  Michigan 

Thank  you,  Mr.  Chairman,  and  I  will  be  brief. 

I  look  forward  to  the  testimony  to  be  presented  here  today,  because  of  all  of  the 
federal  programs  this  year's  budget  must  examine,  nothing  is  closer  to  the  hearts 
and  minds  of  our  nation's  older  Americans  than  Medicare. 

As  this  committee  has  heard  previously,  we  cannot  continue  this  program  in  its 
current  form;  bankruptcy  of  Part  A  is  less  than  seven  years  away.  Now  some  of  the 
critics  of  our  efforts  will  say  "show  us  your  plan  now,"  or  "how  can  you  even  con- 
sider examining  this  program?"  My  answer  to  them  is  simple:  Now  is  the  time  for 
Members  of  this  Committee  and  the  Congress  to  stand  up  and  ensure  that  this  pro- 
gram is  solvent  for  the  next  thirty  years. 

There  will  be  discussion  with  all  sides  on  this  issue;  Medicare  is  not  a  partisan 
problem.  This  program  will  be  difficult  to  fix;  if  it  were  easy,  maybe  some  of  our 
harshest  critics  would  have  already  accomplished  this  goal. 

It  won't  be  easy,  but  it  is  necessary,  and  I  look  forward  to  working  with  my  col- 
leagues and  hearing  our  testimony  today. 

Mr.  Bilirakis.  I  would  call  the  first  panel,  Dr.  Judy  Feder,  Dep- 
uty Assistant  Secretary  for  Planning  and  Evaluation,  Department 
of  Health  and  Human  Services. 

Dr.  Feder,  you  are  an  expert,  a  veteran  at  this,  so  you  know  that 
your  entire  written  statement  is  a  part  of  the  record.  If  you  would 
keep  your  opening  remarks  to  5  minutes  or  as  close  to  it  as  pos- 
sible, I  would  appreciate  it.  Please  proceed. 

STATEMENT  OF  JUDITH  FEDER,  PRINCIPAL  DEPUTY  ASSIST- 
ANT SECRETARY  FOR  PLANNING  AND  EVALUATION,  DE- 
PARTMENT OF  HEALTH  AND  HUMAN  SERVICES 

Ms.  Feder.  Thank  you,  Mr.  Chairman.  I  appreciate  the  oppor- 
tunity to  testify  before  you  on  the  subject  of  restructuring  the  Med- 
icare program.  As  Medicare  approaches  its  30th  birthday  as  a  suc- 
cessful and  popular  program,  I  think  it  is  especially  appropriate 
that  we  have  this  discussion. 

Our  discussion  of  reforming  Medicare  must  begin  with  an  exam- 
ination of  those  features  of  the  program  that  we  must  keep,  as  well 
as  those  in  need  of  change. 

First,  Medicare  coverage  today  is  available  to  everyone  regard- 
less of  health  status.  Beneficiaries  cannot  be  denied  or  charged 
more  for  coverage  because  of  their  health  status  or  pre-existing 
conditions. 

Second,  Medicare  guarantees  a  basic  level  of  coverage  to  all  bene- 
ficiaries. However,  because  coverage  is  limited,  most  beneficiaries 
feel  compelled  to  obtain  supplemental  private  Medigap  coverage, 
and  some  low  income  beneficiaries  have  coverage  supplemented  by 
Medicaid. 

Because  of  what  Medicare  does  not  cover,  today  seniors  pay,  on 
average,  21  percent  of  their  incomes  out  of  pocket  for  healthcare 
expenses,  and  there  is  a  chart  with  my  testimony,  Mr.  Chairman, 
that  elaborates  on  that  figure. 

Increased  charges  like  those  we  have  seen  here  or  like  those  pro- 
posed in  the  Republican  working  document  cited  in  yesterday's 
New  York  Times  mean  that  beneficiaries  will  pay  more  for  the  cov- 
erage they  have  now  got. 


314 


Specifically,  HCFA  preliminary  estimates  show  that,  under  the 
proposal  reported  in  yesterday's  Times,  beneficiaries  would  need  to 
pay  about  $400  more  in  Part  B  premiums  than  they  would  face 
under  the  President's  plan. 

Additionally,  they  would  face  no  coinsurance  on  home  health  and 
skilled  nursing  care  that  would  cost  the  average  person  using  these 
services  in  excess  of  $1,000  each  for  home  health  and  another  thou- 
sand for  skilled  nursing  facility  benefits. 

Increases  of  this  magnitude  would  be  strongly  opposed  by  this 
administration. 

Third,  Medicare  buys  meaningful  access  to  health  care.  Choice  of 
care-givers  is  important  to  all  Americans,  but  is  especially  critical 
to  the  elderly  and  disabled  Medicare  populations  given  their  mul- 
tiple and  complex  health  problems. 

As  important  as  it  is  to  the  well-being  of  the  37  million  Ameri- 
cans who  rely  upon  it,  the  Medicare  program  as  we  know  it  is  far 
from  perfect,  and  we  advocate  reforms  in  four  key  areas.  In  the  in- 
terest of  time,  Mr.  Chairman,  I  am  going  to  highlight  these,  be- 
cause you  have  heard  them  or  will  hear  them  in  other  testimony 
from  the  administration. 

First  are  reforms  to  expand  beneficiary  choice.  Medicare  man- 
aged-care enrollment  is  already  growing  at  a  rate  of  1.5  percent  per 
month,  but  we  can  and  will  do  better.  As  we  have  testified  pre- 
viously, we  advocate  a  broader  range  of  choice  of  plans  for  Medi- 
care beneficiaries  and  are  initiating  demonstrations  to  enable  us  to 
move  more  rapidly  in  that  area. 

Second  are  reforms  to  promote  quality  in  both  fee-for-service  and 
managed  care,  working  in  close  partnership  with  the  private  sector 
to  promote  accountability  in  managed-care  plans. 

Third  are  reforms  to  protect  against  fraud  and  abuse.  You  have 
recently  seen  our  proposal  called  Operation  Restore  Trust  and  will 
hear  more  about  our  initiatives  in  fraud  and  abuse  tomorrow. 

Fourth  are  reforms  to  contain  costs  and  enhance  benefits. 

In  his  balanced-budget  proposal,  President  Clinton  called  for 
$124  billion  in  net  Medicare  savings  over  7  years.  Some  additional 
savings  would  be  used  to  finance  improvements  in  Medicare  cov- 
erage. 

The  savings  proposed  by  the  President  would  not  only  help  to  re- 
duce the  budget  deficit  but,  equally  important,  they  would  extend 
the  life  of  the  Medicare  trust  fund  through  at  least  2005,  10  years 
from  today.  No  new  savings  would  come  from  an  increase  in  bene- 
ficiaries' out-of-pocket  costs. 

Mr.  Chairman,  I  would  distinguish  the  President's  approach  from 
the  Republican  proposals  to  achieve  arbitrary  budget  targets. 

Let  me  be  clear. 

Republican  proposals  to  shift  to  a  voucher  system  are  about  re- 
ducing Federal  spending  by  $270  billion  at  beneficiaries'  expense. 
They  are  not  about  reforming  Medicare. 

Talking  about  these  proposals  in  terms  like  defined  contribution 
and  FEHBP-like  imply  that  vouchers  are  mainstream  and  safe,  but 
any  voucher  plan  based  on  saving  $270  billion  comes  at  bene- 
ficiaries' expense. 

Some  have  proposed  that  Medicare  should  be  restructured  to  look 
more  like  the  Federal  employees  benefit  program. 
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We,  too,  believe  that  beneficiaries  should  have  choices,  the  range 
of  choices  that  that  program  offers,  but  Republican  vouchers  are 
not  like  the  FEHBP  and  would  not  provide  beneficiaries  the  protec- 
tion that  Members  of  Congress  now  enjoy  through  that  program. 

That  is  because  the  voucher  growth  that  is  being  proposed  is 
fixed  and  would  not  grow,  as  it  does  in  FEHBP,  with  the  costs  of 
plans. 

Mr.  Bilirakis.  Please  summarize,  Doctor. 

Ms.  Feder.  In  conclusion,  according  to  the  CBO,  the  Congres- 
sional Budget  Office,  private  healthcare  spending  per  insured  per- 
son will  grow  at  7.1  percent  per  year  from  1996  to  2002. 

In  contrast,  the  level  of  Medicare  cuts  in  the  Republican  budget 
conference  agreement  suggests  that  the  Republican  voucher  pay- 
ment would  grow  at  only  4.9  percent  per  year. 

That  means  that,  for  every  Medicare  beneficiary,  every  year  the 
cost  of  what  they  will  need  to  buy  will  grow  faster  than  the  voucher 
Republicans  would  give  them  to  buy  it  with. 

That  so-called  choice  for  beneficiaries  is  to  pay  more  or  get  less. 

Mr.  Chairman,  we  are  committed  to  Medicare  reform,  but  we  are 
opposed  to  turning  back  the  clock  to  a  time  30  years  ago  when  the 
elderly  and  disabled  struggled  in  a  discriminatory  and  expensive 
insurance  market  to  buy  decent  coverage  with  limited  funds.  We 
can  and  we  must  do  better. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Judith  Feder  follows:] 

Prepared  Statement  of  Judith  Feder,  Ph.D.,  Principal  Deputy  Assistant  Sec- 
retary for  Planning  and  Evaluation,  Department  of  Health  and  Human 
Services 

Good  morning,  Mr.  Chairman,  and  thank  you  for  the  opportunity  to  testify  before 
you  on  the  subject  of  restructuring  the  Medicare  program.  As  Medicare  approaches 
its  thirtieth  birthday,  I  think  it  is  especially  appropriate  that  we  have  this  discus- 
sion. Medicare  is  a  successful  and  popular  program  which  has  significantly  im- 
proved the  lives  of  the  vulnerable  population  it  serves.  Our  challenge  is  to  work  to- 
gether to  improve  the  program's  success  and  strengthen  Medicare  so  it  continues  to 
thrive  for  every  generation. 

Any  discussion  of  reforming  Medicare  must  begin  with  an  examination  of  those 
features  of  the  program  worth  keeping,  as  well  as  those  in  need  of  change.  Three 
features  of  the  Medicare  program,  in  particular,  constitute  the  core  of  its  protection 
for  senior  and  disabled  citizens  and  must  be  preserved. 

First,  Medicare  coverage  is  available  to  everyone,  regardless  of  health  status.  Bene- 
ficiaries cannot  be  denied  or  charged  more  tor  Medicare  coverage  because  of  their 
health  status  or  preexisting  conditions.  Indeed,  disabled  citizens  are  entitled  to  Med- 
icare coverage  because  of  their  health  status.  This  security  of  Medicare  coverage 
must  not  be  compromised.  It  is  fundamental  to  the  contract  our  nation  has  made 
with  our  elderly  and  disabled  citizens. 

Second,  Medicare  guarantees  a  basic  level  of  coverage  to  all  beneficiaries.  Medicare 
covers  medically  necessary  hospital,  physician,  skilled  nursing  and  home  health 
services  and  equipment.  For  this  coverage,  beneficiaries  contribute  payroll  taxes 
during  their  working  lives  and  pay  premiums  after  retirement.  However,  because 
Medicare  coverage  is  limited,  most  beneficiaries  feel  compelled  to  obtain  supple- 
mental coverage  through  private  medigap  insurance,  and  some  low  income  bene- 
ficiaries have  coverage  supplemented  by  Medicaid.  As  a  result,  today  seniors  pay, 
on  average,  21  percent  of  their  incomes  for  out-of-pocket  health  care  expenses.  This 
is  a  very  significant  amount,  and  we  must  never  forget  that  fact.  Cuts  in  Medicare 
coverage  of  the  magnitude  the  Republicans  have  specified — whether  in  the  form  of 
reduced  benefits,  significantly  increased  cost  sharing  and  premiums,  or  allowing 
doctors  to  increase  balance  billing — would  seriously  hurt  beneficiaries  and  would  be 
strongly  opposed  by  the  Administration. 

The  $270  billion  in  Medicare  cuts  that  the  Republicans  have  proposed  is  three 
times  anything  previously  enacted.  A  quick  review  of  the  Republican  Medicare  re- 
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form  working  document  suggests  that  Medicare  beneficiaries  would  be  required  to 

gay  substantially  more  to  keep  their  current  coverage  and  access  to  their  doctors, 
pecifically,  preliminary  HCFA  estimates  show  such  beneficiaries  would  need  to  pay 
$403  more  in  Part  B  premiums  in  the  year  2002  than  they  would  under  the  Presi- 
dent's plan.  Additionally,  they  would  face  new  coinsurance  on  home  health  and 
skilled  nursing  care  that  would  cost  the  average  person  using  these  services  in  ex- 
cess of  $1,000  for  each  benefit  in  the  year  2002. 

Third,  Medicare  buys  meaningful  access  to  healthcare.  A  Medicare  card  today 
guarantees  access  to  virtually  every  hospital  and  physician  in  the  country.  Choice 
of  caregivers  and  health  care  institutions  is  important  to  all  Americans,  but  it  is 
even  more  important  to  the  elderly  and  disablea  Medicare  populations  given  their 
multiple  and  complex  health  problems.  Efforts  to  control  Medicare  spending  over  the 
years  have  had  to  strike  the  balance  between  cost  containment  and  maintaining  ac- 
cess to  mainstream  care.  Sustaining  that  balance  remains  critically  important. 
As  important  as  it  is  to  the  well-being  of  37  million  Americans,  the  Medicare  pro- 

tram  as  we  know  it  is  not  perfect.  Strengthening  reforms  in  several  key  areas  are 
esirable. 

The  first  reforms  are  to  expand  beneficiary  choice. — Today  Medicare  offers  a  choice 
between  managed  care  and  traditional  fee  for  service  coverage.  More  than  70  per- 
cent of  enrollees  have  access  to  managed  care,  and  more  than  half  have  a  choice 
of  two  or  more  managed  care  options.  Medicare  managed  care  enrollment  is  growing 
at  a  rate  of  one  and  one-half  percent  per  month.  In  the  first  six  months  of  this  year 
we  have  already  seen  a  9  percent  overall  increase  in  managed  care  enrollment,  and 
by  the  year's  end  expect  an  18  percent  increase  in  enrollment.  More  than  250  man- 
aged care  organizations — 165  on  a  risk  bisis — currently  contract  with  HCFA  to  serve 
Medicare  beneficiaries.  Still,  we  can  do  more. 

As  we  have  testified  previously,  we  are  working  to  expand  choices  for  Medicare 
beneficiaries.  The  Health  Care  Financing  Administration  (HCFA)  has  announced 
"Medicare  Choices,"  a  new  demonstration  project  designed  to  expand  the  types  of 
managed  care  plans  available  to  Medicare  beneficiaries  and  to  test  different  pay- 
ment methods.  We  also  support  opening  the  Medicare  program  to  participation  by 
Preferred  Provider  Organizations  (PPOs.)  To  enhance  managed  care  choices,  HCFA 
also  is  working  on  improvements  and  alternatives  to  the  Adjusted  Average  Per  Cap- 
ita Cost  (AAPCC),  the  existing  method  of  paying  Medicare  HMOs.  Using  competitive 
pricing  as  an  alternative  to  the  AAPCC  is  one  method  currently  under  development. 

Second  are  reforms  to  promote  quality. — We  continue  to  strengthen  our  Peer  Re- 
view organization  (PRO)  quality  review  for  traditional  fee  for  service  Medicare.  Our 
move  to  the  new  Medicare  Transactions  System  (MTS)  also  will  provide  better  data 
on  the  services  all  Medicare  beneficiaries  receive  so  that  stronger  quality  assurance 
programs  can  be  developed.  To  strengthen  quality  assurance  tor  those  beneficiaries 
enrolled  in  managed  care,  HCFA  has  embarked  on  a  number  of  initiatives.  For  ex- 
ample, HCFA  has  joined  with  the  private  sector,  the  Department  of  Defense,  and 
others  to  improve  managed  care  quality  and  plan  accountability.  We  expect  to  com- 
plement existing  quality  assurance  and  accrediting  organizations,  such  as  the  Na- 
tional Committee  for  Quality  Assurance  and  the  Joint  Committee  for  the  Accredita- 
tion of  Health  Organizations,  and  have  received  their  support. 

Third  are  reforms  to  protect  against  fraud  and  abuse. — The  Administration  re- 
cently, transmitted  to  the  Congress  our  proposal  for  an  innovative  anti-fraud  and 
abuse  effort  known  as  Operation  Restore  Trust.  This  plan  would  enhance  the  ability 
of  HCFA  and  our  carriers  and  intermediaries  to  combat  fraud  in  the  Medicare  pro- 
gram, in  particular  by  relying  on  improved  payment  screens  rather  than  old  pay- 
and-chase  methods.  Administration  witnesses  will  provide  you  with  a  more  detailed 
description  of  Operation  Restore  Trust  at  your  hearing  on  fraud  and  abuse  tomor- 
row. 

Fourth  are  reforms  to  contain  costs  and  enhance  benefits. — Finally  we  continue  to 
pursue  reforms  to  control  program  costs  while  protecting  access  to  care,  the  quality 
of  care,  and  beneficiary  choice.  In  his  balanced  budget  proposal,  President  Clinton 
called  tor  $124  billion  in  net  Medicare  savings  over  seven  years.  Some  of  the  savings 
are  used  to  finance  improvements  in  coverage.  Specifically,  cost  sharing  would  be 
eliminated  for  mammograms  to  improve  use  of  this  important  preventive  service; 
and  a  new  respite  care  benefit  would  be  available  for  families  of  beneficiaries  with 
Alzheimer's  disease. 

The  savings  proposed  by  the  President  would  not  only  help  to  reduce  the  budget 
deficit  but,  equally  important,  they  would  extend  the  life  of  the  Medicare  trust  fund 
through  at  least  2005.  No  new  savings  would  come  from  an  increase  in  beneficiaries' 
out-of-pocket  costs.  As  the  President  has  promised,  we  are  ready  to  work  with  the 
Congress  to  achieve  these  savings  while  protecting  access,  quality  and  choice.  We 
will  fight  changes  that  threaten  these  goals. 
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Vouchers 

Our  efforts  in  the  areas  of  choice,  quality  of  care,  fraud  and  abuse  and  cost  con- 
tainment are  intended  to  build  upon  the  choice,  coverage,  and  access  that  are  the 
foundations  of  Medicare.  As  such,  they  need  to  be  distinguished  from  Republican  ef- 
forts to  reform  Medicare  that  are  more  concerned  with  meeting  arbitrary  budget  tar- 
gets than  with  beneficiaries'  needs. 

Let  me  be  clear.  Republican  proposals  to  shift  to  a  voucher  system  are  about  re- 
ducing federal  spending  by  $270  billion  at  beneficiaries'  expense.  They  are  not  about 
reforming  Medicare.  Talking  about  these  proposals  in  terms  like  "defined  contribu- 
tion" and  "FEHBP-like"  imply  that  vouchers  are  mainstream  and  safe.  But  any 
voucher  plan  based  on  $270  billion  in  Medicare  cuts  can  only  be  disastrous  to  bene- 
ficiaries' security  and  an  abrogation  of  our  30  year  contract  with  elderly  and  dis- 
abled Americans. 

Some  have  proposed  that  Medicare  should  be  restructured  to  look  more  like  the 
Federal  Employees  Health  Benefit  Program  (FEHBP).  We,  too,  believe  that  bene- 
ficiaries should  have  as  broad  a  range  of  choice  as  offered  in  the  FEHBP.  But  we 
also  know  that  the  purchasing  power  and  health  care  needs  of  the  Medicare  popu- 
lation are  very  different  from  younger,  healthier,  and  employed  FEHBP  enrollees'. 
Furthermore,  health  coverage  through  the  FEHBP  is  an  employee  benefit.  Medicare, 
like  Social  Security,  is  a  social  contract  that  guarantees  beneficiaries  coverage  in  re- 
turn for  contributions  made  throughout  their  working  years. 

Finally  under  FEHBP,  the  government's  contribution  is  determined  by  the  costs 
of  the  participating  plans.  It  is  not  a  fixed  dollar  amount,  indexed  to  a  predeter- 
mined annual  growth  rate.  While  Congress  is  contemplating  changes  in  the  way  the 
government's  contribution  to  FEHBP  is  calculated,  it  is  important  to  note  the  Re- 
publican voucher  plan  as  outlined  by  the  Shays  Task  Force  would  not  give  Medicare 
beneficiaries  the  protection  that  members  of  Congress  now  enjoy  through  the 
FEHBP. 

Private  health  care  spending  per  insured  person  will  grow  at  7.1%  per  year  from 
1996  to  2002  according  to  CBO  data.  In  contrast,  the  level  of  Medicare  cuts  in  the 
Republican  budget  conference  agreement  suggests  that  the  Republican  voucher  pay- 
ment would  grow  at  only  4.9  percent  per  year.  That  means  that  every  year,  for 
every  Medicare  beneficiary,  the  cost  of  what  they'll  need  to  buy  will  grow  faster  than 
the  voucher  Republicans  would  give  them  to  buy  it  with. 

What  would  the  Republican  voucher  proposal  really  mean  to  beneficiaries?  At  best 
they  would  likely  have  to  pay  more  to  keep  the  coverage  they  have  today.  However, 
since  three-fourths  of  Medicare  beneficiaries  have  incomes  below  $25,000,  it  is  likely 
that  many  seniors  would  not  be  able  to  pay  more.  At  worst,  beneficiaries  would  be 
forced  to  buy  coverage  that  is  insufficient  to  meet  their  needs.  That's  not  choice;  it's 
financial  coercion. 

CONCLUSION 

This  Administration  is  committed  not  only  to  strengthening  the  Medicare  pro- 
gram, but  also  to  preserving  the  fundamental  protections  the  program  provides.  In 
evaluating  any  structural  changes  to  Medicare,  this  Committee  must  join  us  in  this 
resolve.  Medicare  enrollees  must  continue  to  be  assured  coverage  regardless  of 
health  status.  A  basic  level  of  benefits  must  be  guaranteed,  as  it  is  today.  And  ac- 
cess to  and  choice  of,  caregivers  must  be  maintained.  The  Republican  voucher  pro- 
posal that  is  designed  to  produce  $270  billion  in  savings  does  not  meet  these  stand- 
ards. Instead,  it  would  turn  back  the  clock  30  years  to  a  time  when  the  elderly  and 
disabled  struggled  in  a  discriminatory  and  expensive  insurance  market  to  buy  de- 
cent coverage  with  limited  funds.  We  can  and  must  do  better. 
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Mr.  Bilirakis.  Dr.  Feder,  I  will  begin  the  questioning.  Maybe  it 
is  going  to  be  more  of  a  statement  than  anything  else. 

We  can  and  we  must  do  better.  Until  this  Congress  took  over  and 
decided  to  take  up  the  challenge  of  Medicare,  we  were  not  even 
making  any  attempts  to  do  better.  The  Trustees'  Report  was  out 
there.  It  was  out  there,  as  I  understand  it,  a  year  before. 

We  knew  what  the  concerns  were.  HCFA  certainly  knew  what 
the  concerns  were.  HHS  and  the  administration  knew  what  the 
concerns  were.  After  all,  the  administration  is  principally  respon- 
sible for  the  selection  of  the  trustees. 

Nothing  was  being  done,  and  now,  this  particular  Congress  has 
the  courage  to  take  action.  This  my  13th  year  up  here,  and  Medi- 
care has  always  been  one  great  big  no-no.  Do  not  use  the  words  So- 
cial Security  or  Medicare  in  your  speeches,  because  right  off  the 
bat,  you  are  going  to  scare  people:  just  leave  it  alone  and  hope  for 
the  next  election  and  that  sort  of  thing. 

Finally,  we  have  a  Congress,  as  others  have  said,  that  has  the 
courage  to  take  on  this  challenge  to  say  that  something  needs  to 
be  done. 

Dr.  Feder,  you  are  sort  of  a  victim,  if  you  will,  because  you  hap- 
pen to  be  here.  You  were  not  here  previously  in  the  testimony  that 
we  received  from  HCFA  regarding  waste,  fraud,  and  abuse,  where 
they  have  said  as  much  as  30  percent  of  healthcare  costs  could  be 
a  result  of  that. 

We  have  not  seen  anything  being  done  by  HCFA  toward  that 
end.  We  have  not  even  gotten  any  information  from  them — the  in- 
formation that  they  have  that  basically  has  led  them  to  the  conclu- 
sion that  as  much  as  30  percent  of  healthcare  costs  is  due  to  waste, 
fraud,  and  abuse. 

So,  you  know,  it  is  just  easy  at  this  point  in  time  for  all  of  us 
to  use  rhetoric.  The  point  of  the  matter  is  that  nothing  has  been 
done  in  the  past,  and  after  a  Republican  budget,  just  a  total  dollar 
figure,  was  put  out  there  with  no  plan.  I  might  add  The  New  York 
Times  reported  on  a  plan  that  is  not  the  Republican  plan.  You  are 
not  going  to  pick  up  the  newspaper  and  read  about  the  real  Repub- 
lican plan.  I  would  like  to  say  it  is  going  to  be  the  Congressional 
plan. 

I  daresay  Mr.  Waxman  is  going  to  find  out  about  what  the  Re- 
publican plan  actually  is  before  the  newspapers  will,  I  hope. 
Mr.  Waxman.  I  doubt  it. 
Mr.  Bilirakis.  You  doubt  it. 

Well,  the  point  of  the  matter  is — you  have  talked  about  vouchers, 
as  others  have.  In  prior  hearings,  managed  care  is  being  singled 
out.  The  Republicans  were  going  to  mandate  managed  care.  That 
is  the  farthest  thing  from  the  truth. 

We  are  not  going  to  mandate  managed  care.  We  are  not  going 
to  mandate  vouchers.  We  are  going  to  allow  beneficiaries  to  retain 
the  rights,  the  options  that  they  now  have  and  expand  their 
choices,  as  you  so  very  eloquently  stated;  that  is  exactly  what  we 
are  planning  to  do. 

I  am  not  going  to  put  you  through  any  sort  of  questions  here  or 
anything.  Do  you  have  any  response  to  what  I  have  said? 

Ms,  Feder.  Yes,  sir,  I  do. 
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First,  I  would  take  issue  with  your  comment  that  this  adminis- 
tration has  done  nothing  to  address  these  problems.  Since  we  have 
been  in  office,  since  1993,  we  have  extended  the  life  of  the  Medi- 
care trust  fund  by  3  years,  and  as  I  indicated,  the  President's  bal- 
anced-budget proposal  would  extend  it  further,  through  at  least 
2005. 

As  indicated  earlier,  we  did  that  with  our  budget  initiatives  of  a 
couple  of  years  ago,  on  which,  as  Congressman  Deutsch  indicated, 
we  did  not  have  Republican  support  for  those  initiatives.  So,  we  be- 
lieve we  have  been  aggressive  in  that  regard. 

In  addition,  you  will  hear  tomorrow  at,  I  understand,  a  hearing 
on  fraud  and  abuse  about  our  initiatives  in  that  regard. 

Then,  finally,  my  comments  here  are  not  based  solely  on  the  re- 
ports in  The  New  York  Times. 

Looking  at  the  Republican  budget  resolution  that  is  what  I  based 
my  comments  on,  it  is  quite  clear  that  any  talk  about  a  voucher 
or  a  so-called  defined  contribution  would  give  beneficiaries  some- 
thing that  is  scheduled  to  grow  at  4.9  percent  when  private  sector 
costs  are  predicted  by  Congressional  Budget  to  be  growing  at  7.1 
percent. 

Mr.  Chairman,  I  would  indicate  that  it  simply  is  not  enough  to 
provide  beneficiaries  the  coverage  they  have  got  today  without  pay- 
ing more,  let  alone  giving  them  any  kind  of  rebates. 

Mr.  BlLlRAKlS.  Well,  thank  you,  Dr.  Feder. 

Mr.  Waxman? 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

George  Orwell  would  be  proud  of  the  hearing  today,  because 
things  are  being  said  that  really  flip  the  truth  around. 

I  will  not  try  to  be  provocative,  but  for  those  who  are  saying  on 
the  Republican  side  of  the  aisle  how  they  want  to  work  on  a  bi-par- 
tisan basis,  where  were  they  last  Congress  when  their  posters  said 
it  is  better  to  try  to  kill  healthcare  reform  completely  than  to  try 
to  work  out  anything  on  a  bi-partisan  basis. 

We  hear  Republicans  talk  about  the  courage  to  make  cuts.  I  do 
not  know  how  much  courage  it  takes  to  make  low  income  people 
have  to  pay  more  for  their  health  care  or  simply  go  without,  be- 
cause certainly  that  will  be  the  consequence  of  the  budget  propos- 
als, when  they  are  implemented,  for  both  Medicare  and  Medicaid. 

Then  we  heard  this  other  statement  this  morning — and  this  may 
just  be  a  factual  error,  A  colleague,  a  new  member  of  the  commit- 
tee, a  physician  from  Oklahoma,  said  that  healthcare  costs  are 
going  down  in  the  private  sector. 

Now,  is  that  accurate,  Dr.  Feder,  because  it  seems  to  me  the 
chart  you  have  attached  to  your  testimony  shows  that  private 
health  care  costs  are  going  up  7.1  percent,  and  if  we  then  only  pro- 
vide a  4.9  percent  increase  for  Medicare  beneficiaries  to  pay  for 
those  increased  costs,  it  seems  to  me  that  they  have  got  to  make 
up  the  difference.  Is  that  accurate? 

Ms.  Feder.  It  sounds  exactly  right  to  me,  Mr.  Waxman. 

Mr.  Waxman.  Another  thing  that  is  really  quite  amazing  to  me 
is  to  talk  as  if  elderly  people  are  for  the  first  time  going  to  have 
options.  Don't  they  have  options  now  under  Medicare  to  sign  up  in 
HMOs  or  any  variant,  managed  care,  if  they  wish  to,  or  to  stay  in 
the  fee-for- service  Medicare  program? 
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One  would  think  that  Medicare  has  not  changed,  that  we  have 
done  nothing  innovative  to  try  to  increase  price  competition  or  im- 
prove risk  adjustment  or  offer  more  options  to  beneficiaries.  Can 
you  correct  the  record  on  that? 

Ms.  Feder.  I  would  be  delighted.  In  fact,  as  you  indicated,  we 
have  more  than  250  managed-care  organizations  currently  under 
contract  with  HCFA  to  serve  Medicare  beneficiaries.  Our  enroll- 
ment is  growing  rapidly. 

In  the  first  6  months  of  this  year,  we  have  already  seen  a  9  per- 
cent overall  increase  in  managed-care  enrollment,  and  by  the  year's 
end,  we  expect  an  18  percent  increase  in  enrollment,  but  we  do  not 
feel  that  is  enough,  and  we  are  working  to  expand  the  choices,  as 
I  indicated. 

We  favor  making  a  broader  range  of  options  available  in  terms 
of  preferred  provider  organizations  and  point-of-service  plans.  We 
have  already  initiated  demonstrations  to  support  movement  into 
that  direction. 

We  are  working  on  revisions  in  the  way  in  which  we  pay  HMOs 
under  Medicare  and  would  pay  other  plans,  and  we  are  committed 
to  those  expansions  of  choice. 

Mr.  Waxman.  We  do  not  need  to  cut  $270  billion  out  of  this  pro- 
gram, give  people  a  voucher  that  may  be  inadequate,  in  order  to 
get  options  and  choices  for  Medicare  beneficiaries  to  have  their 
health  care  offered  to  them, 

Ms.  Feder.  No,  sir,  we  do  not. 

Mr.  Waxman.  So,  you  have  to  scratch  your  head  and  say,  well, 
why  do  we  hear  this  talk  about  an  incentive  for  people  to  sign  up 
in  managed  care? 

The  incentive  is  not  to  give  them  a  more  attractive  managed-care 
option.  It  sounds  to  me  like  the  incentive  is  to  punish  them  if  they 
do  not  choose  a  low-cost  managed-care  option.  Isn't  that  what  is 
going  on? 

Ms.  Feder.  Yes,  sir.  We,  too,  are  very  concerned  about  what  is 
being  characterized  as  choice  but  actually  would  be  fiscal  coercion 
into  managed  care. 

If  beneficiaries  have  to  pay  substantially  more  to  retain  what 
they  have  got  or  to  obtain  adequate  coverage,  we  would  call  that 
coercion,  not  choice. 

Mr.  Waxman.  I  just  want  to  point  out  that  you  said  seniors  now 
pay  21  percent  of  their  income  on  out-of-pocket  expenses  for  health 
care.  That  is  under  the  existing  Medicare  system.  We  know  that  75 
percent  of  the  elderly  make  $25,000  or  less  a  year  to  live  on. 

So,  if  we  are  going  to  now  require  them  to  pay  more  for  their 
Medicare  if  they  want  to  keep  what  they  already  have,  then  they 
will  have  a  choice  of  paying  less  of  an  increase  to  get  something 
different.  Isn't  that  what  is  really  going  on? 

Ms.  Feder.  Absolutely.  We  would  call  that  a  choice  between  pay- 
ing more  or  getting  less. 

Mr.  Waxman.  Paying  more  or  getting  less.  Maybe  you  will  prob- 
ably have  to  pay  more  to  get  less,  as  well. 

I  see  my  time  has  expired. 

I  think,  Mr.  Chairman,  that  the  American  people  should  know 
what  really  is  going  on.  I  think  that  they  are  not  going  to  be  able 
to  keep  pace  with  the  costs  of  this  program,  and  the  program  is  not 
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going  to  be  there  to  keep  the  promises  that  we  have  made  if  this 
kind  of  proposal  goes  through. 

Mr.  Bilirakis.  I  thank  the  gentleman. 

Mr,  Greenwood? 

Mr.  Greenwood.  Thank  you,  Mr.  Chairman. 

The  chairman  is  doing  his  level  best  to  prevent  criticism  across 
the  aisle,  but  probably  with  only  limited  success. 

I  have  to  respond  to  something  my  good  friend,  Henry  Waxman, 
raised  about  where  the  Republicans  were  last  session.  He  said  it 
was  Orwellian  to  talk  about  bipartisanship.  It  was  called  Rowland 
and  Bilirakis.  The  chairman  of  this  subcommittee  was  the  leader 
of  our  party  in  working  with  your  party  to  carve  out  a  compromise. 
Frankly,  we  could  have  passed  that  compromise  if  the  administra- 
tion was  willing  to  compromise  last  fall.  But  in  fact,  the  adminis- 
tration could  not  get  the  votes  within  its  own  party,  when  it  had 
the  majority,  to  pass  its  plan  and  was  not  interested  in  bipartisan- 
ship or  we  would  have  resolved  the  issue  last  fall. 

Judy,  in  your  testimony  you  take  issue  with  the  size  of  the  Re- 
publican efforts  to  reduce  the  rate  of  growth  in  the  Medicare  pro- 
gram. We  are  looking  for  $270  billion  not  in  cuts,  I  think  you  will 
agree,  but  in  reducing  the  rate  of  growth  in  the  program. 

In  your  testimony,  you  also  make  reference  to  the  President's 
proposal  to  reduce  Medicare,  to  reduce  the  rate  in  growth  of  Medi- 
care spending,  not  to  cut  Medicare  by  $124  billion  but  to  reduce  the 
rate  of  growth  by  $124  billion.  Is  that  right? 

Ms.  Feder.  Mr.  Greenwood,  when  you  describe  the  reductions  in 
rate  of  growth,  I  would  have  to  make  a  further  distinction — a  dis- 
tinction not  only  in  magnitude,  but  as  we  have  indicated,  from 
some  of  the  proposals  under  discussion.  Two  hundred  seventy  bil- 
lion dollars  involves  increases  in  out-of-pocket  costs  to  bene- 
ficiaries, 

Mr.  Greenwood.  I  understand  that. 

Ms.  Feder.  Not  so  with  the  President's  proposal. 

Mr.  Greenwood.  Where  I  am  trying  to  take  this  question  is  that 
we  are  proposing  to  save  $270  billion  from  the  system  over  the 
course  of  the  next  7  years.  That  is  one  of  our  goals.  We  can  see  if 
we  can  come  to  some  agreement  about  how  to  do  it.  The  adminis- 
tration's number  is  $124  billion. 

So,  at  this  point,  we  have  a  $146  billion  difference  of  opinion 
about  how  much  we  should  reduce  spending  in  the  program  over 
the  next  7  years.  Let  me  set  the  premise  of  my  question  and  then 
ask  you  to  respond. 

Now,  this  time  you  can  actually  put  a  chart  up  over  there. 

Now,  what  this  chart  is  showing  is  the  difference — and  I  cannot 
really  see  the  chart  myself  very  well,  but  the  difference  in  the  base- 
lines between  OMB  and  the  Congressional  Budget  Office. 

If  you  look  at  the  two  baselines,  it  seems  to  me  that  what  you 
notice  is  that,  by  the  administration  using  the  OMB  baseline,  as 
opposed  to  the  CBO  baseline,  there  is  a  $73  billion  difference  in 
outlays  already. 

.Ms.  Feder.  I  understand  that,  yes,  there  is  a  difference  in  base- 
lines. I  cannot  attest  to  the  numbers. 
Mr.  Greenwood.  Right. 
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So,  essentially,  if  we  were  to  both  use  the  same  baseline,  you 
take  the  $124  billion  that  you  are  proposing  to  save  based  on  the 
OMB  baseline  and  then  you  add  to  it  the  $73  billion  difference  in 
baselines,  and  you  are  really  up  to  about  $197  billion  over  the  next 
7  years,  if  we  use  the  same  baseline. 

Ms.  Feder.  Mr.  Greenwood  

Mr.  Greenwood.  I  have  got  30  seconds  more.  I  am  setting  my 
premise,  and  then  the  floor  is  yours. 

So,  it  seems  to  me  that  we  really  have  a  difference  of  only  $73 
billion  in  savings  over  the  next  7  years.  That  ought  to  be  a  level 
of  dispute  that  we  compromise  on,  perhaps,  but  the  difference  at 
the  end  of  the  7  years  is  that  we  have  a  balanced  budget  and  you 
do  not. 

Ms.  Feder.  Well,  I  cannot  accept  any  of  the  premises  that  you 
put  forward. 

First  of  all,  if  you  look  at  your  proposals  and  ours,  regardless  of 
baseline,  you  are  proposing  a  14  percent  reduction  in  spending, 
while  we  are  proposing  7  percent,  so  that  you  cannot  make  com- 
parisons across  the  baseline. 

Mr.  Greenwood.  Let  us  talk  about  dollars  and  not  percentages. 
You  are  saying  in  your  testimony  $124  billion  over  the  next  7 
years,  right? 

Ms.  Feder.  That  is  consistent  when  we  have  looked  at  expendi- 
tures or  policies  in  the  past.  Our  predictions  or  estimates  are  very 
similar  to  the  Congressional  Budget  Office  in  what  savings  propos- 
als would  generate,  regardless  of  baseline. 

Mr.  Greenwood.  Fine,  but  the  difference  between  $270  billion 
and  your  $124  billion  over  7  years  is  $146  billion. 

Now,  if  we  work  from  the  same  baseline,  they  get  $73  billion 
closer  to  one  another. 

Ms.  Feder.  Mr.  Greenwood,  the  issue  in  terms  of  the  cuts  that 
you  are  proposing  and  the  critical  difference  in  all  of  your  premises 
is  that  the  numbers  you  are  talking  about  are  taking  dollars  away 
from  beneficiaries,  while  we  have  not  proposed  that. 

No  translation  of  baselines  is  going  to  make  that  issue  any  dif- 
ferent. 

Mr.  Greenwood.  My  questions  to  you  are  not  about  how  to 
achieve  the  savings.  I  am  just  trying  to  get  us  to  be  honest  with 
one  another  about  how  much  we  are  trying  to  achieve  in  savings. 
Then  we  can  get  to  the  second  part  of  the  issue,  which  is  how  to 
do  it. 

I  am  afraid  my  time  has  expired. 

Mr.  Barton  [presiding].  The  time  of  the  gentlemen  from  Penn- 
sylvania has  expired. 
The  Chair  would  now  recognize  Mr.  Stupak. 
Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  as  we  try  to  figure  out  how  we  are  going  to  make 
these  proposed  changes  in  Medicare,  I  believe  the  next  panel  is 
going  to  talk  about  eliminating  the  balanced  billing  restrictions 
under  Medicare,  and  I  believe  their  proposal  will  be  that,  if  Medi- 
care stopped  setting  the  rates  which  doctors  can  charge  the  seniors, 
doctors  will  be  allowed  to  bill  their  Medicare  patients  whatever 
Medicare  does  not  pay,  and  they  will  argue  that  this  will  drive  the 


326 


costs  down  and  that  doctors  will  charge  less  in  order  to  attract 
more  seniors  to  their  practices.  Do  you  agree  with  that? 

Ms.  Feder.  Mr.  Stupak,  we  would  have  a  considerable  concern 
about  any  proposal  to  eliminate  the  balanced  billing  restrictions. 

As  I  indicated  in  my  testimony,  under  current  law  seniors,  on  av- 
erage, are  paying  21  percent  of  their  income  for  the  services  and 
costs  Medicare  does  not  cover,  and  that  is  with  a  balanced  billing 
restriction.  We  would  be  concerned  about  any  reduction  in  those 
protections. 

Mr,  Stupak.  If  you  left  the  Medicare  rate  structure  in,  would  you 
then  be  in  favor  of  eliminating  balanced  billing? 

Ms.  Feder.  Eliminating  balanced  billing  eliminates  protections 
and  increases  consumer  costs.  We  would  not  favor  that. 

Mr.  Stupak.  Okay, 

There  has  been  a  lot  of  discussion  about  Medicare  being  a  dino- 
saur and  that  the  program  has  not  undergone  enough  changes  in 
the  past  few  years  to  keep  up  with  the  increased  demands  on  the 
system,  but  if  I  remember  correctly,  there  has  been  increased  sys- 
tem price  competition,  there  has  been  some  improved  risk  adjust- 
ments, there  has  been  offers  to  provide  Medicare  beneficiaries  with 
more  options. 

Could  you  describe  some  other  things  that  have  been  going  on  in 
Medicare  that  can  help  achieve  some  savings  and  if  you  have  any 
kind  of  idea  as  to  dollar  amounts  that  may  be  associated  with  these 
proposed  savings? 

Ms.  Feder.  I  can  talk  to  you  about  the  initiatives,  and  I  would 
be  delighted  to  do  so.  We  are  undertaking  a  number  of  initiatives 
to  re-engineer  the  Medicare  program. 

We  have  designed  several  demonstration  projects  to  competi- 
tively purchase  a  number  of  the  services  Medicare  buys,  as  well  as 
looked  at  initiating  demonstrations  to  look  at  competitive  pricing 
for  managed  care. 

We  are  contracting  with  centers  of  excellence  to  provide  special- 
ized services  in  Medicare,  as  in  the  private  sector.  We  are  increas- 
ingly acting  as  a  prudent  purchaser  and  acting  as  a  healthcare 
plan.  We  are  pursuing  this  aggressively. 

Another  area  is  in  use  of  case  management  for  high-cost  patients, 
again  an  area  where,  both  in  Medicare  and  in  the  private  sector, 
we  are  becoming  more  effective  purchasers,  saving  dollars  or  seek- 
ing to  save  dollars  while  improving  the  quality  of  care. 

As  I  indicated  in  my  testimony,  we  are  working  along  with  the 
private  sector  to  develop  improved  measures  of  quality  for  managed 
care,  both  to  help  plans  themselves  engage  in  continuous  quality 
improvement  and  to  provide  consumers  an  indication  of  the  dif- 
ferences across  plans. 

These  are  just  some  of  the  areas,  Mr.  Stupak,  in  which  we  are 
engaged. 

Mr.  Stupak.  Last  week,  we  had  quite  a  discussion  about  giving 
Medicare  beneficiaries  a  fixed  amount  of  money  or  a  voucher  and 
then  to  shop  around  and  to  choose  reasonable  affordable  health 
care. 

It  was  suggested  by  somebody  on  the  panel  that  Medicare  bene- 
ficiaries were  perfectly  capable  of  choosing  their  own  type  of 
healthcare  plans,  and  I  do  not  doubt  their  intellectual  ability,  but 
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I  am  concerned  that,  with  the  proposed  cuts  of  $270  billion  or 
whatever  it  is  going  to  be,  could  this  not  result  in  being — your 
choice  is  going  to  be  limited  to  your  financial  condition,  and  doesn't 
that  really  lead  to  poorer  health  and  less  choice? 

Ms.  Feder.  I  think  that  is  exactly  right,  Mr.  Stupak,  that  it  is 
a  false  choice  when  we  are  talking  about  either  paying  more  or  get- 
ting less.  That  has  nothing  to  do  with  beneficiaries'  abilities.  They 
are  not  getting  enough  bucks  to  make  any  choices. 

Mr.  Stupak.  Other  than  just  putting  more  bucks  into  the  sys- 
tem— I  know  you  have  outlined  three  or  four  options  here  that  you 
are  trying  to  do  to  improve  the  Medicare  system  and  the  quality 
of  care  for  our  seniors.  Any  other  programs  on  the  drawing  board 
that  has  not  yet  been  announced  that  you  are  looking  at? 

Ms.  Feder.  Mr.  Stupak,  I  think  it  is  really  very  important  to  em- 
phasize how  much  this  administration  is  committed  to  moving  the 
Medicare  program  forward  and  to  changes  in  the  healthcare  envi- 
ronment. We  are  not  satisfied  at  all — although  we  do  think  we 
have  achieved  something — we  are  not  satisfied  that  we  have  done 
enough.  Some  of  the  initiatives  that  I  alluded  to  in  terms  of  ex- 
panded choice  and  a  broader  array  of  choice,  meaningful  choice  for 
beneficiaries,  are  initiatives  that  would  require  legislation,  and  we 
would  look  forward  to  working  with  you  on  them. 

Mr.  Barton.  The  gentleman's  time  has  expired. 

The  Chair  would  now  recognize  one  of  our  physicians  on  the  com- 
mittee, Dr.  Ganske  of  Iowa,  for  5  minutes. 

Mr.  Ganske.  Thank  you. 

I  appreciate  your  being  here,  Dr.  Feder.  You  do  agree  with  the 
Trustees'  Report — is  that  right?- — on  the  status  of  the  HI  trust 
fund? 

Ms.  Feder.  Yes,  sir. 

Mr.  Ganske.  Okay. 

To  just  follow  up  with  some  of  Mr.  Greenwood's  questioning,  I 
applaud  the  administration  for  recognizing  that  there  is  a  problem 
and  that  we  will  need  to  reduce  the  rate  of  growth.  Your  numbers 
are  about  $124  billion,  and  we  can  argue  about  whether  they  would 
be  $50,  $60,  $70  billion  more  utilizing  a  CBO  baseline  or  not,  but 
that  is  still  a  lot. 

I  guess  I  would  like  to  ask  you  a  series  of  12  questions,  and  be- 
cause of  the  time  constraint,  I  just  need  a  yes-or-no  answer,  and 
so,  I  am  going  to  phrase  this  in  a  way  that  I  hope  will  be  fair. 
Would  the  administration  consider  decreases  in  rates  of  growth  in 
these  areas? 

Freezing  Medicare's  prospective  payment  system  rates  for  a  year. 

Ms.  Feder.  Mr.  Ganske,  we  have  put  forward  a  proposal  to 
achieve  $124  billion  in  net  reductions.  They  do  not  translate  to  any 
higher  than  $124  billion,  and  we  would  be  delighted  to  discuss  the 
specifics  with  you  of  those  proposals  at  a  later  time. 

Mr.  Ganske.  Well,  I  would  like  some  ideas  about  what  the  ad- 
ministration is  proposing.  We  have  to  get  some  ideas  of  at  least 
what  you  might  consider  thinking  about.  Would  you  consider  doing 
that? 

Ms.  Feder.  I  have  answered  the  question. 

Mr.  Ganske.  Okay.  How  about  eliminating  the  DSH  adjustments 
for  hospitals? 
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Ms.  Feder.  The  same  answer  applies. 

Mr.  Ganske.  How  about  reducing  Medicare's  payments  for  indi- 
rect costs  of  patient  care  related  to  hospital  teaching  programs? 
Ms.  Feder.  The  same. 

Mr.  Ganske.  How  about  reducing  Medicare's  direct  payments  for 
medical  education? 
Ms.  Feder.  Ditto. 

Mr.  Ganske.  See,  these  are  all  things  that  the  CBO  has  scored. 
How  about  increasing  Medicare's  deductible  for  physician  services 
from  the  $100  a  year  to,  say,  $115  a  year? 

Ms.  Feder.  Mr.  Ganske,  our  proposal  includes  no  new  bene- 
ficiary cuts,  and  that  is  the  position  in  the  President's  balanced- 
budget  proposal. 

Mr.  Ganske.  Okay.  So,  that  is  a  no. 

Ms.  Feder.  I  answered  the  question. 

Mr.  Ganske.  Okay.  How  about  increasing  coinsurance  rates  for 
physician  services  by  5  percent? 

Ms.  Feder.  That  is  an  increase  in  beneficiary  obligations,  which 
concern  us  tremendously. 

Mr.  Ganske.  Okay.  So,  that  would  be  a  no. 

How  about  collecting  a  20  percent  coinsurance  on  clinical  labora- 
tory services  up  to  some  type  of  deductible? 

Ms.  Feder.  That  is  an  increase  in  obligations  on  beneficiaries. 

Mr.  Ganske.  Okay.  How  about  collecting  20  percent  coinsurance 
on  home  health  care  up  to  some  formula? 

Ms.  Feder.  That  is  another  increase  in  obligations  on  bene- 
ficiaries, which  we  have  estimated  would  cost  the  beneficiaries 
using  that  benefit  about  $1,000  a  year. 

Mr.  Ganske.  How  about  prohibiting  Medigap  policies  from  cover- 
ing any  portion  of,  say,  the  first  thousand  dollars? 

Ms.  Feder.  That  does  not  sound  to  me  like  an  expansion  of 
choice. 

Mr.  Ganske.  How  about  increasing  the  premium  for  physician 
services  by  some  small  percent,  5  percent? 

Ms.  Feder.  That  is  a  substantial  increase  in  what  beneficiaries 
are  paying  out  of  pocket.  They  are  currently  spending  21  percent 
of  their  income  on  health  care  services,  and  we  are  concerned  about 
any  increased  burden. 

Mr.  Ganske.  How  about  relating  the  premium  for  physician  serv- 
ices under  Medicare  to  enrollees'  income,  i.e.  means  testing? 

Ms.  Feder.  That  is  an  increase  in  beneficiary  obligations. 

Mr.  Ganske.  How  about  modifying  the  process  for  updating  phy- 
sician fees  under  the  Medicare  fee  schedule? 

Ms.  Feder.  In  terms  of  payment  policies,  that  is  subject  to  my 
earlier  statement. 

Mr.  Ganske.  We  need  to  get  some  answers  on  some  of  these  spe- 
cific ideas  in  cooperation  with  the  administration.  As  we  look  at 
trying  to  solve  Medicare's  problems,  we  are  not  getting  your  input 
on  these  things.  I  hope  that,  as  the  process  moves  along  in  the  next 
few  months,  we  will  be  able  to  communicate  better  on  some  of 
these  options. 

Thank  you  very  much,  and  I  yield  back  my  time. 

Mr.  Barton.  The  gentleman  yields  back  the  balance  of  his  time. 

The  Chair  would  now  recognize  Mr.  Deutsch  for  5  minutes. 
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Mr.  DEUTSCH.  Thank  you,  Mr.  Chairman. 

I  would  like  to  at  least  focus  a  little  bit  of  time  talking  about  the 
efficiency  or  non-efficiency  of  the  Medicare  system,  and  I  think, 
again,  just  in  terms  of — really,  for  all  the  members  here  to  focus 
in  on  things — I  see  Dr.  Coburn  has  left,  but  hopefully  he  is  within 
hearing  distance  or  his  staff  is  here. 

His  statement  of  understanding  Medicare,  the  point  that  Mr. 
Waxman  raised,  the  7.1  percent  increase  in  private  insurance  ver- 
sus 4.9  percent — there  are  clearly  some  health  insurance  plans  that 
have  decreased  their  costs— I  mean  we  all  are  aware  of  anecdotal 
stories  about  that,  but  healthcare  costs  in  general  are  not  being  de- 
creased across  the  board  in  the  private  sector  in  the  United  States, 
and  in  fact,  I  think  the  truth  is,  both  under  Democratic  and  Repub- 
lican administrations — because  up  until  2  years  ago,  it  was  a  Re- 
publican administration  which  was  running  HCFA. 

HCFA  has  done  some  exceptionally  good  things,  incredibly  effi- 
cient things  in  the  healthcare  marketplace,  and  two  to  be  very  spe- 
cific about  are  the  implementation  of  DRGs  and  balanced  billing, 
and  if  we  are  talking  about  cost  savings — Dr.  Feder,  I  will  frame 
it  in  terms  of  a  question — how  many  billions  of  dollars  have  prob- 
ably been  saved  by  both  DRGs  and  balanced  billing,  I  mean  just 
a  range? 

Ms.  Feder.  I  would  have  to  provide  the  specifics  for  you  for  the 
record,  Mr.  Deutsch,  but  I  think  that  your  point  is  quite  well  taken. 

Mr.  DEUTSCH.  I  mean  are  we  talking  $100  billion,  $50  billion, 
$500  billion? 

Ms.  Feder.  I  would  have  to  provide  it  for  you. 

Mr.  Deutsch.  We  are  clearly  in  a  range  of  the  magnitude  larger 
than  even  the  numbers  we  are  talking  about  today  in  terms  of  fun- 
damental structural  changes  at  HCFA  under  Republican  adminis- 
trations, really,  because  the  12  years  prior  to  the  last  2  years  it 
was  Republican  administrations  and  its  executive  agency. 

We  are  doing  some  really  good  things,  and  I  think  the  point  in 
terms  of  efficiency — what  Medicare  provides  today  for  37  million 
Americans  is  a  medical  system  that  they  have  choice.  They  have 
choice  today  of  going  to  any  physician  that  they  want  to,  with  real- 
ly a  knowledge  that  there  is  a  cap  in  terms  of  services. 

It  is  a  system  that  works.  It  is  really,  in  some  ways,  the  ideal 
of  health  care.  I  mean  it  works.  It  works  in  terms  of  expenditures, 
in  terms  of  cost  reduction. 

There  are  clearly  lots  of  things  that  could  be  done,  and  I  think 
that  is  a  fundamental  different  perception — and  I  am  glad  that  Dr. 
Coburn  came  back — in  terms  of  the  system  as  it  is  working  today, 
I  mean  in  terms  of  interacting  with  real  constituents,  not  just  pa- 
tients who  are  coming  in  the  office  but  real  constituents  who  are 
dealing  with  it. 

Again,  obviously,  from  a  doctor's  office  perspective  sometimes  it 
might  be  annoying.  I  mean  paperwork  might  be  annoying,  reim- 
bursement rates  might  be  annoying,  but  from  a  beneficiary  stand- 
point, it  is  a  system  which  really  is  working  incredibly  well. 

Now,  let  me  focus  in  now,  I  guess,  on  the  two  parts  of  the  plan, 
the  Republican  plan,  and  just  what  it  means  for  beneficiaries  and 
the  reality  of  what  it  means,  because  I  see — I  mean  I  see  it  as  clear 
as  day,  the  end  result  is  a  defined  payment  plan  below — signifi- 
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cantly  below  what  Medicare  is  paying  now  in  terms  of  HMO  cov- 
erage— you  know,  it  is  95  percent  of  the  average  cost — and  these 
are  the  questions  I  have  asked  other  panels. 

Let  us  say  it  becomes  75  percent.  I  think  what  we  are  talking 
about  is,  ultimately,  a  defined  benefit  plan  which  is  the  lowest-cost 
denominator,  and  anyone  above  that  is  going  to  be  paying  out  of 
pocket  ridiculous  amounts,  because  part  of  the  Republicans'  pro- 
posal is  the  elimination  of  balanced  billing. 

I  mean  it  is  the  worst  of  both  worlds.  It  is  a  defined  benefit  plan 
at  a  rate  that  is  so  low  that  you  cannot  provide  quality  service  and 
lifting  the  cap  on  everyone  else. 

So,  you  either  choose  to  go  into  the  substandard  care,  or  if  you 
want  to  pay  out  of  pocket,  your  out-of-pocket  costs  become  absurd, 
and  that  21  percent  number,  I  think,  is,  again,  a  critical  number 
for  people  to  look  at,  and  as  your  charts  show— and  I  welcome  my 
Republican  colleagues  to  try  to  refute  it—what  your  chart  shows  is 
that  is  an  incredible  percentage  of  income  that  seniors  are  paying, 
and  lower  income  seniors  are  paying  up  to  37  percent.  I  mean  what 
becomes  a  choice  in  that  area? 

Mr.  Barton.  If  the  gentleman  would  yield,  let  the  Chair  an- 
nounce that,  at  the  conclusion  of  the  gentleman's  questions,  we  are 
going  to  recess,  because  we  have  two  votes.  We  have  a  vote  on  the 
previous  question  and  then  a  pending  5-minute  vote,  in  all  prob- 
ability, after  that. 

So,  once  the  gentleman  has  concluded,  we  will  recess  until  the 
second  vote  is  over. 

Mr.  Deutsch.  If  you  could  answer  those  questions. 

Ms.  Feder.  Mr.  Deutsch,  I  think  that  your  concerns  are  entirely 
legitimate,  that  when  you  are  talking  about  taking  $270  billion  out 
of  the  Medicare  program,  you  are  talking  about  squeezing  down  on 
whatever  terms  beneficiaries  have  access  to  benefits,  what  they  are 
getting  to  purchase  those  benefits,  and  it  raises  major  concerns 
about  the  quality  of  care  and  coverage  they  would  be  able  to  obtain, 
as  well  as  the  out-of-pocket  burdens  they  would  face. 

Mr.  Barton.  The  Chair  will  announce  a  recess.  We  will  recon- 
vene immediately  after  the  second  vote,  which  in  all  probability 
means  we  will  be  back  here  at  about  11:50. 

[Brief  recess.] 

Mr.  Barton.  The  subcommittee  will  come  to  order. 

When  we  recessed,  we  had  just  concluded  some  questions  from 
Mr.  Deutsch  to  Dr.  Feder. 

The  Chair  will  now  recognize  Mr.  Burr  for  5  minutes  of  ques- 
tions. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Welcome,  Dr.  Feder. 

Ms.  Feder.  Thank  you,  sir. 

Mr.  Burr.  Tell  me,  if  you  would,  what  specifically  does  the  As- 
sistant Secretary  for  Planning  and  Evaluation  do? 

Ms.  FEDER.  I  can  tell  you  I  am  the  Principal  Deputy  Assistant 
Secretary  for  Planning  and  Evaluation,  and  I  work  in  the  office 
that  advises  the  Secretary  on  major  policy  initiatives,  and  my  posi- 
tion has  been  as  the  Secretary's  senior  health-policy  advisor. 
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Mr.  Burr.  Are  you  actually  involved  in  any  of  the  on-going  talks 
with  HCFA  and  other  agencies  about  potential  changes  or  dem- 
onstration projects? 

Ms.  Feder.  Yes,  sir,  I  am.  I  am  the  Secretary's  advisor  on  those 
projects,  and  so,  I  work  closely  with  the  administrator  of  the  pro- 
gram and  with  the  staff  on  initiatives  they  are  proposing. 

Mr.  BURR.  How  many  of  those  projects  are  actually  driven  out  of 
the  Secretary's  office  versus  driven  from  HCFA? 

Ms.  Feder.  I  do  not  think  it  is  a  question  of  driven.  I  think  that 
HCFA  has  the  experience  in  the  program  and  is  managing  the  pro- 
gram, and  then  we  work  together  on  the  initiatives. 

Mr.  Burr.  So,  they  pretty  much  take  the  initiative,  HCFA  does. 

Ms.  Feder.  HCFA  is  responsible  for  managing  the  program,  and 
we  assist  them  in  their  development  of  initiatives. 

Mr.  Burr.  You  said  in  your  testimony — and  I  just  want  to  make 
sure  I  get  this  right. 

In  one  statement,  you  said  that,  under  a  voucher  plan,  there 
would  be  no  increase — the  Republican  voucher  plan,  you  said — we 
have  not  got  one,  but  I  think  you  were  very  clear  that  we  did. 

Then  you  stated  that,  under  the  Republican  plan,  there  would  be 
a  4.5  percent  growth  under  a  voucher — suggested  voucher  plan. 

Which  of  those  statements  is,  in  fact,  correct? 

Ms.  Feder.  Well,  let  me  clarify  in  a  number  of  ways,  if  I  may. 

Mr.  Burr.  Very  quickly,  if  you  would. 

Ms.  Feder.  All  right. 

The  proposal— when  I  am  referring  to  it,  we  are  talking  about  a 
voucher  proposal  as  indicated  in  the  Shays  task  force.  The  numbers 
that  I  have  been  alluding  to  are  from  the  conference  resolution. 

Mr.  Burr.  Which  one  of  those  had  no  increase? 

Ms.  F^DER.  The  conference  resolution  would  slow  growth  in  Med- 
icare to  a  rate  of  growth  of  4.9  percent. 

Mr.  Burr.  You  said  in  your  testimony  that  there  would  be  no  in- 
crease. 

Ms.  Feder.  I  do  not  believe  that  I  said  that.  I  thought  I  spoke 
that  the  growth  would  be  4.9,  compared  to  the  private  sector  of  7.1. 

Mr.  Burr.  Well,  let  me  ask  this.  Under  the  budget  proposal, 
spending  per  beneficiary  would  increase  from  $4,800  to  $6,700  from 
current  to  2002.  In  your  definition,  is  that  an  increase  or  a  de- 
crease? 

Ms.  Feder.  It  is  a  cut,  because  the  cost  of  what  beneficiaries 
would  be  buying  would  increase  50  percent  faster. 

Mr.  Burr.  I  just  want  to  make  sure  that  we  are  definitely  on  the 
same  definition  of  increase  and  decrease,  but  I  have  found  that  I 
am  not  in  sync  with  a  lot  of  terms  in  Washington  coming  from  a 
rural  state  like  North  Carolina. 

Let  me  ask  you  again.  Under  the  risk-based  demonstration 
projects  that  currently  are  being  pursued  by  HCFA,  of  which  we 
just  had  one  in  Winston-Salem,  North  Carolina,  Partners  Health 
Insurance,  they  have  taken  on  Part  A  and  Part  B  plans. 

They  can  offer  a  senior  one  plan  with  them  for  $40  a  month,  not 
$46.10.  The  reimbursement  is  $348  per  month  per  individual,  and 
we  are  held  by  legislation  to  reimburse  that  particular  company  or 
any  other  company  under  an  HMO  at  95  percent  of  the  average 
fee-for- service. 
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Now,  let  me  ask  you.  Do  you  think  that  we  should  change  that 
legislation  to  allow  for  negotiated  rates? 

Ms,  Feder.  We  think  that  improvements  are  needed  in  the  way 
in  which  we  are  paying  plans.  We  might  make  some,  working  with 
you,  in  the  immediate  future. 

Mr.  Burr.  Specifically,  do  you  think  we  ought  to  do  away  with 
the  95  percent  reimbursement  and  allow  for  a  negotiated  rate? 

Ms.  Feder.  What  we  favor  is  demonstrations  to  test  alternative 
methods  of  payment  and,  then  based  on  those  results,  changing  the 
method. 

Mr.  Burr.  Would  you  agree  that,  as  long  as  that  95  percent  rule 
stays  in  place,  that  we  will  see  very  little  savings  as  we  move  to 
HMOs? 

Ms.  Feder.  Well,  I  think  that  what  we  are  seeing  is  savings  that 
are  going  to  beneficiaries  and  expanded  benefits,  and  I  think  that, 
when  you  describe  the  low  premiums  they  are  facing,  I  think  that 
is  a  piece  of  it. 

Mr.  Burr.  So,  in  these  cases  where  we  have  moved  to  HMO 
products,  the  seniors  under  those  plans  are  getting  expanded  cov- 
erages over  and  above  what  they  get  under  the  current  Medicare 
plan. 

Ms.  Feder.  That  is  often  the  case. 

Mr.  Burr.  So,  in  fact,  they  receive  more  for  our  money  in  the 
way  of  coverage. 

Mr.  Barton.  The  gentleman's  time  has  expired,  if  you  can  ask 
a  short  question  and  she  can  give  a  short  answer. 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  It  is  a  quick  clock  today. 

Let  me  go  right  to  a  thing  in  your  conclusion,  if  I  could,  and  you 
stated,  "Instead,  it  would  turn  back  the  clock  30  years  to  a  time 
when  the  elderly  and  disabled  struggled  in  a  discriminatory  and 
expensive  insurance  market  to  buy  decent  coverage  with  limited 
funds."  Dr.  Feder,  do  you  honestly  believe  that  the  members  of  this 
committee  are  trying  to  go  back  to  that  point? 

Ms.  Feder.  Mr.  Burr,  I  honestly  believe  that  the  proposals  on  the 
table  pose  that  risk. 

Mr.  Burr.  I  asked  do  you  honestly  believe  that  the  members  of 
this  committee  are  intending  to  bring  that  program? 

Ms.  Feder.  I  cannot  speak  to  your  intent.  I  am  concerned  about 
the  outcome. 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  I  yield  back. 
Mr.  Barton.  The  Chair  now  recognizes  the  gentleman  from  New 
Jersey,  Mr.  Pallone,  for  5  minutes. 
Mr.  Pallone.  Thank  you,  Mr.  Chairman. 

Doctor,  I  have  to  say  I  did  not  listen  to  your  testimony,  and  so, 
maybe  my  questions  or  comments  may  be  somewhat  repetitive,  but 
the  very  thing  that  the  gentleman  from  North  Carolina  mentioned 
is  the  fear  that  I  have;  in  other  words,  that  the  effect  of  this  vouch- 
er program,  if  that  is  what  we  are  going  to  call  it,  is  essentially 
to  bring  us  back  to  those  days  when,  basically,  seniors  did  not  have 
choices,  they  had  to  go  out  and  buy  coverage,  they  were  not  able 
to  buy  coverage  that  was  adequate  for  them,  and  that,  essentially, 
some  did  not  have  coverage  and  some  had  very  inadequate  cov- 
erage. 
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I  guess  I  cannot  even  believe  that  anybody  is  proposing  this 
voucher  system. 

Just  from  the  conversations  that  I  have  with  seniors  at  forums 
or  on  the  street  or  whatever  in  my  district— and  I  have  a  high  per- 
centage of  seniors  of  every  income  level — their  biggest  fear  is  not 
having  choice  of  physicians  and  being  forced  into  HMOs  or  man- 
aged-care systems  which,  in  some  cases,  are  inadequate,  and  they 
do  not  have  their  choice  of  doctor,  and  they  are  very  much  aware 
of  what  the  impact  might  be  of  a  voucher  system. 

They  understand  that  it  means  that  they  are  going  to  have  a  cer- 
tain amount  of  money,  and  if  they  cannot  buy  a  fee-for-service  cov- 
erage where  they  have  a  choice  of  doctor,  that  means  that  they  are 
going  to  have  to  go  into  an  HMO,  which  may  not  be  adequate. 

I  find  it  incredible  that  we  are  even  talking  about  it,  but  I  guess 
we  have  to  talk  about  everything,  no  matter  how  ill  conceived. 

What  I  wanted  to  ask  you,  though — two  things. 

First  of  all,  the  way  this  voucher  system  works — and  I  guess  we 
do  not  really  know  for  sure,  because  I  am  reading  it  in  the  news- 
paper, but  you  could  tell  me.  The  problem,  in  part,  is  establishing 
the  amount. 

In  other  words,  theoretically,  the  amount  that  the  voucher  would 
pay  would  be  determined  by  what,  an  average  of  what  costs  are? 
I  mean  what  are  the  options  there? 

Ms.  Feder.  Well,  I  think,  Mr.  Pallone,  that  you  are  right  to  raise 
that  question. 

People  talk  about  sometimes  starting  initially  in  terms  of  the 
lowest-cost  plan  or  some  range  of  plans  or  with  the  current  average 
per  capita  cost  of  a  beneficiary,  but  I  think  one  of  the  things  that 
gets  confused  here  is  that,  while  there  is  lots  of  discussion  about 
the  marketplace  and  choice,  that  any  proposal,  as  all  of  these  seem 
to  do,  that  picks  a  base  and  then  fixes  its  rate  of  growth  is  really 
not  about  choice  and  competition;  it  is  about  limiting  Federal  ex- 
penditure. 

Mr.  Pallone.  There  is  no  question  in  my  mind.  We  are  not  pro- 
viding choice;  we  are  limiting  choice. 

What  I  guess  I  wanted  to  ask  you— if  they  used  this  average  that 
you  just  mentioned,  did  you  provide  us  with  some  information 
about  what  that  would  mean  for  the  average  senior  citizen? 

Let  us  assume  they  used  this  average.  I  would  assume  50  per- 
cent of  the  seniors  would  not  be  in  a  position— what  percentage  of 
seniors  would  not  be  in  a  position  or  would  not  have  income  levels 
that  they  would  be  able  to  augment  that  and  still  keep  a  fee-for- 
service  system? 

Well,  we  discussed  it  in  broad  terms,  Mr.  Pallone,  in  my  testi- 
mony. As  Congressman  Waxman  indicated  earlier,  three-quarters 
of  Medicare  beneficiaries  have  incomes  below  $25,000.  It  is  hard  to 
know  where  they  would  find  the  dollars  to  supplement  what  they 
are  being  given. 

Mr.  Pallone.  So,  they  are  going  to  be  forced  into  the  managed- 
care  system,  ultimately,  if  they  used  this  average  system.  Those 
seniors  would  be  forced  into  managed  care,  because  they  are  not 
going  to  be  able  to  afford  it. 
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Ms.  Feder.  That  is  certainly  possible.  In  addition,  if  you  are 
looking  at  $270  billion  and  constraining  the  rate  of  growth,  one  be- 
gins to  question  whether  they  will  be  able  to  buy  anything  at  all. 

Mr.  Pallone.  Well,  I  guess  that  would  be  my  second  question, 
which  is  what  guarantee  would  there  be  that  anything  is  available? 
I  mean  would  the  bill  simply  write  in  that  somebody  has  to  provide 
coverage  at  that  basic  rate,  or  is  it  a  possibility  that  you  will  not 
be  able  to  buy  anything? 

Ms.  Feder.  That  is  a  question  that  I  think  needs  appropriately 
to  be  asked  of  your  colleagues.  I  do  not  know  the  answer. 

Mr.  Pallone.  Then,  of  course,  the  other  problem  is  that,  in  many 
parts  of  the  country,  the  HMOs  are  not  adequate.  I  mean  they  have 
very  few  physicians  that  are  on  the  list,  and  I  mean,  unless  some- 
thing is  done  through  any  willing  provider  or  some  of  the  other 
things  that  we  have  talked  about  to  regulate  HMOs,  you  could  be 
in  a  situation  where  you  do  not  have  a  choice  of  your  doctor,  where 
the  doctor  you  are  using  is  not  part  of  the  plan.  You  have  not  heard 
of  anything  to  correct  that? 

Ms.  Feder.  I  have  not. 

Mr.  Pallone.  Okay. 

Thank  you,  Mr.  Chairman. 

Mr.  Barton.  I  thank  the  gentleman  from  New  Jersey. 
The  Chair  now  recognizes  the  gentleman  from  Kentucky,  Mr. 
Whitfield,  for  5  minutes  of  questions. 
Mr.  Whitfield.  Thank  you,  Mr.  Chairman. 
Ms.  Feder — is  it  Dr.  Feder? 
Ms.  Feder.  Yes,  sir. 

Mr.  Whitfield.  The  Republican  plan,  over  7  years,  would  be  a 
$270  billion  reduction  in  spending,  while  the  President's  plan 
would  be  a  $124  billion  reduction  in  spending,  and  then,  without 
getting  into  the  CBO/OMB  differences,  that  number  could  dimin- 
ish. But  in  your  statement,  you  said  that  Republican  efforts  to  re- 
form Medicare  are  more  concerned  with  meeting  arbitrary  budget 
-  targets  than  with  beneficiaries'  needs.  What  is  the  basis  of  that 
statement? 

Ms.  Feder.  Well,  first,  sir,  I  need  to  reemphasize  that  the  gap 
is  what  the  gap  is;  $124  billion  is  what  we  are  talking  about,  and 
OMB  and  CBO  estimates  of  Medicare  savings  

Mr.  Whitfield.  Is  there  anything  there  to  indicate  that  we  are 
not  interested  in  beneficiary  needs? 

Ms.  Feder.  Yes,  I  believe  there  is,  and  we  would  base  that  state- 
ment on  the  growth  rates  implicit  in  the  $270  billion  cut  proposal, 
and  the  Shays  proposal  of  a  voucher.  The  Shays  proposal  would  be 
consistent  with  those  savings  targets  and  would  give  beneficiaries 
a  voucher  that  would  increase  at  only  4.9  percent  when  the  private 
sector  costs  of  insurance  are  growing  at  7.1  percent.  So,  it  is  giving 
them  something  that  is  insufficient  to  buy  what  they  need. 

Mr.  Whitfield.  Over  the  last  few  years,  the  studies  indicate  that 
the  private  sector  costs  have  not  increased  as  much  as  the  Medi- 
care system  has  increased. 

Now,  I  think  one  of  the  reasons  you  are  projecting  that  private 
sector  costs  will  increase  is  because  of  what  is  happening  in  States 
like  New  York  where  they  are  imposing  a  24  percent  surcharge  on 
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private  carriers  to  offset  the  cost  of  Medicare.  Is  that  taken  into 
consideration  in  your  projections? 

Ms.  Feder.  The  projections  are  Congressional  Budget  Office  pro- 
jections from  1996  to  2002,  and  they  take  into  account  a  whole 
array  of  private  sector  

Mr.  Whitfield.  That  would  be,  obviously,  one  reason  private 
costs  would  be  higher,  because  of  these  surcharges  that  are  being 
instituted. 

Ms.  Feder.  I  do  not  know  whether  those  projections  were 
made — how  they  reflected  the  New  York  proposals,  because  they 
did  not  go  into  effect— — 

Mr.  Whitfield.  I  would  think  that  that  would  be  a  significant 
increase.  I  think  that  would  be  a  contributing  factor. 

On  the  voucher  system,  let  us  set  aside  any  cost  figures  here, 
and  let  us  say  that  the  Republican  plan's  figures  are  exactly  the 
same  as  the  administration's  plan.  Would  you  be  opposed  to  a 
voucher  system  if  the  numbers  were  the  same? 

Ms.  Feder.  We  have  a  concern  about  any  imposition  of  higher 
costs  on  beneficiaries. 

Mr.  Whitfield.  If  the  numbers  were  the  same,  would  you  be  op- 
posed to  the  voucher  system? 

Ms.  Feder.  Our  numbers  are  not  about  

Mr.  Whitfield.  I  am  asking  you,  theoretically,  if  they  were  the 
same,  would  you  be  opposed  to  a  voucher? 

Ms.  Feder.  I  cannot  answer  it  theoretically,  because  the  issue  is 
how  proposals  affect  beneficiaries,  and  when  the  growth  rate  is 
fixed  

Mr.  Whitfield.  Do  you  think  it  is  a  good  idea,  on  a  voucher  sys- 
tem, where  individuals  have  some  responsibility  in  their  choice  on 
the  payment  of  it?  Right  now,  there  is  not  much  incentive  to  try 
to  reduce  cost  or  be  concerned  with  cost  by  beneficiaries.  Under  the 
voucher  system,  there  would  be  an  incentive  for  them  to  be  con- 
cerned about  costs. 

Ms.  Feder.  I  disagree,  Mr.  Whitfield.  I  think  that,  actually,  in 
the  North  Carolina  example  that  was  given,  we  see  that  bene- 
ficiaries, since  they  face  huge  out-of-pocket  costs  under  the  current 
Medicare  system,  have  a  strong  incentive  to  go  into  plans  that  can 
lower  those  costs,  as  that  example  put  forward.  We  do  not  see  a 
need  to  increase  their  obligations  to  create  that  incentive. 

Mr.  Burr.  Would  the  gentleman  yield  1  second? 

Mr.  Whitfield.  Yes,  I  would. 

Mr.  Burr.  If  that  plan  in  North  Carolina  were,  indeed,  imple- 
mented through  a  voucher,  would  you  be  opposed  to  that  plan 
then? 

Ms.  Feder.  As  I  indicated,  we  would  oppose — have  enormous 
concerns  about — — 

Mr.  Burr.  So,  the  same  plan  that  just  saved  them  money  in  your 
calculation  you  would  be  opposed  to  if  we  did  it  in  the  way  of  a 
voucher. 

Ms.  Feder.  The  voucher  proposal  inherently  puts  beneficiaries  at 
risk,  and  we  are  opposed  to  that. 
Mr.  Burr.  For  a  plan  that  spells  it  out  very  clearly. 
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Ms.  Feder.  What  I  am  indicating  is  that  the  current  system  pro- 
vides them  the  incentives  that  you  seem  to  feel  you  need  to  in- 
crease their  burdens  to  achieve,  and  we  do  not. 

Mr.  Whitfield.  It  has  been  my  experience,  in  talking  with  all 
sorts  of  healthcare  providers  around  my  district  in  western  Ken- 
tucky, that  frequently  the  part  of  the  bill  that  is  not  paid  by  the 
government,  that  is  the  private  individual's  responsibility,  the 
beneficiary's  responsibility,  is  waived.  Do  you  find  that  a  frequent 
occurrence  throughout  the  country? 

Ms.  Feder.  I  would  have  to  look  further.  I  am  not  familiar  with 
that. 

Mr.  Whitfield.  So,  my  point  is  that,  if  it  is  frequently  waived 
because  of  their  financial  conditions,  it  is  just  my  view  that  a 
voucher  system  does  give  them  an  incentive  to  watch  cost,  and  it 
seems  to  me  it  is  to  the  benefit  of  everyone  to  maintain  the  integ- 
rity of  the  system  to  be  at  least  concerned  a  little  bit  about  cost. 

Mr.  Barton.  The  gentleman's  time  has  expired. 

Was  that  last  comment  a  question  or  a  statement? 

Mr.  Whitfield.  I  am  not  sure. 
-  Mr.  Barton.  Okay. 

Do  you  want  to  respond  to  that? 

Ms.  Feder.  Thank  you,  sir.  I  would  just  reiterate  that,  if  we  look 
at  what  beneficiaries  are  spending  and,  I  think,  if  you  talk  to  bene- 
ficiaries, they  feel  they  are  bearing  a  significant  burden  of  their 
cost. 

Mr.  Barton.  Okay. 

The  Chair  would  now  recognize  the  gentleman  from  Ohio,  Mr. 
Brown,  for  5  minutes. 
Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Dr.  Feder,  the  magnitude  of  cuts  proposed  in  the  Republican  plan 
of  $270  billion  obviously  is  of  concern  to  lots  of  older  Americans 
and  lots  of  us  on  this  panel,  particularly  in  light  of  the  fact  that 
the  average  beneficiary,  as  you  know,  currently  spends  about  21 
percent  of  her  or  his  income  on  health  care,  and  as  you  analyze 
those  numbers  a  little  more,  13  percent  of  higher  income  elderly 
down  to  21  percent  of  the  income — or  18  percent  of  middle  income 
people  spend  their  income  on  health  care,  and  the  near  poor  spend 
something  like  27  percent. 

With  those  numbers,  is  it  inevitable,  with  the  $270  billion  cuts — 
and  I  apologize,  as  Mr.  Pallone  did,  for  not  being  here  for  the  whole 
hearing,  because  I  had  another  hearing  upstairs — is  it  inevitable 
that  senior  citizens  are  going  to  pay  more  in  premiums  and  co-pays 
and  deductibles,  are  going  to  pay  more  out-of-pocket  expenses,  and 
what  kind  of  estimates  can  you  make  about  how  much  more,  if 
they  are,  is  it  going  to  cost  them  in  the  years  ahead? 

Ms.  Feder.  Yes,  sir,  it  is  inevitable  that  they  are  going  to  pay 
more.  I  think  that,  as  we  have  looked  at  the  voucher  proposal  that 
we  drew  from  the  Shays  task  force,  the  voucher  would  grow  at  4.9 
percent  while  private  sector  costs  of  what  they  are  buying  or  likely 
to  be  able  to  buy  would  be  growing  at  7.1  percent,  or  50  percent 
faster,  so  that  their  purchasing  power  would  be  eroding  every  year 
for  every  beneficiary. 

I  also  indicated  that,  if  we  looked  at  our  preliminary  estimates 
in  terms  of  the  Republican  proposal  that  was  reported  in  The  New 
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York  Times,  we  indicated  that  the  plan  would  cause  an  increase  in 
their  premium  costs  of  about  $400,  and  looking  at  only  two  of  the 
increased  cost  sharing  proposals  that  were  included  in  that  plan, 
it  would  be  about  a  $1,000  increase  for  the  average  user  of  home 
health  services,  and  a  $1,000  increase  for  the  average  user  of 
skilled  nursing  facility  services.  Those  are  only  a  couple  of  the  pro- 
posals that  the  plan  would  use  to  achieve  what  is  being  called  a 
4.9  percent  growth  rate. 

Mr,  Brown.  Does  that  push  people  out  of  home  health  care  into 
Medicaid-funded  nursing  homes?  Is  that  one  of  the  impacts  or  one 
of  the  fallouts  of  that? 

Ms.  Feder.  Well,  I  think  that  there  is  a  reasonable  question  as 
to  whether  people  could  afford — especially  the  users  of  home 
health,  who  are  disproportionately  older,  poorer  women — there  is  a 
real  question  as  to  whether  they  would  be  able  to  sustain  those 
services  and  what  would  then  happen  to  them. 

Mr.  Brown.  If  21  percent  of  the  average  Medicare  beneficiary's 
income  goes  toward  health  care,  in  the  year  2002  what  percentage 
will  that  be,  and  even  more  precisely,  if  you  can,  what  percentage 
will  it  be  for  those  that  are  the  poorest  citizens,  that  are  not  spend- 
ing close  to  30  percent  of  their  income  on  health  care? 

Ms.  Feder.  Well,  Mr.  Brown,  I  would  like  to  have  those  numbers 
for  you,  but  I  do  not  at  the  moment.  I  agree  with  your  concern,  that 
even  under  current  law,  expenditures  that  beneficiaries  are  respon- 
sible for  are  growing  significantly  more  rapidly  than  their  income, 
so  that  those  proportions  are  likely  to  be  rising. 

I  think  another  piece  that  we  have  not  mentioned  but  is  in  the 
purview  of  this  committee  is  that  the  Medicaid  program  is  a  signifi- 
cant source  of  support  for  low  income  seniors  to  fill  in  obligations, 
their  Medicare  premium  obligations  and  some  of  their  cost  sharing 
obligations,  and  Medicaid  changes  that  are  currently  being  pro- 
posed by  the  Republicans  would  also  put  those  protections  at  risk. 

Mr.  DEUTSCH.  Would  the  gentleman  yield  for  a  quick  question? 

Mr.  Brown.  Yes. 

Mr.  Deutsch.  What  about  the  percentage  of  seniors  on  home 
healthcare  service?  Would  you  know  their  average  income?  So, 
could  you  tell  us  what  that  $1,000  dollars  would  be  as  a  percent? 

Ms.  Feder.  I  am  sorry,  I  cannot  give  it  to  you.  I  can  provide  it 
for  the  record,  but  I  can  tell  you  that  the  highest  users  of  home 
health  care  are  disproportionately  older  low  income  women. 

Mr.  Deutsch.  If  the  income  is  $25,000,  we  might  be  talking 
$15,000. 

Ms.  Feder.  I  would  prefer  to  provide  that  for  the  record. 
Mr.  Deutsch.  Thank  you. 

Mr.  Brown.  I  think  even  more  importantly,  as  this  proposal  has 
been  handed  down,  this  $270  billion  in  cuts,  all  that  Republicans 
have  really  done  is  talk— they  will  not  fill  in  specifics,  as  you  are 
trying  to  do,  about  what  the  magnitude  of  these  cuts  means  in 
terms  of  deductibles  and  co-pays  and  what  it  means  in  terms  of 
premiums. 

They  are  only  talking  about  more  choice,  even  though  we  cannot 
seem  to  get  from  them  any  specific  proposal — and  maybe  we  will 
be  lucky  and  get  it  2  weeks  before  we  finally  vote,  but  nonetheless, 
today,  with  Medicare  patients  currently  being  able  to  go  to  any 
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physician  or  hospital  or  in  a  fee-for-service  plan  or  choosing  to  par- 
ticipate in  a  managed-care  plan  that  would  cover  some  of  the  serv- 
ices that  are  not  covered  by  a  standard  Medicare  package  of  bene- 
fits, there  is  already  a  good  deal  of  choice  in  Medicare,  in  my  un- 
derstanding. 
On  the  other  hand  

Mr.  Barton.  Could  you  shorten  the  question  so  she  can  answer 
it?  Your  time  has  expired. 
Mr.  Brown.  I  am  sorry. 

Is  what  they  are  talking  about — and  I  cannot  even  be  specific, 
because  we  do  not  know  what  they  are  talking  about  except,  gen- 
erally, choice — is  it  going  to  provide  more  choice  for  those  middle 
income  people  that  cannot  afford  to  spend  more  money  or  less 
choice? 

Ms.  Feder.  I  think  that  we  would  see  it  as  a  false  choice,  one 
between  paying  more  or  getting  less,  but  I  would  also  have  to  say 
that  we  in  the  administration  are  committed  to  expanding  real 
choices  and  that  is  having  more  kinds  of  plans  available  to  bene- 
ficiaries to  enable  them  to  get  better  value  for  the  dollar. 

Mr.  Brown.  Thank  you,  Mr.  Chairman. 

Mr.  Barton.  Thank  you. 

The  Chair  now  recognizes  the  gentleman  from  Oklahoma,  Mr. 
~  Cob  urn,  for  5  minutes. 

Mr.  Coburn.  Thank  you. 

The  first  point  is  the  Shays  proposal  and  task  force  and  The  New 
York  Times  proposal  are  not  the  Republican  proposals,  and  I  think 
it  should  be  clarified  that  they  are  not,  and  the  demagoguery  asso- 
ciated with  those  two  issues  and  trying  to  make  this  political  actu- 
ally sfekens  me. 

I  am  going  to  ask  you  some  questions,  and  I  would  like  very 
sharp  and  crisp  responses  to  them,  so  that  I  can  get  the  number 
of  questions  asked  that  I  would  like. 

What  is  the  average  beneficiary  spending  now  on  Medicare? 

Ms.  Feder.  The  average  spending— it  is  included  in  the  table  of 
my  testimony — it  is,  out  of  pocket,  $2,519  in  1994,  according  to  The 
Urban  Institute. 

Mr.  Coburn.  What  is  the  percentage  of  Part  B  costs  that  the  av- 
erage Medicare  patient  today  pays? 

Ms.  Feder.  Right  now— well,  in  terms  of  the  premium  

Mr.  Coburn.  No,  in  terms  of  the  total  Part  B  costs,  what  is  the 
percentage  cost  that  the  average  Medicare  beneficiary  pays  in 
terms  of  Part  B  costs? 

Ms.  Feder.  I  believe  they  are  paying  right  now  31  percent  of  pre- 
mium, but  that  does  not  include  the  cost  of  services  that  they  pay 
for  out  of  pocket. 

Mr.  Coburn.  In  terms  of  the  government's  cost,  it  is  31  percent. 

What  is  the  average  Medigap  premium? 

Ms.  Feder.  I  do  not  have  that. 

Mr.  Coburn.  Is  it  between  $600  and  $1,200?  Is  that  a  fair  esti- 
mate? 

Ms.  Feder.  Just  a  moment.  We  are  having  a  consultation  with 
the  industry  here. 
Mr.  Coburn.  Let  me  ask  you  another  question. 
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Doctor,  if  you  were  asked  today  to  design  a  system  to  take  care 
of  our  senior  citizens  and  you  were  given  the  amount  of  money  that 
we  are  allotting  for  Medicare  over  the  next  7  years,  would  you  de- 
sign the  system  the  way  it  is  today?  Yes  or  no? 

Ms.  Feder.  I  would  make  changes. 

Mr.  Coburn.  All  right.  Would  it  seem  impossible  to  you  that  we 
could  not  provide  quality  health  care  for  senior  citizens  at  the  tune 
of  $6,700  per  senior  citizen  by  the  year  2002? 

Ms.  Feder.  Not  if  the  cost  of  what  they  have  to  buy  is  substan- 
tially higher  than  that. 

Mr.  Coburn.  That  is  not  the  question  I  asked  you.  The  question 
I  asked  you  is  would  it  seem  to  you  that  we  could  provide  health 
care  to  senior  citizens  for  $6,700  in  the  year  2002  if  we  were  to  ask 
you  to  design  a  system  to  do  that? 

Ms.  Feder.  Mr.  Coburn,  anything  that  we  design  for  senior  citi- 
zens is  designed  in  the  context  of  our  whole  healthcare  system,  and 
so,  I  would  have  to  look  at  it  in  that  context  to  see  if  it  was  ade- 
quate. 

Mr.  Coburn.  Okay.  Is  it  not  true  that  the  average  senior  citizen 
who  paid  in  to  Medicare  will  receive  somewhere  between  $117-  and 
$130,000  more  in  benefits  than  they  paid  in? 

Ms.  Feder.  I  would  have  to  check  the  figures,  but  it  is  true  be- 
cause of  the  rise  in  healthcare  costs. 

Mr.  Coburn.  I  want  to  ask  you  one  last  question,  and  I  do  not 
want  you  to  take  this  personally,  because  it  is  not  intended  that 
way,  but  I  want  to  make  a  point. 

I  have  asked  this  committee,  the  people  that  testify  before  us, 
that  we  have  a  curriculum  vitae  on  them,  and  I  do  not  have  yours, 
so  I  want  to  ask  some  questions. 

Your  experience  has  been  in  think  tanks,  public  policy,  and  in 
the  government.  Do  you  have  experience  outside  of  those  areas  that 
I  am  not  aware  of,  other  than  a  university  setting? 

Ms.  Feder.  I  do  not  think  so.  I  think  that  accurately  describes 
my  experience. 

Mr.  Coburn.  Thank  you. 

I  have  no  additional  questions. 

Mr.  Barton.  The  Chair  would  now  recognize  the  gentleman  from 
Georgia,  Mr.  Norwood,  for  5  minutes. 

Mr.  Norwood.  Thank  you,  Mr.  Chairman,  and  Dr.  Feder,  thank 
you  for  being  here.  I,  like  Dr.  Ganske,  have  32  questions  and 
would,  therefore,  appreciate  yes  and  nos,  but  I  will  just  limit  it  to 
one. 

Our  system  presently  is  one  that  a  married  senior,  a  couple  who 
goes  on  Medicare,  generally  removes  from  the  system,  if  they  live 
a  normal  lifetime,  in  the  area  of  $117,000  more  than  they  contrib- 
uted to  the  system,  and  we  find  that  a  single  who  goes  on  Medicare 
and  lives  a  normal  life  expectancy  will  receive  in  the  area  of 
$129,000  more  than  they  contributed  to  the  system. 

In  view  of  that,  would  you  tell  me  which  of  these  choices  you 
would  prefer? 

Would  you  prefer  that  we  borrow  that  money  and  ask  our  grand- 
children to  pay  for  it,  or  would  you  prefer  that  we  simply  raise 
FICA  and  ask  our  children  to  pay  for  it,  or  would  you  prefer  for 
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us  to  make  a  very  strenuous  effort  to  reform  this  system  so  that 
it  might  cost  less? 

Ms.  Feder.  I  would  say  that  we  need  to  reform  the  system  to 
slow  the  growth  in  healthcare  costs. 

Mr.  Norwood.  Thank  you.  We  certainly  hope  that  you  and  all 
of  our  friends  on  the  other  side  of  the  aisle  will  participate  in  that 
part  of  the  debate,  because  that  is  all  we  are  trying  to  do. 

I  will  yield  back,  Mr.  Chairman. 

Mr.  Barton.  The  Chair,  or  the  substitute  Chair,  would  reserve 
the  right  to  ask  some  questions  himself.  Chairman  Bilirakis  is  not 
here. 

Just  out  of  curiosity — and  this  is  really  not  on  the  point  of  the 
hearing,  but  your  title  is  the  Principal  Deputy  Assistant  Secretary 
for  Planning  and  Evaluation.  Does  that  mean  that  there  is  a  Dep- 
uty Assistant  Secretary  and  then  an  Assistant  Secretary?  I  mean 
how  many  are  there  between  

Ms.  Feder.  How  many  of  us  are  there? 

Mr.  Barton.  Yes,  ma'am. 

Ms.  Feder.  It  means  that  I  am  the  senior  of  the  deputies.  The 
Assistant  Secretary  for  Planning  and  Evaluation  is  David  Ellwood. 

Mr.  Barton.  Okay.  So,  there  is  one  other  individual  in  HHS  be- 
tween you  and  the  Secretary. 

Ms.  Feder.  I,  actually,  in  practice,  Mr.  Chairman,  report  directly 
to  the  Secretary  and  am,  as  I  indicated,  her  chief  health  policy  ad- 
visor. 

Mr.  Barton.  Okay.  So,  in  terms  of  policy  advice  on  Medicare  re- 
form, you  are  the  leading  brain  trust  in  that  department.  Is  that 
correct? 

Ms.  Feder.  Working  cooperatively  with  the  Health  Care  Finance 
Administration. 

Mr.  Barton.  I  am  putting  words  in  your  mouth,  so  I  do  not  want 
you  to  brag  on  yourself,  but  I  mean,  theoretically,  you  are  the  indi- 
vidual most  knowledgeable  on  these  proposals  within  your  depart- 
ment. 

Ms.  Feder.  Mr.  Chairman,  I  would  not  underestimate  by  any 
means  the  knowledge  of  the  HCFA  administrator,  Bruce  Vladeck, 
but  I  am  a  partner  of  his. 

Mr.  Barton.  Titles  confuse  me,  so  I  wanted  to  get  that. 

Now,  yesterday,  sitting  right  where  you  are  sitting,  in  a  non-pub- 
lic meeting,  we  had  the  director  of  the  CBO,  and  we  had  an  infor- 
mal discussion  about  those  Republican  members  of  this  subcommit- 
tee who  wished  to  attend,  and  about  half-a-dozen  of  us  did,  and  we 
tried  to  get  her  to  explain  to  us  the  Medicare  baseline. 

Now,  in  layman's  language,  can  you  explain  to  me  the  Medicare 
baseline? 

Ms.  Feder.  It  depends  on  exactly  what  you  would  like  to  know, 
but  it  is  the  projected  growth  in  the  costs  for  the  Medicare  pro- 
gram, under  current  law. 

Mr.  Barton.  No,  the  components  of  it,  the  definition,  again,  in 
layman's  language.  We  have  established  that  you  are  a  very  smart 
individual  and  you  know  a  lot. 

Now,  I  am  a  very  unsmart  Congressman  from  Texas.  So,  I  want 
you  to  put  in  language  that  I  can  understand  what  goes  into  the 
Medicare  baseline,  because  if  we  do  not  understand  that,  that  is 
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where  we  get  into  all  these  arguments  about  what  is  a  cut  and 
what  is  not  a  cut.  Okay? 

So,  again,  you  know  the  baseline.  I  think  you  know  the  baseline. 
So,  explain  to  me,  again  in  common  language,  what  is  in  the  Medi- 
care baseline. 

Ms.  Feder.  The  baseline  takes  into  account  the  number  of  enroll- 
ees  that  Medicare  will  be  serving  into  the  future— — 

Mr.  Barton.  Right.  So,  we  know  the  population  it  is  to  serve. 

Ms.  Feder.  [continuing]  the  costs  of  the  services  that  they  will 
be  purchasing  or  they  are  likely  to  use. 

Mr.  Barton.  Wait  now.  The  cost  of  the  services  that  they  have 
been  purchasing  or  that  they  could  be  purchasing? 

Ms.  Feder.  It  is  a  projection,  so  that  it  looks  at  the  likely  future 
rate  of  growth  in  the  costs  of  those  services  and  the  utilization  pat- 
terns among  the  beneficiaries,  which  change  as  the  population  ages 
and  is  a  function  of  differences  in  terms  of  elderly  beneficiaries  and 
persons  with  disabilities. 

Mr.  Barton.  Now,  the  director  of  the  CBO  said  that  the  popu- 
lation portion  of  the  baseline  is  growing  at  the  rate  of  about  1  per- 
cent a  year.  Do  you  agree  with  that? 

Ms.  Feder.  That  sounds  correct. 

Mr.  Barton.  Okay.  She  also  said  that  the  rate  of  growth  in  infla- 
tion, just  general  CPI  inflation,  is  a  little  over  3  percent  a  year.  Do 
you  agree  with  that?  She  actually  said  3.2  percent. 

Ms.  Feder.  For  purposes  of  our  conversation,  we  sound  in  the 
right  ballpark. 

Mr.  Barton.  Okay. 

Now,  the  population  base  is  growing  at  1  percent  a  year,  general 
inflation  is  growing  at  3  percent  a  year,  and  that  has  as  a  compo- 
nent of  it — medical  expenses  goes  into  CPI,  and  I  am  told  that  that 
component  is  about  0.4  percent.  So,  we  have  included  that. 

Now,  if  we  are  going  to  increase  spending  in  our  budget  plan  at 
6  percent  a  year — so,  that  is  twice  the  rate  of  inflation — how  can 
we  the  Republicans,  not  my  good  friends  on  the  Democratic  side— 
I  am  not  going  to  tarnish  them  with  this  proposal,  but  how  can  we 
be  accused  of  cutting  if  we  are  increasing  spending  twice  as  fast 
as  the  rate  of  general  inflation  and  6  times  as  fast  as  the  rate  of 
growth  in  the  population  base  that  we  are  serving? 

Ms.  Feder.  Well,  Mr.  Chairman,  I  was  following  you  up  to  a 
point  in  terms  of  the  general  inflation  and  the  population,  but  I 
think  that  we  would  take  issue  here.  It  is  not  clear  to  me  that  what 
you  were  putting  forward  accurately  took  into  account  the  medical 
cost  inflation  factor,  and  we  came  at  it  for  my  testimony  from  the 
opposite  direction  and  

Mr.  Barton.  Well,  you  have  that  right. 

Ms.  Feder.  [continuing]  took  out  the  enrollment  growth,  so  that 
the  growth  rates  that  I  have  been  talking  about  this  morning  are 
per  capita  growth  rates,  and  based  on  the  numbers  that  were  pub- 
lished with  respect  to  the  conference  resolution,  we  got  to  a  4.9  per- 
cent per  capita  growth  rate. 

Mr.  Barton.  Okay.  My  time  has  expired,  and  I  am  going  to 
break.  We  have  got  one  more  Congressman. 

Mr.  Waxman.  Mr.  Chairman? 

Mr.  Barton.  The  gentleman  from  California. 
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Mr.  Waxman.  Your  comment  today  about  meeting  with  the  head 
of  the  CBO  with  the  Republicans  alone  is  the  first  time  I  have 
heard  about  it. 

I  am  curious  to  know  why  such  a  meeting  was  held;  why,  if  the 
Republicans  say  you  want  to  work  on  a  bi-partisan  bill,  we  were 
not  invited;  why  the  subcommittee  would  not  hold  a  hearing  in  a 
public  forum  so  that  we  could  get  other  reactions  from  the  public 
as  to  what  is  being  said. 

What  was  this  meeting,  what  was  it  all  about,  and  why  weren't 
we  included? 

Mr.  De\jtsch.  Mr.  Chairman,  if  I  might,  if  I  could  follow  up, 
what  other  meetings  took  place  that  you  can  inform  us  about? 

Mr.  Barton.  If  my  apparently  paranoid  Congressmen  would 
yield  back,  this  was  an  informal  meeting,  not  mandatory,  that  was 
called  by  the  chairman  of  this  subcommittee,  Mr.  Bilirakis,  to  edu- 
cate those  of  us  that  are  less  well-educated  than  the  gentleman 
from  California,  who  used  to  be  the  subcommittee  chairman. 

There  was  nothing  nefarious  about  it.  It  was  a  general  discus- 
sion. I  am  sure  the  gentlelady  who  is  now  the  head  of  the  CBO 
would  be  happy  to  meet  with  the  ranking  Democrat  on  this  sub- 
committee and  all  the  others. 

Mr.  Waxman.  Why  are  we  holding  this  hearing  together  if  we  are 
not  trying  to  learn  together?  Why  would  you  hold  a  meeting  sepa- 
rately to  try  to  educate  your  members  and  think  that  our  members 
should  not  hear  the  same  information? 

Mr.  Barton.  I  think  your  members  should  be  entitled  to  hear  the 
same  information  that  I  did.  The  Meeting  was  called  by  Mr.  Bili- 
rakis, and  again,  he  is  not  here  to  defend  himself,  but  I  do  not 
think  there  is  anything  to  defend,  because  the  CBO  is  a  bi-partisan 
office;  I  think  the  gentlelady  that  heads  it  would  respond  as  favor- 
ably to  requests  to  meet  with  you  and  your  partisan  colleagues  as 
she  did  with  Mr.  Bilirakis. 

Mr.  Waxman.  Some  of  us  have  read  in  the  press  that  the  Repub- 
lican leadership  is  very  unhappy  that  CBO  is  not  giving  them  scor- 
ing for  different  alternatives  like  having  HMO  membership  for 
Medicare. 

When  there  is  a  meeting  that  is  closed-door  partisan,  it  makes 
us  wonder  whether  you  were  beating  up  on  CBO  to  get  the  right 
scoring.  I  think  all  those  kinds  of  suspicions  are  appropriate  given 
a  secret  meeting. 

Mr.  Barton.  If  you  will  go  see  the  gentlelady,  you  will  see  that 
she  has  no  bruises  on  her  today.  So,  there  was  no  beating  up. 

Mr.  Waxman.  I  think  that  this  whole  process  ought  to  be  handled 
in  the  open.  The  American  people  ought  to  know  what  is  being  dis- 
cussed. Hearings  ought  to  be  available  to  all  members  of  the  sub- 
committee. 

To  quote  my  colleague  from  Oklahoma,  it  sickens  me  to  think 
that  this  is  going  to  be  a  partisan  change,  radical,  not  conservative, 
a  radical  change  in  the  Medicare  program  done  behind  closed  doors 
by  the  Republicans,  where  we  will  not  even  know  about  it  until 
September,  and  it  will  be  rammed  through. 

I  just  think  that  is  an  inappropriate  way  for  government  deci- 
sions to  be  made.  I  strongly  object  to  it. 
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Mr.  Barton.  My  good  friend  from  California,  I  think,  is  over- 
reacting. 

Every  member,  including  the  gentleman  from  California,  has  got 
the  right  to  request  any  Federal  official,  either  in  the  executive 
branch,  the  legislative  branch,  or  the  judicial  branch,  to  attend  a 
meeting.  That  was  not  a  hearing. 

Now,  the  gentleman  from  Florida,  Mr.  Bilirakis,  is  not  here  to 
defend  himself,  but  he  does  not  need  to. 

You  have  got  the  right  to  be  indignant.  I  think  you  have  mis- 
placed your  indignation  in  this  case,  because  there  was  nothing  at 
all  partisan  about  what  was  discussed  yesterday. 

Does  the  gentleman,  Mr.  Deutsch,  wish  to  be  recognized  before 
we  recognize  the  gentleiady  from  Arkansas?  Okay.  The  gentlelady 
from  Arkansas  is  recognized  for  5  minutes  of  questions, 

Mr.  Waxman.  I  just  think  it  is  unfortunate  Mr.  Bilirakis  is  not 
here  for  his  subcommittee  hearing,  although  he  was  there  for  the 
private  meeting.  I  do  think  we  ought  to  have  an  explanation,  and 
we  are  entitled  to  it. 

Mr.  Barton.  The  gentleman  is  out  of  order  on  that. 

Mrs.  Lincoln. 

Mrs.  Lincoln.  Thank  you,  Mr.  Chairman. 

I  think,  really,  the  issue  is  not  whether  or  not  people  have  the 
right  to  meet  with  officials;  it  is  just  whether  or  not  there  is  a  will- 
ingness for  all  of  us  to  work  together  on  a  bi-partisan  effort  to  come 
up  with  a  solution  for  the  problem  of  the  escalation  in  cost  and 
growth  of  Medicare. 

I  also  do  not  think  it  is  a  matter  of  whether  one  is  smarter  or 
the  other.  I  think  none  of  us  have  a  crystal  ball  that  we  can  read 
to  project  what  Medicare  needs  are  going  to  be  in  the  future  and 
what  needs  of  the  population  will  be. 

Dr.  Feder,  welcome. 

Ms.  Feder.  Thank  you. 

Mrs.  Lincoln.  When  we  talk  about  more  choice  for  seniors— and 
that  has  been  a  focal  point  in  many  of  the  issues  in  discussion  and 
a  big  part  of  what  the  Republican  leadership's  plan  is  about — many 
are  advocating  that  managed  care  is  a  means  with  which  to  reach 
both  savings  and  choice  for  seniors. 

My  concern  stems  from  the  fact  that  I  represent  a  tremendously 
rural  area,  and  when  we  look  at  managed  care  in  those  areas,  obvi- 
ously there  is  a  certain  amount  of  choice  right  now.  You  have  got 
91  percent  of  Medicare  enrollees  in  fee-for-service  and  roughly  9 
percent  in  some  type  of  a  managed-care  HMO  type  of  facility. 

In  an  area  like  I  represent,  we  have  got  a  huge  lack  of  physi- 
cians. We  have  also  seen  about  7 — well,  there  were  14  rural  hos- 
pitals closed  in  Arkansas  over  the  past  4  years,  and  roughly  7  of 
those  were  in  the  First  Congressional  District. 

Seniors  are  already  having  to  drive,  in  my  district,  hours  just  to 
receive  services,  and  I  guess  my  concern  is  that  choice  in  this  in- 
stance for  seniors  would  really  decrease  under  a  managed  care  sce- 
nario as  well  as  availability  of  health  care  that  is  accessible  for 
rural  areas. 

Could  you  just  elaborate  on  how  you  would  deal  with  managed 
care  in  rural  areas? 
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Ms.  Feder.  Well,  yes,  ma'am.  I  think  you  raise  an  important  con- 
cern about  what  the  implications  of  a  policy  are  for  real  choices, 
and  one  of  the  differences  of  opinion  that  we  have  with  some  of 
these  proposals  is  the  speed  with  which  they  want  to  move.  We  be- 
lieve that  we  can  expand  real  choices  even  in  rural  areas  but  be- 
lieve that  we  need  to  do  some  work  and  some  testing  and  some  ex- 
amination to  see  that  we  are  really  improving  circumstances,  not 
causing  them  to  decline. 

One  of  the  focuses  of  our  demonstration  that  we  have  recently — 
that  HCFA  has  recently  put  forward,  the  Medicare  choices  dem- 
onstration, is  explicitly  looking  for  proposals  from  rural  areas,  from 
plans  serving  rural  areas,  so  that  we  can  learn  what  we  can  do  to 
most  effectively  serve  those  beneficiaries,  because  they,  too,  can 
have  a  broader  range  of  choices  if  we  do  it  right,  and  that  is  what 
we  aim  to  do. 

Mrs.  Lincoln.  How  effective  has  TennCare  been,  as  an  example 
of  managed-care  proposals,  I  guess  maybe  in  the  sense  that  rush- 
ing into  a  managed-care  situation  where  maybe  you  do  not  have  all 
of  the  structures  in  place  that  are  necessary? 

I  know,  that  when  TennCare  went  into  effect,  there  really  were 
not  the  mechanisms  in  place  necessary  for  reimbursement  and  bill- 
ing and  a  host  of  other  things.  How  much  of  an  example  is 
TennCare  for  you  in  that  sense? 

Ms.  Feder.  Well,  I  think  that  the  people  in  Tennessee  recognize 
that,  at  the  same  time  they  are  very  pleased  with  the  expansions 
of  coverage  that  they  have  produced  in  Tennessee,  that  they  are 
well  aware  of  the  difficulties  of  moving  very  rapidly  in  managed 
care,  and  I  have  visited  Tennessee  to  explore  with  them  what  their 
thinking  is,  and  they  do  talk  about  difficulties.  Both  providers  and 
beneficiaries  and  even  the  State  officials  and  the  plans  do  talk 
about  the  difficulties  that  they  had,  particularly  in  the  first  year 
of  their  operations,  in  precisely  the  terms  that  you  put  forward, 
that  people  were  signed  up  in  plans  when  there  were  no  providers 
in  there  within  a  reasonable  distance  to  serve  them,  that  they  were 
not  aware  of  what  providers  were  in  their  plan  and  who  was  not 
and  that  it  did,  indeed,  pose  a  number  of  the  problems  that  you  de- 
scribed. 

Mrs.  Lincoln.  Have  we  learned  from  that?  I  have  been  reminded 
by  panels  in  the  past  that  TennCare  is  not  Medicare,  and  I  realize 
that.  I  do  know  it  is  Medicaid,  but  it  is  still  managed  care. 

Have  we  learned  from  those  mistakes?  Have  we  been  able  to 
glean  from  that  experience  the  pitfalls  so  that  maybe  we  would  be 
able  to  correct  them  if  we  did  go  into  a  more  expansive  managed- 
care  system  in  order  to  save  money  and  a  host  of  other  things? 

Ms.  Feder.  Well,  there  is  in  progress  an  evaluation  of  the  Ten- 
nessee Medicaid  waiver,  along  with  others,  and  in  hearing  some  of 
the  evaluators  talking  about  that  experience,  as  well  as  participat- 
ing in  discussions  among  State  officials  throughout  the  Nation,  and 
others,  on  that  experience,  I  think  that  there  is  a  recognition  that 
it  is  desirable  to  move  carefully  when  expanding  managed  care  to 
address  these  problems. 

Mrs.  Lincoln.  Well,  without  a  doubt.  I  would  hope  that  we  look 
at  not  only  the  problems  and  the  pitfalls  that  are  experienced  but 
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also  at  the  solutions  that  might  be  there  to  correct  them  in  the  fu- 
ture. 

Thank  you,  Mr.  Chairman. 

Mr.  Barton.  We  thank  the  gentlelady  from  Arkansas. 

This  concludes  your  testimony  and  questioning,  or  answering  of 
questions.  We  appreciate  your  time,  and  the  committee  looks  for- 
ward to  working  with  you  as  we  begin  to  formulate  the  reform  pro- 
posals. You  may  be  excused. 

Ms.  Feder.  Thank  you,  Mr.  Chairman. 

Mr.  Barton.  We  have  the  next  panel,  and  I  am  trying  to  wait 
and  see  if  we  have  a  vote  on  the  floor. 

The  Chair  would  announce  that  there  is  going  to  be  a  series  of 
votes  on  the  floor  that  have  rolled  over  from  last  night  on  one  of 
the  appropriation  bills.  So,  we  are  going  to  recess  for  lunch,  and 
we  will  attempt  to  reconvene  at  1  p.m. 

So,  the  committee  is  in  recess  until  1  p.m. 

[Whereupon,  at  12:27  p.m.,  the  subcommittee  recessed  to  recon- 
vene this  same  day  at  1  p.m.] 

AFTERNOON  SESSION 

Mr.  Barton.  We  have  three  of  the  four  members  of  the  panel 
here.  It  is  10  minutes  after  the  time  I  said  we  would  start.  So,  let 
us  go  ahead  and  reconvene  the  hearing. 

We  now  want  to  hear  from  our  second  panel.  We  have  Ms.  Karen 
Ignagni,  who  is  President  of  the  Group  Health  Association  of  Amer- 
ica; we  have  Dr.  Lonnie  Bristow,  the  President  of  the  American 
Medical  Association;  we  have  Dr.  Stuart  Butler,  who  is  Vice  Presi- 
dent for  Domestic  Policy  Studies  at  The  Heritage  Foundation;  and 
we  hope  to  have  Mr.  Tom  Scully  and  Mr.  Richard  Davidson  later 
in  the  panel. 

We  will  start  with  Ms.  Ignagni.  We  will  accept  your  written 
statements  for  the  record  without  objection  and  ask  you  to  summa- 
rize your  oral  testimony  in  5  minutes. 

STATEMENTS  OF  KAREN  IGNAGNI,  PRESIDENT  AND  CEO, 
GROUP  HEALTH  ASSOCIATION  OF  AMERICA;  LONNIE  R. 
BRISTOW,  PRESIDENT,  AMERICAN  MEDICAL  ASSOCIATION; 
STUART  M.  BUTLER,  VICE  PRESIDENT  AND  DIRECTOR,  DO- 
MESTIC AND  ECONOMIC  POLICY  STUDIES,  THE  HERITAGE 
FOUNDATION;  THOMAS  A.  SCULLY,  PRESIDENT  AND  CEO, 
FEDERATION  OF  AMERICAN  HEALTH  SYSTEMS;  AND  RICH- 
ARD DAVIDSON,  PRESIDENT,  AMERICAN  HOSPITAL  ASSOCIA- 
TION 

Ms.  Ignagni.  Thank  you,  Mr.  Chairman. 

I  am  delighted  to  be  here  on  behalf  of  GHAA. 

I  would  like  to  make  several  points  for  your  consideration. 

The  first  is  from  the  standpoint  of  our  plans.  We  represent  385 
HMOs  that  are  providing  services  to  approximately  45  million  peo- 
ple nationwide.  There  is  a  track  record  to  be  proud  of  both  in  terms 
of  the  under-65  population  as  well  as  the  over-65  population. 

There  has  always  been  quite  a  number  of  quality  studies  that 
have  been  done  about  the  style  of  practice  within  HMOs  and  what 
patients  have  actually  received  as  a  result  of  that  style  of  practice. 
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I  think  that  is  important  to  keep  in  mind  as  a  backdrop  for  some 
of  the  discussion  with  respect  to  policy  choices  before  you,  and  I 
think  it  might  be  useful  to  point  out  that,  as  Dr.  Feder  indicated, 
enrollment  is  growing  by  approximately  20  percent  per  year  in  the 
over-65  area  in  terms  of  selections  of  HMOs,  and  I  think  that  what 
is  even  more  important  is  that  people  are  deciding  to  stay  in  our 
plans. 

Approximately  90  percent,  as  we  indicate  in  our  testimony,  stay 
in — once  they  have  made  the  HMO  choice — stay  in  the  HMO,  and 
only  4  percent  go  back  to  the  fee-for-service  environment. 

I  also  think  that  that  is  useful  as  we  look  at  the  spectrum  of 
choices  that  have  been  laid  out  for  your  consideration  and  as  you 
go  through  the  choices  before  you. 

Medicare  initially  was  modeled  on  private  sector  health  insur- 
ance, and  I  think  what  we  need  to  do  is  to  ask  the  question  in  pub- 
lic policy  terms,  does  it  continue  to  provide  the  kind  of  protection 
and  adequacy  of  benefits  and  coverage  that  was  contemplated  in 
1965? 

I  think  that  one  of  the  observations  that  was  very  useful  was  Dr. 
Feder's  remark  about  the  percent  of  income  that  beneficiaries  are 
now  paying. 

You  may  be  interested  to  know  that  they  are  actually  paying  out 
of  pocket  under  Medicare  a  higher  percent  of  their  income  than 
they  were  prior  to  the  beginning  of  the  program. 

I  think  that  we  are  not  holding  beneficiaries  harmless  in  Medi- 
care, and  we  need  to  take  a  hard  look  at  who  is,  in  fact,  bearing 
the  burden  of  rising  costs,  particularly  within  the  fee-for-service 
sector. 

We  believe  that  the  program  can  be  strengthened,  that  choices 
can  be  offered,  but  that  no  beneficiary  ought  to  be  forced  into  any 
delivery  system,  and  there  ought  to  be  a  range  of  choices  available 
to  them. 

I  think,  in  our  testimony,  we  have  attempted  to  talk  a  little  bit 
about  the  problem,  provide  the  latest  data  that  we  have  about  what 
is  going  on  out  there,  particularly  within  our  plans,  and  three  prin- 
ciples have  guided  our  policy  work: 

The  principle  of  choice,  which  has  been  discussed  this  morning. 

The  second  principle,  which  has  not  been  as  discussed  as  I  think 
it  probably  will  be  in  this  panel,  is  the  principle  of  a  level  playing 
field. 

If  you  are  going  to  be  making  choices  and  changing  the  structure 
and  the  environment  in  which  beneficiaries  are  seeking  and  attain- 
ing healthcare  services,  then  I  think  it  is  absolutely  crucial  to  look 
at  the  kinds  of  standards  that  would  be  prudent  and  important  for 
beneficiary  protection  as  well  as  for  equity  across  plans,  and  we  at- 
tempt to  comment  on  that  in  our  testimony. 

We  also  raise  the  issues  and  concerns  about  potential  anti-man- 
aged-care kinds  of  initiatives  that  have  surfaced  at  the  State  level 
as  well  as  the  Federal  level. 

The  final  principle  that  has  guided  our  work  is  that  I  think,  at 
this  juncture,  it  is  useful  to  recognize  that  no  one  knows  it  all,  that 
we  are  now  endeavoring  to  move  from  the  system  we  have  today 
to  one  that  does  operate  more  like  the  private  sector.  I  think  it  is 
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useful,  as  we  go  about  thinking  of  transition,  to  begin  to  think 
about  the  task  before  us  exactly  in  that  arena. 

Page  11  of  our  testimony  offers  a  schematic  of  the  kinds  of  policy 
proposals  that  we  have  been  looking  at,  and  we  have  taken  very 
seriously  the  question  of  what  can  Congress  do,  how  quickly  can 
Congress  do  it,  and  when  should  they  do  it,  and  I  would  like  to 
take  you  through  five  specific  recommendations  that  we  make. 

First  is  to  improve  information  to  beneficiaries. 

There  is  a  lot  of  information  out  there  for  beneficiaries.  It  is  not 
organized,  and  if  you  inquire  as  to  what  beneficiaries  actually  re- 
ceive under  the  current  program,  they  will  tell  you  that  there  is, 
at  present,  not  a  structure  in  which  they  can  evaluate  plans  that 
are  in  the  market. 

That  information  can  be  supplied  in  an  organized  way,  and  we 
have  been  working  very  closely  with  HCFA  to  attempt  to  make  im- 
provements in  that  area. 

I  have  already  talked  about  expanded  choice.  We  are  talking 
about  a  proposal,  an  environment  in  which  a  number  of  plans  could 
operate,  and  we  offer  that  for  your  consideration. 

I  have  also  referred  to  strong  standards. 

The  fourth  point  I  think  that  we  need  to  think  about,  by  way  of 
summary,  is  that  the  proposal  that  we  have  contemplated  would 
transition  HCFA  from  operating  and  regulating  in  a  transaction 
kind  of  way  to  one  that  is  more  of  a  standard  setter,  looking  at  the 
environment,  monitoring  it,  and  providing  accountability  and  meas- 
uring that. 

Finally,  we  offer  some  proposals  with  respect  to  transition  for  im- 
proved payment  methodology. 

I  would  be  delighted  to  answer  any  questions  you  have  and  look 
forward  to  that. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Karen  Ignagni  follows:] 

Prepared  Statement  of  Karen  Ignagni,  President,  Group  Health  Association 

of  America,  Inc. 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Karen  Ignagni,  President 
and  CEO  of  the  Group  Health  Association  of  America  (GHAA).  GHAA  is  the  leading 
national  association  for  health  maintenance  organizations  (HMOs).  Our  385  member 
HMOs  serve  80  percent  of  the  50  million  Americans  receiving  health  care  through 
HMOs  today. 

We  are  pleased  to  be  asked  to  testify  as  the  Committee  explores  the  future  of  the 
Medicare  program,  and  look  forward  to  working  with  the  Congress  and  the  Presi- 
dent on  a  bipartisan  fashion  on  Medicare.  GHAA  believes  that  Medicare  must  be 
modernized  to  reflect  the  dramatic  developments  that  have  occurred  in  the  private 
sector  since  Medicare  was  enacted  30  years  ago.  Medicare  can  best  be  strengthened 
by  offering  beneficiaries  the  same  kinds  of  choices  that  are  already  available  to  mil- 
lions of  working  Americans  both  in  the  private  sector  and  in  the  federal  govern- 
ment. Today,  I  would  like  to:  review  the  environment  for  change  in  the  health  care 
marketplace  and  in  Medicare;  review  the  current  status  and  experience  of  the  Medi- 
care HMO  contracting  program;  review  GHAA's  guiding  principles  for  discussion  of 
Medicare  reform;  and  present  GHAA's  recommendations  for  "where  to  begin" — ini- 
tial steps  in  a  transition  to  broader  reform  of  the  Medicare  program. 

The  Changing  Environment 

When  Medicare  was  enacted  in  1965,  the  health  care  environment  for  which  this 
vitally  important  public  program  was  designed  was  substantially  different  than  it 
is  today:  the  overwhelming  majority  of  insured  Americans  received  their  health  care 
under  the  then-predominant  fee-for-service  approach;  health  care  services  were 
more  focused  on  inpatient  hospital  care;  health  care  was  less  complex  and  bewilder- 
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ing  than  today,  so  coordination  of  care  was  not  as  essential;  the  advantages  of  co- 
ordinated care — including  preventive  care,  quality  measurement,  management  of 
chronic  conditions,  and  the  ability  to  provide  comprehensive  care  within  a  budget — 
were  not  yet  fully  apparent;  treatment  costs  were  a  fraction  of  what  they  are  today, 
so  cost  containment  was  not  as  urgent  a  national  concern;  and  health  maintenance 
organizations  and  other  organized  systems  of  care  were  not  yet  available  to  most 
Americans, 

Medicare  was  in  many  ways  a  "market-based"  health  system  in  the  environment 
that  prevailed  in  1965.  And  measured  in  terms  of  the  security  that  it  has  brought 
to  the  elderly,  the  disabled,  and  their  families,  Medicare  has  been  a  success.  How- 
ever, in  1995,  thirty  years  later,  the  environment  in  which  Medicare  operates  has 
changed  dramatically:  fee-for-service  coverage  is  no  longer  the  predominant  ap- 
proach to  coverage  in  the  market;  more  consumers  are  choosing  coordinated  care 
through  organized  systems  of  care  because  of  the  disadvantages  of  the  fee-for-service 
approach  in  an  increasingly  complex  medical  system;  Americans  by  the  millions 
have  joined  HMOs  and  are  overwhelmingly  satisfied  with  the  care  they  and  their 
families  receive;  more  than  60  percent  of  all  working  Americans  with  private  health 
coverage  now  receive  their  care  through  HMOs  or  other  organized  systems  of  care; 
about  35  percent  of  federal  employees  have  chosen  HMO  from  among  the  wide  array 
of  choices  that  are  offered. 

Medicare  too  is  changing,  but  slowly — only  about  10  percent  of  today's  Medicare 
beneficiaries  are  in  HMOs.  The  result  is  that  Medicare  has  fallen  behind  the  evolv- 
ing market  environment — Medicare  beneficiaries  no  longer  have  coverage  that  is 
typical  of  that  available  to  the  working  population,  and  do  not  derive  the  benefits 
of  the  choices  available  to  other  Americans. 

Without  reform,  Medicare  faces  insolvency  in  a  few  years.  But  modernization  of 
Medicare  is  feasible  and  within  reach.  The  key  is  to  provide  Medicare  beneficiaries 
with  the  health  plan  choices  that  are  already  available  to  Members  of  Congress  and 
other  working  Americans. 

Guiding  principles  for  discussion 

Given  the  changing  environment,  Medicare  must  be  updated  to  reflect  the  dra- 
matic changes  that  have  occurred  in  the  private  sector  during  the  three  decades 
since  the  program  began.  GHAA  believes  that  Medicare  can  best  be  strengthened 
by  giving  beneficiaries  the  same  kinds  choices  that  are  already  available  to  millions 
of  working  Americans  both  in  the  private  sector  and  in  the  federal  government. 
Medicare — and  the  Health  Care  Financing  Administration  (HCFA)— should  be 
reoriented  toward  a  model  in  which  Medicare  beneficiaries  have  the  opportunity  to 
choose  from  among  a  broad  array  of  options  that  compete  on  the  basis  of  quality, 
service,  and  cost,  and  are  held  to  comparable  accountability  standards.  When  bene- 
ficiaries can  choose  the  option  that  best  meets  their  needs,  Medicare  will  benefit 
from  the  progress  that  has  been  made  in  the  private  sector. 

•  Beneficiary  choices:  Medicare  reform  should  be  consistent  with  the  promise  of 

providing  access  to  basic  Medicare  benefits  that  meet  the  needs  of  elderly  and 
disabled  Americans  and  offering  beneficiaries  choices  comparable  to  those  avail- 
able to  the  working-age  population. 

•  Medicare  standards:  Our  experience  also  tells  us  that  standards  are  vitally  im- 

portant. All  organized  systems  of  care,  as  well  as  providers  under  the  fee-for- 
service  Medicare  program  should  meet  comparable  standards  in  areas  such  as 
quality  of  care,  access,  grievance  procedures,  and  solvency.  Attempts  to  limit 
choice  by  inhibiting  the  development  of  HMOs  and  other  organized  systems  of 
care,  such  as  anti-managed  care  proposals  and  changes  to  current;  antitrust 
law,  should  be  rejected;  where  sucn  anti-managed  care  laws  exist,  they  should 
be  preempted. 

•  Medicare  payments:  Medicare  payments  should  permit  widespread  availability 

of  organized  systems  of  care,  as  well  as  the  traditional  fee-for-service  option,  for 
Medicare  beneficiaries  nationwide.  The  Medicare  program  should  act  in  a  fash- 
ion similar  to  private  sector  purchasers.  This  can  be  done  by  establishing  the 
amount  of  funding  available  for  benefits  for  all  beneficiaries  on  both  an  aggre- 
gate and  per  beneficiary  basis,  with  an  equitable  allocation  of  resources  between 
organized  delivery  system  options  and  the  fee-for-service  program.  Total  ex- 
penditures should  be  trended  forward  on  an  appropriate  basis  to  meet  program 
goals. 

The  current  status  of  Medicare  HMO  coverage 

In  developing  proposals  for  modernization  of  Medicare,  it  is  useful  to  review  brief- 
ly the  current  status  of  Medicare  contracting  with  HMOs  and  competitive  medical 
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Slans  (CMPs)1  because  that  program  can  provide  a  platform  for  future  changes  in 
ledicare. 

The  Medicare  HMO  risk  contracting  program  was  enacted  in  1982  as  part  of  Tax 
Equity  and  Fiscal  Responsibility  Act  (TEFRA),  after  a  number  of  years  of  successful 
demonstrations  of  this  contracting  approach.  The  TEFRA  program  provided  for  Med- 
icare contracting  with  HMOs  and  CMPs,  and  authorized  payment  to  those  plans  of 
95  percent  of  the  estimated  cost  of  fee-for-service  Medicare  in  the  geographic  area 
(the  county) — the  adjusted  average  per  capita  cost,  or  AAPCC. 

While  the  specifics  of  the  AAPCC  calculation  are  complex,  the  methodology  incor- 
porates four  basic  steps:  calculation  of  the  national  per  capita  cost  for  care  under 
Medicare  this  is  the  United  States  Per  Capita  Cost,  or  USPCC);  estimating  the 
county  per  capita  cost  of  fee-for-service  care  by:  applying  a  county  adjuster  to  the 
USPCC  (the  county  adjuster  is  a  moving  five-year  average  of  the  ratio  of  county  per 
capita  costs  to  national  per  capita  costs);  adjusting  for  county  HMO  expenditures; 
and  adjusting  for  the  demographic  mix  of  the  county's  beneficiaries;  multiplying  the 
county  per  capita  cost  by  95  percent;  and  applying  the  actuarial  risk  adjustments 
developed  by  HCFA  to  account  for  age,  sex,  Medicaid  status,  institutional  status, 
and  employer-based  coverage  of  the  beneficiary. 

As  of  tnis  year,  roughly  3.1  million  Medicare  beneficiaries  have  chosen  to  be 
served  through  one  of  the  HMO  contracting  options  offered  by  the  Medicare  pro- 
gram. Since  1990,  enrollment  in  Medicare  risk  plans  has  doubled  while  combined 
enrollment  in  all  HMO  options  has  grown  by  70  percent. 

The  Medicare  HMO  contracting  program  has  proven  successful  in  a  number  of 
ways — it  has  achieved  a  broad  enrollment  base,  member  satisfaction,  documented 
quality  and  savings. 

Broad  enrollment  base:  The  National  Research  Corporation  found  that  seniors 
enrolled  in  HMOs  and  in  fee-for-service  Medicare  are  very  similar  in  terms  of  over- 
all self-reported  health  status  and  incidence  of  chronic  medical  conditions.  As  shown 
in  Figure  1,  16.7  percent  of  HMO  members  reported  that  they  were  in  "excellent" 
or  "very  good"  health,  compared  with  16.5  percent  of  fee-for-service  enrollees.  The 
percentage  in  both  populations  reporting  "poor"  health  was  the  same,  13.6  percent. 

Further,  the  percentage  of  Medicare  HMO  enrollees  with  selected  chronic  condi- 
tions is  generally  similar  to  the  FFS  sector,  as  shown  in  Figure  3.  For  example,  49.2 
percent  of  seniors  enrolled  in  HMOs  reported  suffering  from  arthritis,  compared  to 
49.1  percent  in  FFS  Medicare. 

These  data  are  inconsistent  with  the  often-cited  Mathematica  Policy  Research 
study  on  favorable  selection  in  the  Medicare  HMO  program — a  study  that  was  based 
on  beneficiaries  who  enrolled  in  1987  or  1988  (seven  to  eight  years  ago).  Since 
1987 — when  the  risk  contracting  program  was  just  two  years  old — enrollment  in 
Medicare  risk  HMOs  has  more  than  doubled,  and  as  that  enrollment  has  grown,  the 
characteristics  of  the  HMO  population  have  become  increasingly  similar  to  those  in 
the  fee-for-service  Dopulation. 

Satisfaction:  Medicare  HMOs  attract  a  broad  mix  of  enrollees,  and  those  enroll- 
ees are  satisfied  with  their  care.  During  the  past  year,  numerous  groups  have  con- 
ducted patient  satisfaction  surveys,  all  of  which  show  that  HMO  subscribers  are 
more  satisfied  overall  with  their  health  plan  than  fee-for-service  subscribers.  A  Na- 
tional Research  Corporation  survey  of  over  19,000  elderly  Americans  found  that,  for 
all  levels  of  self-designated  health  status,  the  elderly  enrolled  in  HMOs  are  more 
satisfied  with  their  coverage  than  the  elderly  receiving  services  under  the  tradi- 
tional Medicare  fee-for-service  program.  Figure  3  highlights  these  data — indicating 
that  HMOs  achieve  higher  subscriber  satisfaction  not  just  among  the  healthy,  but 
also  among  the  sick. 

This  level  of  satisfaction  is  highlighted  further  by  the  fact  that  Medicare  bene- 
ficiaries who  choose  HMOs  stick  with  them.  A  recent  study  of  Medicare  HMO  enroll- 
ees in  1994  showed  that:  84  percent  remained  with  their  HMO;  6  percent  switched 
to  another  HMO  in  their  area;  6  percent  left  for  reasons  unrelated  to  the  plan  (e.g., 
they  move  out  of  the  area);  4  percent  returned  to  local  fee-for-service  care. 

Quality:  Medicare  HMOs  offer  high  quality  health  care.  A  recent  study  by  the 
Health  Care  Financing  Administration  showed  that  elderly  HMO  members  with 
cancer  are  more  likely  to  be  diagnosed  at  an  early  stage  than  those  in  the  fee-for- 
service  sector.  This  is  due  to  coverage  of  and  improved  access  to  preventive  care 
under  comprehensive  HMO  coverage,  which  is  also  highlighted  in  a  study  by  the 
Centers  for  Disease  Control  (CDC)  and  the  National  Center  for  Health  Statistics 
that  showed  that  women  in  HMOs  are  more  likely  to  obtain  mammograms,  pap 


1  Competitive  medical  plans  (CMPs)  are  HMOs  that  have  not  chosen  to  become  federally  quali- 
fied but  meet  similar  federal  standards.  For  the  remainder  of  the  testimony,  we  use  the  term 
"HMO"  to  refer  to  both  HMOs  and  CMPs. 
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smears,  and  clinical  breast  exams  than  those  in  the  fee-for-service  sector.  Another 
study,  comparing  care  for  patients  age  65  and  older  with  acute  myocardial  infarction 
(heart  attack),  concluded  that  HMO  patients  received  better  care  than  that  received 
by  patients  in  a  national  fee-for-service  sample. 

Savings:  Finally,  HMOs  lower  the  rate  of  increase  in  spending  on  health  care  in 
two  ways — by  holding  down  costs  in  their  plans,  and  by  producing  savings  in  the 
marketplace  as  a  whole  (the  so-called  "spillover"  effect). 

By  promoting  competition  in  an  area,  HMOs  lead  to  reductions  in  fee-for-service 
costs.  W.P.  Welch  of  the  Urban  Institute  estimated  that  for  metropolitan  statistical 
areas  with  more  than  25  percent  of  the  population  enrolled  in  the  Medicare  risk  pro- 
gram, fee-for-service  costs  decline  by  10  percent.  Studies  by  Glenn  Melnick  and 
James  Robinson  found  that  hospital  costs  increase  less  rapidly  in  areas  of  California 
where  HMOs  had  a  larger  market  share.  Jack  Hadley  and  Darrel  Gaston  of  George- 
town University  report  that  hospital  costs  per  admission  increased  69  percent  in 
high  HMO  penetration  markets  from  1984  to  1993,  compared  with  96  percent  for 
low  HMO  penetration  markets,  as  shown  in  figure  6. 

The  current  program  is  a  promising  start,  and  demonstrates  that  HMOs  can  suc- 
cessfully serve  the  Medicare  population.  But  despite  recent  enrollment  growth,  Med- 
icare still  lags  considerably  behind  the  private  sector  in  the  HMOs  and  other  orga- 
nized systems  of  care  it  offers  to  beneficiaries. 

Where  to  begin 

Looking  at  the  current  Medicare  program  and  using  the  GHAA  principles  as  a 
guide,  the  question,  of  course,  is  how  to  begin  to  take  the  steps  necessary  to  modern- 
ize Medicare.  Based  on  the  practical  and  proven  experience  of  our  member  plans 
in  serving  tens  of  millions  of  Americans,  including  three  million  Medicare  bene- 
ficiaries, we  are  recommending  a  series  of  changes  to  transition  from  the  current 
approach  to  a  model  based  on  beneficiary  choices. 

The  changes  are  designed  to  foster  expansion  in  existing  Medicare  markets,  en- 
courage new  Medicare  markets  to  emerge,  permit  the  development  of  increased  ca- 
pacity for  Medicare  beneficiaries  to  enroll  in  organized  options  offered  by  HMOs  and 
other  entities,  and  provide  the  experience  necessary  to  permit  informed  decision- 
making by  the  Congress  on  the  future  design  of  tne  Medicare  program.  We  rec- 
ommend changes  in  the  following  five  areas:  improve  beneficiary  information, 
awareness,  and  enrollment  process;  expand  the  infrastructure  of  health  plan  choices 
available  to  beneficiaries;  maintain  strong  standards  for  health  plans  participating 
in  Medicare;  begin  to  transition  HCFA  from  the  current  regulatory  approach  to  the 
beneficiary  choice  model;  and  transition  to  improved  Medicare  payment  methodolo- 
gies. 

Improve  beneficiary  information,  awareness,  and  enrollment  process:  Mr. 

Chairman,  we  should  start  with  the  basics.  We  cannot  expect  beneficiaries  to  make 
informed  choices  if  we  do  not  inform  them  about  their  choices,  and  make  it  easy 
for  them  to  enroll. 

•  Information  I  awareness:  The  Health  Care  Financing  Administration  (HCFA) 

should  work  with  entities  that  participate  in  the  Medicare  program,  including 
HMOs  and  in  the  future,  other  arrangements,  to  develop  information  that 
HCFA  could  disseminate  to  beneficiaries  about  the  enrollment  options  available 
to  them,  including  educational  information  about  the  basic  characteristics  of 
those  choices.  This  information  should  be  sent  to  all  prospective  beneficiaries  in 
the  six-month  period  prior  to  their  becoming  eligible  for  Medicare,  and  periodi- 
cally thereafter. 

•  Enrollment:  HCFA  should  develop  a  mechanism  that  would  allow  newly  eligible 

beneficiaries  to  elect  HMO  enrollment  that  is  effective  the  first  month  that  they 
become  entitled  to  Medicare,  rather  than  requiring  them  to  wait  (and  be  uncov- 
ered for  supplemental  benefits)  until  the  second  month. 
Expand  the  infrastructure  of  options  available  to  beneficiaries:  Second, 
the  choice  model  requires  that  we  increase  the  array  of  options  offered  by  the  Medi- 
care program. 

•  Expanded  array  of  choices:  A  broader  spectrum  of  offerings  should  be  phased-in 

for  Medicare  beneficiaries  by  encouraging  participation  of  an  expanded  array  of 
benefit  options  by  HMOs  and  other  entities  under  rules  that  permit  all  to  par- 
ticipate on  an  equal  footing. 

•  Self-referral  option:  HCFA  should  continue  its  work  to  develop  guidelines  that 

would  permit  HMOs  to  offer  a  point-of-service  (POS)  product  through  what 
HCFA  is  referring  to  as  a  "self-referral  option"  (SRO)  for  Medicare  beneficiaries. 
Plans  would  then  be  allowed  to  offer  beneficiaries  a  product  that  enables  them 
to  go  outside  the  HMO  network  to  receive  covered  services. 
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Maintain  strong  standards  for  options  participating  in  Medicare:  As  we 
expand  the  infrastructure  of  offerings,  it  is  vitally  important  to  maintain  strong  and 
comparable  standards  for  all  options. 

•  Comparable  standards  for  all  options:  All  organized  options,  such  as  those  offered 

by  HMOs,  PPOs,  PHOs,  as  well  as  providers  under  the  Medicare  fee-for-service 
program,  should  meet  comparable  standards  designed  to  address  quality  of  care, 
access,  grievance  procedures,  and  solvency.  Standards  should  include: 
—Quality:  all  offerings  and  providers  should  have  the  capacity  to  develop  re- 
ports on  performance  that  permit  comparisons  among  options  and  providers. 
—Access:  an  offerings  and  providers  should  accept  all  beneficiaries  who  wish  to 
enroll  or  who  select  those  providers  up  to  the  limits  of  the  capacity  of  such 
offerings/providers  and  without  regard  to  health  status. 
— Grievance  procedures:  all  offerings  and  providers  should  make  available  to 
beneficiaries  procedures  for  hearing  and  resolving  grievances  under  the  Medi- 
care program. 

— Solvency:  all  offerings  should  be  fiscally  sound  and  meet  standards  for  an  ini- 
tial deposit,  initial  net  worth  and  ongoing  solvency. 

•  50/50  rule:  Statutory  criteria  in  connection  with  waiving  the  50/50  enrollment  re- 

quirement for  HMOs  and  other  organizations  offering  organized  options  should 
be  developed. 

•  Anti-managed  care:  Attempts  to  limit  choice  by  inhibiting  the  development  of 

HMOs  and  other  organized  systems  of  care,  such  as  anti-managed  care  propos- 
als and  changes  to  current  antitrust  law,  should  be  rejected;  where  such  anti- 
managed  care  laws  exist,  they  should  be  preempted. 

•  Deemed  status:  To  enhance  and  streamline  Medicare's  quality  assurance  program, 

organized  offerings  that  meet  accreditation  standards  of  private  sector  organiza- 
tions designated  by  the  Secretary  should  be  deemed  to  comply  with  applicable 
Medicare  quality  standards. 
Begin  to  transition  HCFA  to  implement  new  model:  Changes  in  HCFA's 
focus  on  individual  claims  payment  and  basic  improvements  in  administrative 
mechanisms  can  help  enhance  the  modernization  of  the  choices  available  to  bene- 
ficiaries. 

•  Transition  to  new  model:  HCFA  needs  to  begin  the  process  of  reorienting  its  ap- 

proach from  management  of  the  transactions  in  a  fee-for-service  system  to  im- 

J Cementation  of  a  beneficiary  choice  model. 
ministrative  procedures  and  processing  of  applications:  In  the  short-term, 
HCFA  should  take  immediate  steps  to  improve  administrative  procedures  and 
processing  time: 

— reduce  the  time  it  takes  to  process  and  approve  two  types  of  applications  from 
HMOs:  initial  applications  to  serve  Medicare  beneficiaries,  and  applications 
from  approved  plans  to  expand  their  service  area  and  be  able  to  serve  addi- 
tional Medicare  beneficiaries; 

— simplify  administrative  procedures  for  submission  and  processing  of  applica- 
tions (i.e.,  permit  information  associated  with  the  application  to  be  submitted 
on  computer  disk);  and 

— streamline  oversight  of  multi-state  organizations,  for  example  by  eliminating 
duplicative  filing  requirements  and  facilitating  communications  among  re- 
gions. 

•  Policy  Guidance  I  regional  variations:  HCFA  should  take  steps  to  identify  and  nar- 

row the  variation  in  interpretation  of  policy  by  regional  office;  and  promote  con- 
sistency in  decision  making  in  such  areas  as  review  and  approval  of  contracts, 
products,  and  marketing  materials;  this  should  include  the  development  and  is- 
suance of  guidelines  for  regional  offices. 
Transition  to  improved  Medicare  payment  methodologies:  Finally,  the  pro- 
gram needs  to  begin  the  transition  to  improved  Medicare  payment  methodologies. 
We  present  this  as  the  final  component  of  our  plan,  because  it  requires  attention 
to  a  number  of  issues.  We  include  implementation  of  a  transitional  payment  ap- 
proach designed  to  meet  current  program  and  budget  objectives,  and  steps  to  set  the 
stage  for  future  decision  making  about  payment  policies. 

Transition  to  Medicare  payment  mechanism:  Medicare  should  implement  a  method 
of  payment  that  would  provide  greater  incentives  for  beneficiaries  to  choose  options 
that  deliver  high  quality,  cost-effective  care.  The  payment  mechanism  should  permit 
these  options  to  establish  premiums  for  the  benefits  they  offer  and  should  establish 
a  government  contribution  based  upon  the  per  capita  cost  to  the  Medicare  program 
of  providing  Medicare-covered  benefits  to  all  eligible  beneficiaries. 

In  general,  the  starting  point  should  be  the  payment  methodology  under  the  cur- 
rent Medicare  program. 
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•  The  total  Medicare  budget  should  be  established  and  a  per  capita  amount  should 

be  calculated  based  on  the  total  number  of  beneficiaries.  The  per  capita  amount 
should  be  trended  forward  on  a  basis  appropriate  to  meet  program  goals. 

•  The  allocation  for  the  fee-for-service  program  should  be  established  by  aggregat- 

ing the  per  capita  amounts  associated  with  the  beneficiaries  who  select  the  cur- 
rent program.  Medicare  would  continue  to  pay  claims  for  covered  services  pro- 
vided to  these  beneficiaries.  A  periodic  determination  should  be  made  about 
whether  expenditures  are  within  the  desired  range,  and  a  framework  should  be 
established,  perhaps  in  the  annual  budget  process,  for  making  adjustments  to 
the  program  in  light  of  this  determination. 

•  The  payment  for  all  other  options  should  be  based  on  the  same  per  capita  costs. 

•  Changes  from  the  current  methodology  for  determining  per  capita  payments 

should  be  phased-in  over  a  period  of  years.  Such  changes  would  be  designed  to 
address  the  problem  of  low  payment  rates  in  under  funded  areas  and  promote 
new  markets  for  private  sector  offerings  for  Medicare  beneficiaries.  This  process 
should  ensure  that  health  care  for  beneficiaries  who  have  already  selected  HMO 
membership  is  not  disrupted  and  preserve  the  vitality  of  markets  in  which  sig- 
nificant numbers  of  Medicare  beneficiaries  have  already  joined  HMOs. 

•  Under  this  system,  health  plans  would  have  the  flexibility  to  offer  benefit  pack- 

ages that  include  at  least  the  standard  Medicare  benefits,  and  perhaps  greater 
coverage,  for  the  premiums  they  have  developed. 

Demonstrations  on  alternative  payment  methods:  To  set  the  stage  for  future  deci- 
sions about  Medicare  payment  approaches,  HCFA  should  continue  to  explore  the 
feasability  of  alternative  payment  systems,  such  as  other  market-based  approaches 
and  mechanisms  that  will  support  participation  by  entities  offering  organized  op- 
tions in  rural  and  other  less  populous  areas.  The  projects  should  continue  to  encour- 
age voluntary  participation  and  should  identify  issues  related  to  the  design  and  im- 
plementation of  alternative  systems. 

Risk  adjusters:  One  of  the  most  misunderstood  features  of  the  Medicare  HMO  con- 
tracting program  relates  to  risk  selection  and  risk  adjustment  in  payments.  First, 
as  noted  earlier,  the  fact  of  the  matter  is  that  Medicare  HMOs  today  attract  a  cross- 
section  of  beneficiaries— sick  and  well — comparable  to  those  in  the  fee-for-service 
sector.  The  often-cited  Mathematica  report  on  risk  selection  is  simply  out-of-date. 
Second,  Medicare  already  makes  a  number  of  actuarial  adjustments  in  its  payments 
to  HMOs  based  on  enrollee  age,  sex,  Medicaid  status,  institutional  status,  and  em- 
ployer-coverage. These  are  efforts  to  assure  that  payments  are  as  accurate  as  pos- 
sible in  reflecting  the  relative  risk  of  the  enrollees. 

GHAA  has  consistently  expressed  support  for  improvements  to  the  AAPCC  that 
will  enhance  its  accuracy.  However,  adjustments  should  be  tested  to  determine  if 
they  will  serve  this  goal  in  a  cost-effective  way.  We  believe  that  the  Health  Care 
Financing  Administration  should  undertake  demonstrations  designed  to  identify  the 
administrative  issues  and  costs  involved  for  HMOs  and  for  HCFA  in  implementing 
risk  adjusters  that  appear  promising.  Progress  on  these  issues  will  permit  the  agen- 
cy to  work  with  participating  entities  to  move  to  the  next  step  of  implementing  ap- 
propriate risk  adjusters  beyond  those  currently  in  place. 

Maintain  comprehensive,  capitated  approach:  As  the  private  health  care  market 
imposes  more  competitive  pressures  on  the  health  system,  and  Medicare  is  modern- 
ized as  well,  the  committee  will  be  confronted  by  pressures  to  fragment  Medicare's 
capitated  payment  in  a  variety  of  ways.  We  understand,  for  example,  that  proposals 
have  been  made  to  split  out  Medicare  medical  education  payments  from  the  AAPCC, 
and  to  make  those  payments  separately  and  directly  to  providers  on  a  fee-for-service 
or  other  basis, 

At  this  point,  rather  than  re-fragmenting  the  payment  stream,  we  believe  that  the 
comprehensive,  integrated  approach  offered  by  HMOs — and  the  enhanced  competi- 
tive pressure  that  is  being  generated — is  exactly  what  is  needed  in  our  health  sys- 
tem. The  reality  is  that  HMOs  must  contract  with  academic  health  centers  for  com- 
pelling health  care  and  competitive  purposes — beneficiaries  want  access  to  the 
prominent  institutions  in  their  community,  and  HMOs,  to  be  successful  in  meeting 
beneficiary  needs,  contract  with  them. 

Creating  a  stable  and  equitable  payment  environment.  We  need  to  secure  for  Medi- 
care and  seniors  the  benefits  of  the  choices  and  changes  that  have  reshaped  the  pri- 
vate marketplace,  by  creating  a  stable  payment  environment  whose  predictability 
supports  expanded  participation  by  HMOs  and  other  organized  systems.  Such  a 
strategy  will  allow  you  to  bring  Medicare  spending  growth  in  line  with  private  sec- 
tor health  spending. 
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Conclusion 

GHAA  appreciates  this  opportunity  to  present  our  views  about  modernizing  the 
Medicare  program.  We  look  forward  to  working  with  the  Committee  on  this  issue, 
and  I  would  be  pleased  to  answer  any  questions  that  you  may  have.  Thank-you. 
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Figure  2 


Comparison  of  Elderly  Individuals'  Perceived  Health  Status 
HMO  vs.  FFS  Coverage 
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Figure  3 

Comparison  of  Elderly  Individuals  with  Chronic  Conditions 
HMO  vs.  FFS  Coverage 


Figure  4 

Overall  Satisfaction  with  Coverage,  Based  on  Health  Status 
HMO  vs.  FFS  Medicare  Coverage 
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Figure  5 

Enrollment  Patterns  In  Medicare  HMOs* 
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Figure  6 

Percent  Change  in  Expenditures  per  Adjusted  Admissions  by 
HMO  Penetration,  from  1984  to  1991 
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Beneficiary  Local  Choices 


Mr.  Bilirakis.  Dr.  Bristow? 

STATEMENT  OF  LONNIE  R.  BRISTOW 

Mr.  Bristow.  Thank  you,  Mr.  Chairman  and  members  of  the 
subcommittee. 

My  name  is  Lonnie  R.  Bristow,  M.D.,  and  I  am  a  practicing  inter- 
nist from  San  Pablo,  California.  I  am  also  President  of  the  Amer- 
ican Medical  Association. 

You  have  asked  the  AMA  to  testify  today  about  the  proposal  we 
have  developed  to  transform  Medicare. 

When  we  came  before  you  last  month,  we  identified  a  key  factor 
contributing  to  Medicare's  enormous  growth.  The  person  consuming 
healthcare  services,  the  patient,  has  been  insulated  from  the  cost 
of  these  services  by  third-party  payment  mechanisms,  principally 
Medigap. 

We  also  described  how  cost  controls  have  further  insulated  both 
the  patient  and  the  physician  from  the  economic  consequences  of 
their  healthcare  decisions. 

The  AMA's  proposal  to  transform  Medicare  sets  out  to  correct 
these  structural  flaws,  with  a  long-range  goal  to  reduce  the  depend- 
ency of  future  generations  on  government  subsidized  medical  care. 
It  presents  a  fundamental  shift  away  from  government  control  and 
toward  personal  responsibility,  individual  choice,  and  an  invig- 
orated marketplace.  This  shift  can  save  billions  of  dollars  for  both 
beneficiaries  and  the  program,  thus  assuring  Medicare's  long-term 
viability.  By  getting  rid  of  the  current  distortions,  we  can  allow 
physicians  and  providers  to  compete  openly  for  patients  based  on 
value.  Here  is  how  it  would  work. 

Each  elderly  or  disabled  beneficiary  could  choose  from  several 
different  options  for  Medicare,  individually  tailoring  the  program  to 
fit  his  or  her  particular  circumstances.  Yet,  the  government  would 
pay  exactly  the  same  amount  regardless  of  the  patient's  choice. 
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One  patient  might  decide  to  stay  in  what  we  think  of  as  tradi- 
tional Medicare.  AMA's  proposal  would  retool  cost  sharing  so  that 
once  that  patient  meets  a  yearly  deductible,  all  costs  for  covered 
services  would  be  paid  for  by  Medicare,  but  the  patient  would  get 
a  refund  if  she  did  not  use  all  of  her  deductible  amount. 

This  patient  could,  for  the  first  time,  comparison  shop  for  value 
in  her  Medicare  services.  She  would  do  this  by  using  physicians' 
published  conversion  factors  and  quality  information. 

If  her  physician  charges  less  than  Medicare's  set  amount,  she 
could  keep  the  savings.  Similarly,  if  her  physician  charges  more, 
she  pays  the  difference.  No  Medigap  and  no  more  stacks  of  forms. 

This  patient's  husband  may  decide  against  enrolling  in  tradi- 
tional Medicare  and  instead  enroll  in  Medichoice.  This  option 
would  give  him  access  to  a  wide  array  of  plans  similar  to  that  of- 
fered by  the  FEHBP  to  Members  of  Congress  and  Federal  employ- 
ees. 

Like  his  wife,  he  would  have  information  on  rates  and  plan  qual- 
ity to  assist  his  value  shopping.  He  would  pay  the  difference  when 
the  plan  costs  exceed  the  government  contribution  or  keep  the  sav- 
ings when  the  government  contribution  exceeds  the  plan's  costs. 

Now,  this  couple's  neighbor  may  decide  on  another  option  in  lieu 
of  these  comprehensive  plans.  She  may  decide  to  establish  a  medi- 
cal savings  account,  coupled  with  a  high-deductible  catastrophic 
policy.  This  plan  would  also  be  funded  by  the  government's  annual 
contribution  amount. 

Distribution  from  the  account  for  covered  medical  expenses  or 
long-term  care  would  be  exempt  from  taxation,  and  unspent  bal- 
ances would  be  allowed  to  accumulate  in  the  account. 

It  is  very  important  to  note  that  the  AMA's  proposal  provides  a 
safety  net  for  low  income  beneficiaries.  A  patient  at  or  below  the 
Federal  poverty  level  would  be  exempt  from  any  cost  sharing. 
Those  with  incomes  between  the  poverty  level  and  150  percent  of 
that  level  would  face  some  modest  cost  sharing  adjusted  on  a  slid- 
ing income  scale. 

The  AMA  proposal  does  not  focus  solely  on  plan  design.  We  also 
call  for  establishing  an  unprecedented  partnership  for  healthcare 
value.  This  private  sector  forum,  in  coordination  with  the  govern- 
ment, would  work  to  promote  standards  of  quality  and  rules  of  fair 
play  in  the  healthcare  marketplace. 

The  AMA's  proposal  also  calls  for  reducing  Medicare's  contribu- 
tion to  graduate  medical  education  funding  and  replacing  a  large 
portion  of  it  with  an  all-payer  GME  funding  system. 

In  addition,  we  recommend  gradually  reducing  the  number  of 
publicly  funded  residency  slots. 

Our  proposal  describes  many  other  recommended  changes  such 
as  raising  Medicare  eligibility  age  and  income-relating  Medicare's 
benefits  subsidy. 

Mr.  Chairman  and  members  of  this  subcommittee,  as  you  review 
this  plan  and  have  questions,  we  would  be  happy  to  explain  our 
thinking  and  our  actuarial  assumptions  with  you. 

The  time  for  tinkering,  we  believe,  has  passed.  A  bold  vision  is 
required  if  we  are  to  strike  a  fair  balance  between  fantastic  techno- 
logical possibilities  and  clear  resource  limits. 
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The  AMA's  proposal  for  Medicare  transformation  attempts  to 
achieve  the  new  balance  that  is  required  of  us  while  keeping  front 
and  center  the  very  patients  that  Medicare  is  intended  to  assist, 
and  I  would  welcome  your  questions  and  feedback. 

[The  prepared  statement  of  Lonnie  R.  Bristow  follows:] 

Prepared  Statement  of  Lonnie  R.  Bristow,  M.D.  on  Behalf  of  the  American 

Medical  Association 

Mr.  Chairman,  my  name  is  Lonnie  R.  Bristow,  MD.  I  am  an  internist  from  San 
Pablo,  California,  and  President  of  the  American  Medical  Association  (AMA).  On  be- 
half of  the  300,000  physician  and  medical  student  members  of  the  AMA,  I  thank 
you  for  the  opportunity  to  present  testimony  to  the  Subcommittee  today  regarding 
the  AMA's  proposal  to  transform  Medicare.  We  are  pleased  to  share  our  the 
thoughts  with  you  as  the  Congress  considers  how  to  best  protect  the  promise  of 
Medicare  in  an  era  of  sharply  limited  resources. 

A  wide  range  of  experts  nave  independently  concluded  that,  despite  Medicare's 
clear  success  in  improving  the  health  status  of  our  elderly  and  disabled  citizens  the 
program  cannot  be  sustained  without  a  fundamental  restructuring.  The  AMA  has 
testified  before  this  subcommittee  earlier  this  year  regarding  those  factors  precipi- 
tating Medicare's  current  crisis.  The  time  has  passed  for  tinkering  and  minor  modi- 
fications. In  light  of  what  is  known  about  the  program's  structural  flaws  and  its 
looming  bankruptcy  if  basic  reforms  are  not  made,  the  AMA  has  synthesized  almost 
ten  years  of  policy  consideration  and  research  by  our  association  into  the  proposal 
we  will  describe  to  you  today  and  which  has  been  distributed  to  every  Member  of 
the  Congress.  It  is  based  on  principles  that  the  AMA  has  repeatedly  advocated  for 
reforming  Medicare  to  correct  current  structural  problems  and  to  reduce  the  depend- 
ency of  future  generations  on  subsidized  government  medical  care. 

The  reforms  we  propose  are  a  fundamental  shift  away  from  government  control 
toward  personal  responsibility,  individual  choice  and  an  invigorated  Medicare  mar- 
ketplace. The  AMA's  proposal  is  based  on  the  idea  of  a  competitive  market-driven 
system  as  the  best  option  for  the  future  of  the  Medicare  program  because  it  offers 
more  choice  to  senior  citizens  and  the  disabled.  We  must  give  the  patient  both  the 
opportunity  and  the  responsibility  to  make  wise  prospective  choices  of  physician  and 
financing  mechanism,  with  the  reasonable  opportunity  to  change  either  if  they  prove 
unsatisfactory.  An  effective  health  care  marketplace  is  only  achievable  if  we  rid  our- 
selves of  the  current  program's  distortions  that  have  had  the  perverse  effect  of  ag- 
gravating, rather  than  easing,  the  government's  burden  in  keeping  Medicare's  prom- 
ise. As  long  as  Medicare  insulates  patients  from  the  true  cost  of  the  services  they 
are  consuming,  a  competitive  Medicare  marketplace  will  never  flourish  and  costs 
will  continue  to  escalate. 

AMA'S  PROPOSAL  FOR  MEDICARE  TRANSFORMATION 

Distilled  to  two  central  ideas,  AMA's  proposal  is  premised  on  the  belief  that: 

•  Individual  responsibility,  changed  incentives  and  reduced  administrative  costs 

will  produce  savings  for  most  patients  and  lead  to  the  fiscal  integrity  of  the 
Medicare  program;  and  / 

•  Medicare  beneficiaries — our  patients — should  have  enhanced  choice  and  the  own- 

ership and  responsibility  for  their  Medicare  entitlement,  while  receiving  the 
highest  quality  medical  care. 

Savings 

How  can  a  system  premised  on  choice  and  individual  responsibility  offer  savings 
to  the  Medicare  program?  When  individuals  have  a  financial  stake  in  their  medical 
care,  they  are  more  likely  to  be  prudent  consumers  and  seek  the  highest  value  for 
their  money.  Patients  and  physicians  alike  become  sensitized  to  price  and,  more  im- 
portant, value.  When  marketplace  distortions  are  eliminated  through  the  removal 
of  government  price  controls,  physicians  and  other  providers  will  compete  in  the 
marketplace.  The  private  sector  has  demonstrated  that  competition  can  yield  sav- 
ings. 

These  savings  are  the  result  of  a  more  prudent  use  of  resources  by  patient,  cou- 
pled with  increased  efficiency  by  physicians.  Enhanced  beneficiary  cost-conscious- 
ness does  not  have  to  mean  substantial  increased  costs  for  beneficiaries.  It  is  pri- 
marily the  manner  in  which  beneficiaries  pay  today — not  the  amount — that  defeats 
any  incentive  to  use  the  program  efficiently.  Our  proposal  will  actually  bring  an  es- 
timated 40%  of  beneficiaries  some  level  of  savings.  It  will  leave  about  half  of  bene- 
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ficiaries  no  better  or  worse  off  than  if  they  had  remained  under  the  current  system, 
and  it  will  call  on  an  estimated  10%  to  pay  marginally  more.  This  benefit  accrues 
while  simultaneously  saving  the  program  billions  of  dollars.  (See  attached  chart 
demonstrating  overall  projected  net  savings  achieved  throng  these  changes,  as  well 
as  the  effect  on  simulated  low  and  heavy  users  of  health  care  services.) 

Nor  do  these  savings  have  to  come  from  a  continuation  of  past  failed  policies  re- 
peatedly reducing  physician  payments.  Physicians  have,  year  after  year,  contributed 
their  fair  share  to  the  budget  deficit  effort.  Physicians,  who  account  for  23%  of  Medi- 
care outlays,  have  absorbed  32%  of  Medicare  provider  cuts  over  the  last  decade.  Pro- 
jected further  declines,  based  on  the  current  flawed  payment  formula,  will  actually 
bring  physician  payments  lower,  at  the  end  of  the  century,  than  they  were  at  the 
beginning  of  the  1990s  when  RBRVS  was  first  implemented  (see  attached  chart). 
Our  proposal  achieves  savings  while  minimizing  further  reduction  that  will  push 
many  physicians  over  their  own  budgetary  red  line,  reducing  or  eliminating  entirely 
their  ability  to  continue  caring  for  Medicare  patients.  Competition,  requires  that 
prices  be  decontrolled  and  beneficiaries  rewarded  for  seeking  better  value  in  the 
marketplace.  Our  proposal  for  physician  price  competition  builds  on  the  current 
RBRVS-based  system.  We  call  on  the  Secretary  of  HHS  to  design  a  similar  system 
for  DRG-based  hospital  payments  in  the  HI  program,  as  well. 

Some  have  mistakenly  portrayed  the  AMA's  plan  as  allowing  for  "balance  billing." 
This  is  an  inaccurate  and  misleading  characterization,  as  the  concept  of  "balance 
billing"  is  a  remnant  of  the  government  "command  and  control"  system  which  we 
are  attempting  to  transform.  This  old  system  perversely  serves  to  penalize  physi- 
cians for  setting  their  prices  too  low.  The  AMA's  proposal  would  allow  the  govern- 
ment to  set  its  price,  physicians  to  set  their  conversion  factor,  and  patients  to  com- 
pare value  among  competing  caregivers.  Given  that  approximately  93%  of  physi- 
cians who  currently  treat  Medicare  patients  accept  assignment,  the  hypothesis  pro- 
jected by  our  critics  of  steeply  escalating  prices  appears  unfounded. 

As  another  element  of  savings,  AMA^  proposal  greatly  reduces  waste  and  unnec- 
essary administrative  costs.  An  undistorted  market  will  wither  nonessential  costs, 
while  maintaining  those  elements  that  truly  contribute  to  greater  value  in 
caregiving.  In  addition,  the  AMA  advocates  institutionalizing  modernized  Medicare 
administrative  practices  to  include  computerization  of  patient  records  and  claims 
systems  (embracing  confidentiality  and  security  measures  for  individuals'  health  in- 
formation), a  public-private  partnership  to  explore  telemedicine's  promise  and 
changing  payment  policies  to  encourage  preventive  care  and  care  provided  in 
subacute  or  home  settings. 

Beneficiary  Choices 

The  heart  of  AMA's  proposal  would  provide  the  elderly  and  disabled  with  several 
different  options  for  Medicare.  Each  Medicare  beneficiary  would  have  an  expanded 
set  of  choices  that  range  from  remaining  in  the  restructured  traditional  Medicare 
program,  to  selecting  from  various  competing  health  plans  (including  managed  care 
options),  to  investing  in  a  Medical  Savings  Account  (MSA)  coupled  with  a  cata- 
strophic plan.  In  general,  Medicare  patients  would  have  enhanced  opportunities  to 
make  prudent  use  of  medical  care  resources  and  to  be  personally  rewarded  for  those 
decisions. 

How  might  people  actually  take  advantage  of  greater  personal  responsibility 
under  a  transformed  Medicare?  One  patient,  for  example,  upon  enrolling  in  the 
Medicare  program,  may  decide  to  stay  in  "traditional"  Medicare.  Her  spouse,  how- 
ever, may  want  to  take  advantage  of  one  of  the  many  managed  care  plans  offered 
under  a  new  "Medichoice" — a  plan  very  similar  to  the  Federal  Employee  Health 
Benefit  Plan  (FEHBP)  he  had  enjoyed  when  he  was  a  postal  worker.  Their  neighbor 
may  decide  to  take  advantage  of  the  MSA  option  with  a  high  deductible  catastrophic 
policy  offered  under  Medichoice.  Each  beneficiary  could  personally  tailor  the  pro- 
gram to  fit  his  or  her  individual  circumstances  and,  in  the  vast  majority  of  cases, 
each  Medicare  beneficiary  will  save  money  or  spend  the  same  amount  as  under  the 
current  system. 

I.  A  beneficiary  electing  to  remain  in  the  modified  "traditional"  Medicare:  would 
only  have  one  form  of  cost  sharing  to  replace  current  multiple  deductibles  and  coin- 
surance— once  they  met  a  preset  yearly  deductible,  all  costs  for  covered  services 
would  be  paid  by  Medicare,  and  beneficiaries  would  get  a  refund  if  they  did  not  use 
their  deductible  amount;  would  have  no  need  to  purchase  medigap  insurance  for 
deductibles  and  coinsurance  of  covered  services  and  no  need  to  fill  out  yet  more 
forms;  and  would  be  able  to  compare  value  in  choosing  a  physician  using,  in  part, 
a  published  "conversion  factor,"  and  either  pay  the  difference  when  the  physician 
charges  exceed  the  government  payment  or  keep  the  savings  when  the  government 
payment  exceeds  the  physician  charges. 
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This  modified  form  of  beneficiary  cost-sharing  will  serve  to  reduce,  on  average,  the 
individual's  out-of-pocket  costs,  reward  individuals  for  being  prudent  consumers  of 
routine  medical  services,  and  reduce  both  patient  and  provider  paperwork  and  other 
administrative  complications  of  dealing  with  Medigap  supplemental  insurers. 

II.  Patients  choosing  "Medichoice"  would  have  access  to  a  wide  range  of  plans 
similar  to  those  offered  by  the  Federal  Employees  Health  Benefit  Plan  (FEHBP). 
Each  person  would  receive:  advance  notice  of  the  government's  contribution  (to  be 
actuarially  determined)  toward  the  cost  of  Medichoice  plans;  information  and  rates 
on  plans  in  the  individual's  area  to  assist  "value  comparison";  and  a  Medichoice 
election  and  enrollment  form  (available  on  attaining  Medicare  eligibility  and  on  an 
annualized  basis). 

Patients  would  either  pay  the  difference  when  the  plan  costs  exceed  the  govern- 
ment contribution  or  keep  the  savings  when  the  government  contribution  exceeds 
the  plan  costs. 

III.  Each  Medicare-eligible  individual  would  also  have  the  option,  in  lieu  of  com- 
prehensive plans  (such  as  traditional  Medicare  or  Medichoice),  to  establish  a  "Medi- 
cal Savings  Account"  coupled  with  a  catastrophic  policy.  Our  MSA/catastrophic  plan 
would:  be  funded  by  the  government's  annual  contribution  amount;  consist  of  a  fund 
from  which  the  beneficiary  would  pay  deductible  medical  expenses  and  a  high  de- 
ductible catastrophic  medical  expense  insurance;  allow  unspent  balances  to  accumu- 
late in  the  fund;  and  provide  for  distribution  from  the  MSA  fund  (exempt  from  fed- 
eral and  state  income  tax)  for  medical  expenses,  including  health  insurance  pre- 
miums and  long-term  care  expenses. 

The  MSA  option  would  undoubtedly  prove  attractive  to  many  beneficiaries  be- 
cause they  could  provide  funds  for  purchase  of  items  and  services  formerly  not  cov- 
ered by  Medicare,  such  as  prescription  drugs  or  extended  long-term  care. 

In  the  AMA  proposal,  we  specifically  take  into  account  those  in  our  society  who 
are  most  dependent  financially  on  the  Medicare  program.  Those  whose  incomes  are 
at  or  below  the  poverty  level  would  be  exempt  from  any  Medicare  cost-sharing. 
Those  with  incomes  between  the  poverty  level  and  150%  of  that  level  would  face 
some  cost  sharing,  adjusted  on  a  sliding  scale  based  on  income. 

Medicare  must  be  transformed  into  a  defined  contribution  program  to  tighten  the 
program's  original  open-ended  entitlement  that  has  contributed  so  significantly  to 
Medicare's  fiscal  instability.  To  serve  beneficiaries  optimally  under  such  budgetary 
constraints,  however,  the  program  must  provide  a  wide  variety  of  choices  to  allow 
for  the  full  spectrum  of  needs  and  financial  means  within  the  beneficiary  popu- 
lation. 

The  newly  empowered  Medicare  beneficiary  should  not  be  restricted  in  choice  of 
plans  or  providers.  We  must  correct  the  current  competitive  disadvantage  of  physi- 
cian-sponsored health  plans.  Physicians  are  positioned  to  ultimately  balance  the  cost 
and  quality  equation  better  than  any  others  in  the  marketplace,  with  the  potential 
to  save  substantial  amounts  which  today  go  to  the  administration  and  institutional 
investors  of  giant  corporate  plans.  A  simple  program  to  help  stimulate  physician 
plans  much  as  was  done  for  HMOs  in  the  1970s  is  a  necessary  direction  to  pursue. 

Quality  and  Health  Plan  Standards 

As  Medicare  becomes  a  part  of  a  meaningful  way  for  patients  to  make  choices  in 
the  private  marketplace,  costly  and  complicated  government  regulations  can  be  re- 
duced and  the  private  sector  can  exercise  its  self-regulatory  expertise.  We  are  pro- 
posing an  unprecedented  "Partnership  for  Health  Care  Value"  organization  that  fo- 
cuses private  sector  efforts  to  promote  standards  of  quality  and  rules  of  fair  competi- 
tion that  protect  the  patient-physician  relationship.  The  Partnership  will  also  co- 
ordinate and  expand  current  fragmented  efforts  to  fund,  report  and  eliminate  fraud 
and  abuse.  A  dramatic,  yet  simple,  way  to  materially  decrease  fraud  is  to  share  re- 
sponsibility for  its  detection  with  organized  medicine.  According  to  the  FBI,  physi- 
cians are  the  least  likely  group  to  engage  in  fraud,  yet  the  most  useful  in  assisting 
in  its  prosecution. 

The  Partnership  would  also  serve  to  educate  physicians,  providers  and  patients 
about  reducing  care  of  marginal  value  and  increasing  preventive  care.  It  would  build 
on  current  efforts  in  this  arena,  such  as  the  soon-to-be-released  booklet  on  health 
care  advanced  directives,  jointly  produced  by  the  AMA,  the  American  Bar  Associa- 
tion and  the  American  Association  of  Retired  Persons.  The  Partnership  would  ex- 
pand continuous  quality  improvement  in  medical  care  and  quickly  communicate 
clinical  advances  to  every  physician. 

In  addition,  to  protect  our  patients,  the  AMA  urges  that  following  principles  which 
have  enjoyed  bipartisan  support  in  the  past  Congress.  In  general,  plans  should:  dis- 
close to  patients  plan  information,  rights  and  responsibilities;  provide  for  appro- 
priate professional  involvement  in  plan  medical  policy  matters;  disclose  utilization 
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review  plan  policies  and  procedures;  provide  reasonable  opportunity  for  patient 
choice  of  plans  and  physicians;  and  provide  reasonable  access  to  physicians  and  spe- 
cialists. 

Graduate  Medical  Education 

Additional  Medicare  savings  can  be  achieved  by  making  the  funding  of  our  grad- 
uate medical  education  (GME)  system  more  rational.  The  marketplace  in  medical 
education  needs  a  new  set  of  rules.  The  necessary  restructuring  of  GME  financing 
must  be  sensitive,  however,  to  the  multiple  obligations  of  teaching  hospitals,  which 
provide  a  high  level  of  specialized  care,  as  well  as  care  to  the  uninsured  and  the 
underinsured,  and  to  medical  schools,  which  carry  out  both  educational  and  re- 
search missions. 

We  propose  that  Medicare's  contribution  to  GME  be  reduced  over  time  and  that 
the  private  sector  play  a  stronger  role  in  both  work  force  planning  and  funding  of 
GME.  All  the  entities  delivering  health  care  today  benefit  directly  or  indirectly  from 
the  GME  system,  yet  many  contribute  little  to  it.  It  will  take  time  to  develop  and 
implement  a  fair  all-payer  system  for  GME.  We  recommend  a  gradual  reduction  in 
the  number  of  publicly  funded  residency  positions  and  the  transition  to  a  GME 
funding  system  supported  by  all  payers,  public  and  private. 

The  AMA's  proposal  also  calls  for  the  establishment  of  a  cooperative  private-public 
sector  physician  workforce  planning  initiative  to  study  physician  workforce  needs 
and  make  recommendations  about  the  future  funding  of  GME.  The  planning  group's 
considerations  would  include  issues  such  as  suitable  specialty  mix,  geographic  dis- 
tribution and  appropriate  training. 

Additional  Medicare  Changes 

We  are  also  calling  for  three  additional  changes:  (1)  including  preventive  services 
in  the  Medicare  benefit  when  availability  of  such  services  can  clearly  be  shown  to 
reduce  overall  program  costs;  (2)  raising  Medicare's  eligibility  age  over  time  so  that 
it  is  consistent  with  that  of  Social  Security;  and  (3)  reducing  by  a  modest  amount 
the  Medicare  subsidy  of  high  income  beneficiaries. 

CONCLUSION 

Americans  can  no  longer  postpone  tackling  fundamental  reform  of  the  Medicare 
program.  Failure  to  do  so  is  certain  to  prove  even  more  costly  for  the  millions  of 
Americans  who  expect  to  be  able  to  rely  on  this  program  in  the  future,  as  well  as 
those  working  Americans  who  are  called  upon  to  help  finance  it.  Continuation  of 
past  stop-gap  measures,  such  as  chopping  away  at  rates  paid  to  providers  in  hopes 
of  getting  more  services  for  less  money,  will  ultimately  divorce  the  Medicare  system 
and  its  beneficiaries  from  the  mainstream  of  American  medical  care.  Simplistic 
budget-cutting  has  not  resulted  in  cost-control  over  recent  years;  on  the  contrary, 
price  controls  have  had  the  perverse  effect  of  exacerbating  Medicare's  fiscal  crisis 
and  severely  threatening  the  promised  access  of  beneficiaries  to  medical  care. 

Americans  who  depend  on  the  Medicare  program  for  their  medical  and  health 
care,  as  well  as  those  who  will  rely  on  it  in  the  future,  should  not  have  to  worry 
about  whether  benefits  promised  them  will  be  forthcoming.  As  the  nation  attempts 
to  strike  a  balance  between  enormous  technological  possibilities  and  clear  resource 
limits,  it  is  imperative  that  patients  make  the  choices  with  physicians  as  their  trust- 
ed advisers.  Our  proposal  for  Medicare  transformation  attempts  to  achieve  the  new 
balance  that  is  required.  We  look  forward  to  working  with  the  Congress  on  this  vital 
effort. 
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LOW  USER 

DESCRIPTION   Healthy  enroilee  with  only  2  visits  for  S300  totai 


Current  Law 


Out-of-Pocket  Spending 

AMA  Proposal 


Hospital  Deductible:  $  0 
PartB 

Effective  Deductible:  $  0 

Effective  Coinsurance  $  0 

Premium:  $  553 

Medigap  Premium:  $1,011 

Out-of  Pocket  Spending:  $1,564 


Deductible:  $  300 

Coinsurance:  $  0 

Total  Medicare  Premium:  $  1 ,064 

Out-of-Pocket  Spending:  $1,364 


HEAVY  USER 

DESCRIPTION:  Ailing  enrollee,  several  MD  visits,  3 -day  hospital 
stay,  7-day  hospital  stay;  expenses  total  $10,000. 

Out-of-Pocket  Spending 

Current  Law  AMA  Proposal 

Hospital  Deductible:        $     0   Deductible:  $  500 

PartB  / 


Effective  Deductible:  $  0 

Effective  Coinsurance  $  0 

Premium:  $  553 

Medigap  Premium:  $1,011 

Out-of  Pocket  Spending:  $1,564 


Coinsurance:  $  0 

Total  Medicare  Premium:  $1,064 
Out-of-Pocket  Spending:  $1,564 


Summary  of  Beneficiary  Net  Savings 

Case  Current  Law   AMA  Proposal  Net  Savings 

1.  Non-User                          $1,564  $1,064  $500 

2.  Low  User                          $1,564  $1,364  $200 

3.  Medium  User  (no  Hospital)       $1,564  $1,564  $  0 

4.  Medium  User  (with  Hospital)     $1,564  $1,564  $  0 

5.  Heavy  User                        $1,564  $1,564  $  0 

6.  Catastrophic  User                 $1,564  $1,564  $  0 

7.  Average  User  with  No  Medigap  $1,363  $1,564  ($201) 

8  Low-Income  Average  User       $1,363  $1,059  $305 

9  High-Income  Average  User  $1,564  $2,458  ($893) 
10.  BigLoser                         $  553  $1,064  ($511) 
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Mr.  Bilirakis.  Thank  you,  Doctor. 
Dr.  Butler? 

STATEMENT  OF  STUART  M.  BUTLER 

Mr.  Butler.  Thank  you,  Mr.  Chairman,  for  the  opportunity  to 
testify. 

I  am  sure  you  have  had  the  experience  of  looking  everywhere  for 
something,  Mr.  Chairman,  only  to  discover  all  the  time  you  were 
searching  frantically  for  something  that  was  right  in  front  of  you. 

As  Congress  considers  how  to  redesign  the  Medicare  system,  this 
committee  should  recognize  that  there  is  a  program  right  in  front 
of  you  that  can  serve  as  a  model  for  the  basic  structure  of  reform. 
It  is  the  one  that  has  been  alluded  to  by  Dr.  Bristow,  namely  the 
Federal  Employee  Health  Benefits  Program,  the  program  that 
serves  9  million  Federal  retirees  and  active  workers  and  their  de- 
pendents. 

Both  the  FEHBP  and  Medicare  are  run  by  the  Federal  Govern- 
ment, both  provide  comprehensive  health  coverage  to  millions  of 
people,  but  whereas  Congress  is  struggling  to  save  the  Medicare 
program  from  bankruptcy  and  holding  hearings  on  the  problems  of 
the  program,  the  FEHBP  is  in  good  shape  and  works  well. 

Significantly,  most  Americans  have  not  even  heard  of  the 
FEHBP,  and  it  is  rarely  mentioned  in  the  press.  In  my  view,  that 
is  a  sure  sign  that  it  is  actually  working. 

The  secret  of  the  FEHBP's  three  decades  of  success  is  its  basic 
design.  Indeed,  according  to  a  1989  analysis  of  the  program  by  the 
Congressional  Research  Service,  "That  the  FEHBP  has  continued 
to  work  over  the  years  despite  major  changes  in  the  environment 
in  which  it  has  operated  reflects  the  soundness  of  its  basic  design." 
That  design  is  quite  simple  and  quite  different  from  Medicare.  Fed- 
eral workers  and  retirees  receive  a  degree  of  financial  assistance 
from  the  government,  essentially  a  defined  contribution,  and  they 
apply  this  toward  the  cost  of  an  approved  private  insurance  plan 
of  their  choice. 

A  refined  version  of  this  program,  in  my  view,  could  provide  the 
framework  for  a  new  Medicare  system  which  widens  choice  and 
keep  costs  under  control  through  consumer  choice. 

Under  the  FEHBP,  workers  and  retirees  typically  have  a  choice 
each  year  of  between  one  and  two  dozen  plans.  Many  plans  are  or- 
ganized, incidentally,  through  unions  and  other  voluntary  associa- 
tions. These  plans  differ  not  only  in  the  way  that  services  are  deliv- 
ered but  also  in  the  services  included  in  the  plan. 

Thus,  a  Federal  worker  or  retiree  might  choose  a  plan  with  a 
drug  benefit  or  comprehensive  dental  coverage  not  available  in 
some  other  plan,  but  with  a  defined  Federal  contribution,  the  more 
generous  and  costly  the  chosen  plan,  the  more  the  beneficiary  must 
pay  out  of  pocket,  and  that  encourages  beneficiaries  to  look  for  the 
best  value  for  money. 

This  incentive  to  choose  value  for  money  in  a  market  of  compet- 
ing health  plans  has  helped  keep  the  rate  of  Federal  spending  on 
the  FEHBP  at  about  half  the  rate  of  Medicare  and  enabled  the  av- 
erage premium  this  year  to  fall.  To  help  beneficiaries  choose  the 
best  value  and  most  appropriate  plan,  consumer  organizations  and 


365 


Federal  associations  provide  FEHBP  beneficiaries  with  information 
on  costs,  benefits,  and  even  consumer  satisfaction  surveys. 

The  National  Association  of  Retired  Federal  Employees  even  rec- 
ommends particular  plans  for  those  suffering  from  particular 
chronic  ailments. 

A  new  Medicare  system  similar  to  the  FEHBP  would  provide  the 
elderly  and  disabled  with  a  voucher  which  they  could  put  toward 
the  Medicare-approved  plan  of  their  choice.  The  voucher  would  be 
based  on  a  budgeted,  defined  contribution  from  the  government,  in 
keeping  with  expenditure  levels  set  by  Congress. 

For  any  individual,  this  average  amount  would  then  be  adjusted 
up  or  down  according  to  three  factors. 

First,  primary  risk  factors,  namely  age,  sex;  reason  for  eligibility, 
namely  age  or  disability;  institutional  status  and  ESRD  status. 

Second,  a  means- tested  adjustment  would  be  applied  to  one-third 
of  the  voucher  amount  to  be  equivalent  to  means  testing  today's 
Part  B  premium. 

Third,  an  adjustment  would  be  made  to  reflect  the  annual  costs 
of  typical  approved  plans  in  the  area  in  which  the  beneficiary  lives. 

To  be  eligible  to  market  to  Medicare  beneficiaries,  plans  would 
have  to  meet  certain  threshold  requirements.  There  would  be  no  re- 
striction, however,  on  the  number  of  plans,  what  we  might  call  an 
any-willing-plan  arrangement. 

In  addition  to  basic  solvency  and  similar  requirements,  to  be  ap- 
proved a  plan  would  have  to  include  a  core  of  services  that  is  lean- 
er than  the  Medicare  system  today  but  with  catastrophic  protec- 
tion. It  would  have  to  set  premiums  according  to  the  same  risk  fac- 
tors used  to  determine  the  voucher,  and  it  would  have  to  file  stand- 
ardized information  on  rates  and  costs  with  the  government,  and 
it  would  have  to  accept  any  Medicare  beneficiary  during  an  annual 
open  season. 

As  with  the  FEHBP,  the  government  would  act  as  a  clearing 
house  for  the  standardized  information  provided  by  plans,  and  it 
would  negotiate  service  areas  with  each  plan. 

During  an  annual  open  season,  the  government  would  distribute 
plan  information  and  an  enrollment  form.  Once  a  plan  had  been 
chosen,  the  government  would  send  the  appropriate  voucher  to  the 
plan,  and  the  beneficiary  would  be  responsible  for  the  remaining 
premium  amount  or,  as  in  the  AMA  plan,  could  keep  the  amount 
if  the  premium  was  below  the  voucher. 

In  addition,  the  government  would  establish  a  Federal  corpora- 
tion to  operate  a  Medicare  standard  plan,  roughly  similar  to  today's 
Medicare  program.  This  standard  plan  would  be  available  every- 
where and  would  have  a  premium.  It  would  have  to  compete  on 
equal  terms  with  private  plans. 

Mr.  Chairman,  if  Medicare  is  to  be  restored  to  solvency  without 
slashing  benefits  or  raising  payroll  taxes  drastically,  it  must  be  run 
differently  to  improve  efficiency  and  reduce  costs. 

Today,  Medicare  is  run  by  an  army  of  price  controllers  and  plan- 
ners. The  result  is  a  program  that  is  hemorrhaging  money  and  is 
20  years  out  of  date  in  the  way  it  provides  care. 

It  is  time  for  the  program  to  incorporate  the  lessons  of  the  pri- 
vate sector  and  those  of  the  government's  own  FEHBP.  Those  les- 
sons suggest  that  the  key  is  to  increase  consumer  choice  and  con- 
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trol  and  spur  innovation  both  in  services  and  in  the  management 
of  the  system  by  creating  a  market  of  competing  private  plans. 
That  works  well  for  Federal  retirees,  and  I  believe,  Mr.  Chairman, 
it  would  work  just  as  well  for  seniors  who  have  not  worked  for 
Uncle  Sam. 

[The  prepared  statement  of  Stuart  M.  Butler  follows:] 

Prepared  Statement  of  Stuart  M.  Butler  Ph.D.,  Vice  President  and  Director, 
Domestic  and  Economic  Policy  Studies,  The  Heritage  Foundation 

Mr.  Chairman,  my  name  is  Stuart  Butler.  I  am  a  Vice  President  at  The  Heritage 
Foundation.  I  appreciate  the  opportunity  to  address  the  subcommittee  on  the  issue 
of  Medicare.  I  emphasize  that  tne  views  I  express  are  my  own,  and  should  not  be 
construed  as  representing  any  official  position  of  The  Heritage  Foundation. 

The  problems  of  the  current  Medicare  system  derive  from  its  two  central  charac- 
teristics— it  is  a  defined  benefit  program  and  for  its  organization  and  cost  constraint 
it  relies  on  central  planning  ana  elaborate  price  controls.  This  structure  encourages 
cost  escalation  and  inefficiency  because  it  lacks  strong  incentives  for  beneficiaries 
to  seek  value  for  money  and  because  centralization  slows  the  introduction  of  innova- 
tive management  and  delivery  techniques  to  reduce  costs  while  increasing  efficiency. 

To  control  costs  while  improving  value  and  choices  for  beneficiaries,  Medicare 
should  be  converted  into  a  program  in  which  the  government  provides  beneficiaries 
with  a  defined  contribution  which  may  be  used  to  purchase  a  Medicare-approved 
health  plan.  Such  a  system  would  be,  in  effect,  a  modified  version  of  the  Federal 
Employee  Health  Benefits  Program  (FEHBP),  which  currently  makes  400  competing 
private  plans  available  to  nine  million  active  and  retired  federal  employees  and 
their  family  members. 

It  should  be  noted  the  FEHBP  population  is  not  an  ideal  insurance  pool,  and  on 
the  face  of  it  the  program  should  not  be  successful.  Enrollees  tend  to  be  older  than 
the  general  population  and  the  proportion  of  retirees  covered  is  40  percent  and 

growing.  Enrollment  is  optional  and  eligibility  requirements  liberal.  Moreover,  bene- 
ciaries  can  switch  plans  annually  without  regard  to  their  health  condition  and 
without  any  waiting  period  or  exclusions,  and  the  plans  must  community  rate  their 
premiums.  Yet  despite  its  seeming  vulnerability  to  adverse  selection,  the  FEHBP 
works  remarkably  well.  As  the  Congressional  Research  Service  in  a  comprehensive 
review  of  the  program  in  1989,  "That  the  FEHBP  has  continued  to  'work'  over  the 
years,  despite  major  changes  in  the  environment  in  which  it  has  operated,  reflects 
the  soundness  of  its  basic  design." 

The  FEHBP  functions  in  ways  that  could  and  should  be  incorporated  in  a  re- 
formed Medicare  system.  Federal  workers  and  retirees  in  any  particular  area  typi- 
cally have  access  to  between  one  dozen  and  two  dozen  plans.  Nobody  has  a  choice 
of  fewer  than  seven  plans.  These  range  from  traditional  fee-for-service  plans  to 
HMOs,  PPOs,  IPAs  and  various  point-o£ service  plans.  All  the  plans  cover  basic  hos- 
pital and  physician  services  but  beneficiaries  can  pick  plans  with  different  addi- 
tional benefits,  such  as  dental,  prescription  drug,  or  mental  health  benefits.  What- 
ever the  cost  of  their  chosen  plan,  the  government  pays  a  fixed  amount  (with  the 
proviso  that  it  will  pay  no  more  than  75  percent  of  the  premium  of  any  plan). 

Retirees,  like  active  employees,  are  given  a  great  deal  of  assistance  in  choosing 
plans  in  the  FEHBP.  Local  Members  of  Congress  commonly  sponsor  "health  fairs ' 
to  review  plans  in  their  districts.  Checkbook's  Guide  to  Health  Insurance  Plans  for 
Federal  Employees,  published  by  a  consumers  organization,  outlines  plan  features 
and  costs,  gives  general  advice  on  picking  a  plan,  and  provides  "consumer  satisfac- 
tion surveys."  These  surveys  rate  plans  in  such  areas  as  the  ease  of  getting  appoint- 
ments, access  to  specialists,  waiting  times  in  doctors'  offices  and  the  quality  of  care. 
The  National  Association  of  Retired  Federal  Employees  also  provides  information 
and  recommends  plans  for  retirees  with  particular  ailments. 

The  law  governing  the  FEHBP  is  just  26  pages  long.  The  program  is  run  by  OPM, 
which  has  authority  to  contract  with  plans  for  inclusion  in  the  system.  OPM's  small 
staff  "negotiates"  prices  and  benefits — best  characterized  as  "jawboning" — but  does 
not  impose  price  controls,  fee  schedules  or  benefit  requirements.  OPM  also  provides 
beneficiaries  each  year,  before  an  "open  season,"  witn  standardized  information  on 
costs,  services  etc.  for  each  plan,  and  a  form  for  indicating  their  choice. 

A  new  Medicare  system  structured  much  like  the  successful  FEHBP,  but  with 
modifications  to  refine  the  government  contribution,  to  make  the  new  program  even 
less  susceptible  to  destabilizing  adverse  selection  than  the  FEHBP,  and  to  provide 
beneficiaries  with  better  information  on  which  to  make  choices.  This  new  program 
would  have  four  core  elements. 
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1)  Entitlement  to  a  defined  contribution.  Elderly  and  disabled  Americans 
would  have  an  entitlement  not  to  a  defined  set  of  benefits,  but  to  a  voucher  worth 
an  amount  based  on  a  number  of  factors.  The  total  expenditure  on  the  voucher  sys- 
tem would  be  limited  to  a  program  budget,  with  the  voucher  amount  adjusted  each 
year  according  to  the  budget. 

2)  Voucher  amount.  The  base  for  the  voucher  would  be  budgeted  Medicare  ex- 
penditure (the  combined  net  expenditures  on  part  A  and  B)  divided  by  the  eligible 
population.  This  base  would  then  be  adjusted  up  or  down  according  to  three  cat- 
egories. 

a)  Primary  risk  factors,  namely  age,  sex,  reason  for  eligibility  (age  or  disability), 
institutional  status  and  ESRD  status. 

b)  The  second  would  be  an  income  adjustment  applied  to  one-third  of  the  voucher, 
to  be  the  equivalent  of  means-testing  today's  Part  B  premium. 

c)  The  third  would  be  a  local  market  variance,  to  reflect  the  weighted  average  en- 
rollee  cost  of  a  "basket"  of  typical  plans  in  any  area.  This  would  permit  adjustments 
to  be  made  on  the  basis  of  the  plans  available  in  the  area.  This  basket  would  consist 
of  "typical"  plans,  such  as  the  Medicare  Standard  Plan  (see  below),  a  catastrophic/ 
MSA  plan,  a  Blue-Cross  standard  plan,  and  a  comprehensive  HMO  plan.  This  is  a 
refinement  of  the  "big  six"  formula  used  by  OPM  to  set  the  government  contribution 
to  the  FEHBP.  Since  the  plans  would  have  to  submit  detailed  information  on  their 
prices  and  benefits  before  an  annual  open  season,  this  adjustment  would  reflect  the 
actual  future  market  that  the  beneficiary  would  encounter  in  the  following  the  year. 

3)  Standards  of  participation.  To  be  permitted  to  sell  to  Medicare  participants, 
plans  would  have  to  meet  certain  threshold  requirements.  Beyond  these  they  could 
offer  varieties  of  benefits  and  delivery  systems.  There  would  not  be  a  restriction  on 
the  number  of  plans — what  one  might  call  an  "any  willing  plan"  arrangement.  The 
requirements  would  for  a  plan  to  be  Medicare-approved  would  be  that  it: 

a)  Has  a  license  to  issue  health  insurance  in  the  state,  or  obtains  approval  from 
HHS. 

b)  Will  provide  services  in  a  service  area  acceptable  to  HHS. 

c)  Meets  solvency  requirements. 

d)  Includes  a  core  of  basic  coverage  determined  by  legislation.  The  basic  package 
would  have  to  cover  "medically  necessary"  acute  medical  services,  including  physi- 
cian services,  inpatient,  outpatient  and  emergency  hospital  services,  and  inpatient 
prescription  drugs,  with  a  catastrophic  stop-loss  amount  for  these  services.  A  plan 
thus  could  offer  a  much  leaner  package  than  today's  Medicare  (although  it  would 
have  to  provide  catastrophic  protection,  unlike  Medicare),  but  it  could  oner  a  range 
of  services  beyond  the  base  coverage.  For  example,  some  plans  might  offer  dental 
benefits,  or  drug  coverage,  or  an  MSA.  States  would  be  preempted  from  mandating 
additional  benefits  for  plans  serving  the  Medicare  population.  The  Medicare  Stand- 
ard Plan  (see  below)  initially  would  provide  the  services  available  today  under  Medi- 
care parts  A  and  B.  This  Standard  Plan  would  not  be  required  to  add  catastrophic 
protection  unless  its  board  chose  to  do  so  or  Congress  required  such  a  change  in 
benefits. 

e)  Files  with  HHS  a  standardized  statement  of  benefits  (including  exclusions  and 
copayments  etc.),  a  table  of  rates  for  the  same  actuarial  categories  used  to  deter- 
mine Medicare  benefits  (age,  institutional  status  etc.)  and  consumer  information  as 
determined  by  an  advisory  board.  This  consumer  information  might  include  such 
items  as  the  results  of  enrollee  satisfaction  questionnaires,  turnover  rates,  average 
out-of-pocket  costs  paid  in  the  previous  year  by  enrollees  for  the  treatment  of  certain 
illnesses,  and  perhaps  ratings  by  certain  organizations.  This  price,  benefit  and 
consumer  information  also  would  have  to  be  available  to  any  Medicare  beneficiary 
upon  request. 

f)  Accepts  and  continues  coverage  for  any  Medicare  beneficiary  applying  during 
an  annual  "open  season"  or  for  any  newly-eligible  beneficiaries  unless  the  plan  re- 
ceives a  waiver  from  HHS  because  of  capacity  concerns.  This  requirement  would 
apply  to  plans  marketed  by  affinity  organizations,  such  as  churches,  unions  or  elder- 
ly groups,  not  merely  to  plans  marketed  by  insurers  orprovider  organizations. 

4)  The  government's  role.  In  the  new  system,  HHS  would  no  longer  regulate 
the  prices  charged  by  providers,  and  instead  would  take  on  functions  more  like 
those  carried  out  by  OPM  in  the  FEHBP  system.  The  government  would  have  three 
important  roles: 

a)  The  government  would  establish  a  federal  corporation,  governed  by  an  ap- 
pointed board,  to  run  a  Medicare  Standard  Plan  similar  to  the  current  Medicare 
program.  The  Standard  Plan  would  be  available  in  all  markets  and  the  board  would 
set  premium  prices  to  meet  long-term  solvency  requirements.  Subject  to  congres- 
sional approval,  the  board  could  adjust  benefits,  out-of-pocket,  costs  and  payment 
levels  in  the  Standard  Plan. 
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As  an  alternative,  the  Standard  Plan  could  simply  be  the  traditional  Medicare 
program,  without  a  set  premium  and  funded  directly  rather  than  by  vouchers.  While 
this  alternative  might  nave  political  advantages,  however,  the  lack  of  a  premium 
would  make  it  more  difficult  for  beneficiaries  to  compare  with  Standard  Plan  with 
the  competing  private  plans. 

b)  HCFA  would  calculate  the  voucher  amount  for  each  beneficiary,  setting  that 
amount  after  the  plans  had  filed  their  price  and  benefit  information  for  the  follow- 
ing year. 

c)  HHS  would  conduct  a  Medicare  open  season,  much  as  OPM  does:  for  the 
FEHBP.  Before  open  season,  each  Medicare  beneficiary  would  receive  an  informa- 
tion kit  from  HHS,  including — the  amount  of  their  voucher  and  the  standardized  in- 
formation on  prices,  benefits  and  consumer  satisfaction  for  Medicare-approved  plans 
in  their  area,  including  the  Standard  Plan.  Beneficiaries  would  also  receive  a  selec- 
tion form  on  which  to  indicate  their  choice.  Once  the  selection  had  been  made, 
HCFA  would  send  the  beneficiary's  voucher  to  the  chosen  plan.  The  beneficiary 
would  be  responsible  for  any  difference  between  the  voucher  and  the  premium  costs, 
but  could  elect  to  have  the  government  pay  that  difference  and  reduce  the  bene- 
ficiaries Social  Security  check  (similar  to  the  part  B  option  today).  If  the  voucher 
amount  exceeded  the  plan  premium,  the  difference  would  be  deposited  by  HCFA 
into  a  Medical  Savings  Account  of  the  beneficiary's  choice.  Disbursements  from  MSA 
accounts  could  be  used  only  for  medical  expenditures  eligible  for  the  Schedule  A  tax 
deduction. 

Thus  Medicare  would  operate  much  like  the  FEHBF  serves  retired  federal  work- 
ers and  retirees.  Medicare  beneficiaries  would  be  able  to  pick  a  private  plan  which 
included  the  services  they  wanted  (beyond  the  core  package),  delivered  in  the  way 
they  wanted,  and,  if  they  wished,  perhaps  through  an  organization  with  which  they 
were  affiliated  (as  many  FEHBP  enrollees  do).  Or  they  could  decide  to  put  their 
voucher  towards  the  premium  of  the  Medicare  Standard  Plan.  Because  beneficiaries 
would  receive  a  voucher  of  a  specific  amount  (paid  directly  to  the  plan  of  their 
choice),  they  would  have  a  strong  economic  incentive  to  pick  the  plan  that  best  met 
their  objectives  of  price,  quality,  and  services. 

The  organization  of  services,  the  selection  of  benefits,  and  pavments  to  providers 
would  be  in  the  hands  of  the  plan  managers  competing  for  enrollees.  Unlike  the  fed- 
eral officials  managing  Medicare  today,  these  managers  would  have  the  freedom  and 
the  financial  incentive  to  experiment  with  new  ways  to  deliver  care  at  a  competitive 
price.  And  the  voucher  approach,  in  contrast  to  the  AAPCC  payment  system,  would 
give  all  nlans  an  incentive  to  strive  for  the  best  pricing,  and  not  consider  the  vouch- 
er as  a  floor  price. 

In  stark  contrast  to  today,  HCFA  would  have  no  role  in  setting  the  provider  reim- 
bursement rates,  deductibles,  or  cost-sharing  levels  of  any  private  plan,  nor  any  role 
in  requiring  benefits.  However,  while  it  is  doubtful  that  the  price-maker  theory  ac- 
tually explains  the  FEHBP's  success,  HCFA  could  carry  out  for  Medicare  the 
"jawboning"  role  in  premium  setting  and  agreeing  on  service  areas  that  OPM  under- 
takes for  the  FEHBP.  Reaching  an  agreement  on  service  areas  would  substantially 
reduce  the  possibility  of  "redlining"  by  health  plans. 

Since  Medicare  would  become  a  defined  contribution  program,  the  government's 
share  of  Medicare  spending  could  be  held  in  check  by  a  budget.  But  would  this 
merely  shift  costs  to  beneficiaries  because  average  premiums  grew  much  faster  than 
the  voucher?  There  are  good  reasons  to  believe  that  the  incentives  in  the  new  Medi- 
care system  would,  in  fact,  force  a  moderation  of  health  care  costs  for  Medicare 
beneficiaries.  Both  the  CRS  and  Lewin-ICF  reported  in  their  studies  that  FEHBP 
cost  increases  were  lower  during  the  1980s  than  those  of  the  private  sector.  More 
recently,  FEHBP  beneficiaries  have  seen  a  drop  in  average  premiums.  The  GAO 
notes  also  that  programs  with  some  similarities  to  the  FEHBP,  such  as  CalPERS, 
have  succeeded  in  controlling  premium  increases. 

Further,  Congress  could,  as  some  experts  have  suggested,  build  a  "look-back" 
mechanism  into  a  reformed  Medicare  system.  Under  this  arrangement,  HCFA  would 
review  total  Medicare  spending  in  the  previous  year.  If  spending  exceeded  the  budg- 
eted amount,  automatic  reductions  would  be  made  in  payment  rates  to  physicians 
and  hospitals  in  the  Medicare  Standard  Plan,  together  with  increases  in  deductibles 
and  premiums  for  that  part  of  the  program.  Revisions  to  the  voucher  calculation 
also  could  be  made  if  that  was  considered  a  factor  in  the  budget  overrun. 

Adverse  Selection.  Even  though  adverse  selection  is  not  a  severe  problem  in  the 
FEHBP,  the  design  of  the  proposed  Medicare  program  would  be  even  less  suscep- 
tible to  that  problem.  The  main  reason  for  this  is  that  plans  could  vary  their  pre- 
miums according  to  age,  institutional  status  and  other  major  risk  factors,  which 
FEHBP  plans  cannot  do.  The  ability  to  vary  premiums  in  this  way  would  also  help 
protect  the  "residue"  Medicare  Standard  Plan  from  adverse  selection.  And  because 
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private  plans  could  vary  benefits  and  would  provide  catastrophic  coverage,  it  is  by 
no  means  clear  that  sicker  individuals  would  gravitate  to  the  Standard  Plan, 

Consumer  Information.  A  refined  FEHBP  structure  for  Medicare  would  also 
provide  beneficiaries  with  far  more  usable  information  for  choosing  plans  than  they 
are  given  to  pick  doctors  or  hospitals  today.  With  the  advice  of  a  Consumer  Board, 
HHS  and  private  organizations  could  circulate  before  Open  Season  such  standard- 
ized price  and  benefit  information  on  available  plans,  benchmark  treatment  costs, 
and  patient  report  cards. 

Impact  on  the  FEHBP.  The  proposed  Medicare  program  would  have  implica- 
tions for  some  existing  health  programs  and  plans.  It  would  be  wise  to  eliminate 
the  overlap  between  Medicare  and  the  FEHBP,  to  avoid  the  potential  for  adverse 
selection  effects  by  enrollees  (a  feature  of  overlapping  eligibility  today).  One  way  to 
do  this  would  be  to  give  federal  retirees  a  one-time  choice  between  Medicare  and 
the  FEHBP  when  they  become  eligible  for  Medicare.  Another  option  would  be  to  end 
FEHBP  eligibility  for  those  eligible  for  Medicare. 

Impact  on  Medigap.  The  Medigap  market  likelv  would  shrink  considerably,  and 
perhaps  disappear,  under  a  reformed  system  based  on  this  proposal.  The  main  rea- 
son for  this  is  that  the  primary  function  of  Medigap — virtual  catastrophic  protec- 
tion—would become  a  standard  feature  of  all  plans.  Another  attractive  feature  of 
Medigap  coverage  today  is  that  it  allows  Medicare  beneficiaries  to  purchase  addi- 
tional insurance  for  certain  services,  such  as  prescription  drugs  or  preventive  care, 
on  top  of  their  Medicare  coverage.  But  such  additional  features  typically  would  be- 
come optional  features  of  Medicare-approved  plans  under  the  reform.  Further, 
Medigap  plans  today  must  by  law  reimburse  Medicare  beneficiaries  from  certain 
routine  copayments  (and  many  categories  of  plan  must  also  reimburse  deductibles). 
This  reduces  cost  consciousness.  No  such  utilization-increasing  requirements  would 
accompany  to  plans  offering  additional  services  in  the  proposed  system. 

Impact  on  Medicaid.  The  proposed  Medicare  reform  likely  would  not  have  a  sig- 
nificant impact  on  Medicaid,  however,  whether  or  not  that  program  undergoes  sig- 
nificant reform  this  year.  Just  as  states  may  today  "buy  in"  to  Medicare,  states 
could  decide  to  supplement  a  Medicaid-eligible  person's  Medicare  voucher  to  enable 
that  person  to  afford  coverage  under  a  certain  Medicare  plan. 

Mr.  Bilirakis.  Thank  you,  Dr.  Butler. 
Mr.  Scully,  for  your  opening  statement,  sir. 

STATEMENT  OF  THOMAS  A.  SCULLY 

Mr.  Scully.  Mr.  Chairman,  thank  you  for  having  me  to  testify 
today.  I  am  the  President  of  the  Federation  of  American  Health 
Systems,  which  is  1,700  investor-owned  hospitals,  and  for  the  last 
6  months  I  have  been  learning  the  system  from  the  hospital's  side. 

My  prior  experience  with  Medicare  was  in  the  4  years  I  had  in 
the  last  administration  at  OMB  and  the  White  House  overseeing 
Medicare.  I  think  I  learned  from  that  experience  that  Medicare  is 
a  very  poorly  run,  inefficient  system  that  I  think  is  in  dire  need 
of  reform,  and  I  think  I  have  found  from  the  hospital's  side  that 
we  pretty  much  share  that  view. 

I  think  the  most  surprising  thing  I  have  heard  this  morning — 
and  from  reading  the  testimony,  I  know  that  my  colleague,  Dick 
Davidson,  will  agree  in  a  minute— is  that  you  have  got  four  of  the 
biggest  provider  groups  in  the  healthcare  system  here  today,  and 
the  one  thing  we  all  agree  on  is  the  need  to  move  to  an  FEHBP- 
like  system.  The  issue  is  how  fast  do  you  go  and  how  do  you  do 
it,  but  fundamentally,  we  all  agree  on  the  need  to  move  in  that  di- 
rection. 

The  AMA,  I  think,  should  be  commended  for  having  a  fairly  bold 
plan.  I  might  disagree  with  some  of  the  details,  but  I  think  it  is 
a  good  plan,  and  I  think,  basically,  what  we  are  talking  about 
doing  is  modernizing  and  privatizing  the  Medicare  system. 

So,  I  will  skip  over  the  beginning  of  my  testimony,  which  is  basi- 
cally, as  you  probably  already  know,  our  complaints  as  hospitals 
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about  some  of  the  levels  of— we  are  not  happy,  obviously,  at  the 
level  of  $270  billion  of  baseline  reductions,  but  we  are  here  today 
to  talk  about  restructuring  and  not  reimbursement. 

So,  my  goal  today  is  to  talk  about  how  we  should  fix  the  Medi- 
care system,  not  about  the  numbers. 

I  do  think,  however,  that  when  you  are  restructuring  Medicare, 
it  is  fundamental,  when  you  look  at  the  numbers  you  are  talking 
about  this  year,  that  if  you  do  not  fundamentally  restructure  the 
way  you  deliver  the  services  and  the  funds  in  Medicare  that  you 
are  not  going  to  be  saving  Medicare,  you  are  going  to  be  shaking 
it  to  its  foundation. 

I  think,  fundamentally,  at  the  levels  you  are  talking  about,  you 
have  no  choice  but  to  go  in  and  fundamentally  restructure  Medi- 
care. 

I  personally  believe-— and  the  Federation  does — that  Medicare  is 
an  antiquated,  fee-for-service,  single-payer  system  that  does  about 
as  bad  a  job  as  you  can  of  delivering  Federal  dollars  to  seniors.  No 
government  could  possibly  track  where  the  dollars  go  in  the  sys- 
tem. 

I  know  you  are  having  a  hearing  on  fraud  and  abuse  tomorrow. 
The  biggest  problem  as  far  as  fraud  and  abuse  in  the  system  is 
there  is  no  way  to  track  hundreds  of  millions  of  transactions  a  year 
-with  37  million  seniors. 

You  have  a  crazy  fee-for-service  system,  we  are  all  chasing  our 
tails,  and  the  incentives  are  all  completely  perverse. 

All  providers  in  the  system  get  paid  the  same  amount  of  money 
regardless  of  actual  price  or  quality,  and  what  you  get  is  what  you 
asked  for  when  you  designed  the  system,  which  was  in  1965,  which 
is  you  get  good  quality  but  a  lot  of  wasted  money  and  a  lot  of  wast- 
ed effort. 

So,  as  hospitals,  our  hospitals  believe  that,  if  you  need  to  save 
money — and  obviously,  you  do  and  you  will — we  would  prefer  to  be 
squeezed  by  a  system  that  responds  to  rational  local  incentives  and 
local  markets  and  not  by  a  federally  set  price  system  that  sets  up 
perverse  incentives  and  has  us  chasing  a  lot  of  very  dumb  financial 
incentives  to  receive  reimbursement. 

As  Stuart  said — and  I  think  most  of  us  agree— FEHBP,  while  it 
may  have  some  flaws,  is  fundamentally  the  model  that  we  think 
you  should  use  to  give  seniors  a  choice  of  more  healthcare  plans. 

healthcare  plans  do  not  have  to  be  managed  care.  We  endorse 
FEHBP.  As  much  as  we  love  Karen,  we  do  not  always  love  insur- 
ance companies  or  managed-care  companies,  but  the  fact  is  they 
create  rational  incentives  for  us  to  follow  which  Medicare  does  not. 

You  do  not  have  to  have  managed  care  in  the  FEHBP  package. 
It  could  be  a  traditional  fee-for-service  plan  provided  by  Aetna  or 
Prudential  or  a  private  carrier.  It  could  be  the  traditional  HCFA 
plan.  It  could  be  private  fee-for-service  HMO  or  PPO  plans.  It  is 
not  driving  people  to  managed  care.  It  is  driving  people  to 
capitated  rational  payment,  which  is  a  fundamental  difference. 

We  believe,  fundamentally,  that  overall  the  government  should 
change  from  being  a  purchaser  of  individual  services,  which  it  is 
now,  to  a  purchaser  of  coverage,  which  virtually  every  private  em- 
ployer in  this  country  is.  Medicare  does  not  do  that. 
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We  believe  that  market  competition  in  an  increasingly  tough 
market  and  not  price  regulation  is  the  right  way  to  go  to  restrain 
growth, 

The  Federation,  in  dealing  with  some  of  the  leadership,  has  out- 
lined— and  working  very  closely  with  the  AHA — a  couple  of  options 
for  how  to  reach  your  growth  targets,  and  as  I  said,  we  are  not, 
surprisingly,  excited  about  the  actual  target  you  picked  that,  and 
there  are  different  variations  of  how  to  get  to  an  FEHBP  system, 
depending  on  the  number  you  pick. 

Our  first  suggestion,  which  seems  to  be  the  way  most  of  the  Re- 
publican options  are  going  is  A  in  the  addendum  to  my  testimony. 
If  you  have  to  save  up  to  $160  billion — which  is  the  level  that  we 
have  said  that  we  were  willing  to  live  with  and  which  is  the  num- 
ber from  Senator  Gregg's  task  force  from  earlier  this  year,  which 
we  think  is  a  rational  number— we  think  you  can  go  to  a  gradual, 
totally  voluntary  move  to  an  FEHBP  system  in  which  all  seniors 
are  given  the  choice  indefinitely  to  pick  the  old  traditional  fee-for- 
service  mechanism  or  to  go  voluntarily  to  a  capitated  FEHBP-like 
system. 

You  can  do  that  in  the  way  that  Senator  Gregg's  plan  outlined 
with  a  certain  amount  of  shared  sacrifice:  basically  a  mix  of  tradi- 
tional provider  reimbursement  reductions  and  a  move  to  a  vol- 
untary FEHBP-like  system. 

However,  when  you  get  above  that  type  of  target  level  and  you 
get  on  the  level  of  $200  billion-plus,  which  is  obviously  where  the 
budget  resolution  is,  we  believe  you  have  to  be  a  lot  bolder  and 
think  a  lot  bigger,  and  to  do  that,  we  believe,  for  scoring  purposes, 
primarily,  that  you  really  have  to  go  to  a  pure  defined  contribution 
option  by  the  year  2000. 

We  think  that  4  years  is  enough  time  for  a  phase-in  and  that, 
essentially,  after  the  year  2000,  HCFA  should  be  forced,  like  all  the 
private  carriers  are,  to  take  a  capitated  rate  like  everybody  else. 

So,  fundamentally,  to  summarize,  Mr.  Chairman,  we  believe  that 
only  a  defined  contribution  plan  and  a  pure  FEHBP  model  after 
four  or  5  years  is  really  the  only  way  to  get  to  a  refocused,  rede- 
fined private  sector  Medicare  system  and,  importantly,  to  get  and 
deliver  the  budget  savings  that  you  need  to  meet  your  reconcili- 
ation targets. 

[The  prepared  statement  of  Thomas  A.  Scully  follows:] 

Prepared  Statement  of  Thomas  A.  Scully,  President  and  CEO,  Federation  of 
American  Health  Systems 

Mr.  Chairman  and  Members  of  the  Subcommittee,  thank  you  for  inviting  me  to 
testify  today. 

As  President  of  the  Association  of  the  nation's  1,700  investor  owned  and  managed 
hospitals,  I  have  seen  that  the  health  care  delivery  system  is  changing — fast  and 
often  for  the  better.  But,  having  overseen  the  Medicare  budget  for  four  years  as  As- 
sociate Director  of  OMB  and  as  Deputy  Assistant  to  the  President  for  Policy,  I  also 
know  that  these  public  programs  are  in  dire  need  of  reform,  and  that  they  can  be 
reformed  in  ways  that  can  generate  significant  budget  savings  for  the  federal  gov- 
ernment while  continuing  to  provide  access  to  high  quality  health  care.  The  big  is- 
sues are: 

1.  How  much  Medicare  spending  can  you  trim  without  throwing  the  system  into 
chaos;  and 

2.  How  quickly  can  you  phase  in  meaningful  market  reforms  that  will  preserve 
the  program  while  reassuring  the  seniors  who  rely  so  heavily  on  its  benefits. 
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Medicare  reform  is  at  a  crossroads  in  Congress.  If  Congress  enacts  massive  spend- 
ing reductions  in  the  nation's  largest  and  most  politically  sensitive  health  care  in- 
surance program  without  the  benefit  of  fundamental  restructuring,  there  will  be  no 
chance  to  bring  Medicare  into  the  next  century  as  a  high  quality,  cost  effective 
health  care  system.  If  real  restructuring  doesn't  accompany  these  totally  unprece- 
dented spending  reductions,  Congress  won't  be  "saving  Medicare" — it  will  be  shak- 
ing it  to  its  very  foundation. 

Without  Restructuring  The  Enormous  Budget  Reductions  Will  Be  A  Disaster 

Medicare  desperately  needs  restructuring.  With  a  new,  privatized  payment  system 
replacing  Medicare's  outdated  structure,  Congress  could  achieve  much  of  the  deficit 
reduction  savings  it  is  after  and  improve  a  program  which  serves  36  million  seniors 
and  severely  disabled  Americans. 

The  spending  reductions  outlined  in  the  House  and  Senate  passed  Budget  Resolu- 
tion are  simply  too  much  too  fast  to  be  accomplished  under  the  existing  program 
structure.  It  is  important  for  Congress  to  be  cost  conscious  with  the  Medicare  pro- 
gram, but  traditional  budget  reductions  of  this  magnitude  would  have  a  disastrous 
economic  impact  on  hospitals,  beneficiaries  and  communities  across  the  country. 

Read  almost  any  paper  in  the  country  and  you  will  find  that  hospitals  in  many- 
communities  are  already  responding  to  market  pressures  by  closing,  contracting 
their  levels  of  service,  or  laying  off  workers.  Much  of  the  intensifying  market  pres- 
sure may  be  good  for  the  system,  forcing  a  more  cost  effective  delivery  of  services. 
But  making  traditional  Medicare  payment  reductions  of  the  magnitude  proposed  in 
the  budget  will  be  like  pouring  fuel  on  the  fire  of  the  hospital  system's  contraction. 
It  will  ignite  all  explosive  reduction  of  services,  and  of  the  number  of  hospital  em- 
ployees delivering  tnose  services  that  will  leave  seniors,  hospitals  and  communities 
feeling  burned  by  the  abrupt  changes  in  services  they  will  experience. 

Don't  underestimate  the  challenge  before  you.  Let  s  put  this  into  context.  The  sav- 
ings targets  in  the  Budget  Resolution  are  at  least  5  times  the  reductions  in  the  1990 
Budget  Agreement  and  4  times  the  size  of  those  in  the  1993  Budget  package.  And 
those  two  previous  provisions  were  enacted  at  a  time  when  health  inflation  was 
higher,  budget  baselines  were  fatter,  and  each  dollar  reduced  had  less  of  an  impact 
on  each  hospital.  So  attaining  these  budget  levels  will  be  very  difficult,  if  not  impos- 
sible to  achieve  through  the  traditional  method  of  simply  trimming  reimbursement 
under  the  traditional  Medicare  fee-for-service  system. 

Stretching  The  Timetable  Or  Modifying  The  Targets  Would  Make  Traditional  Medi- 
care reductions  Far  More  Achievable 
Fortunately,  the  plan  laid  out  in  the  Budget  Resolution  is  not  the  only  way  to  go. 
There  are  other  options.  Hospitals  advocate  adopting  a  slightly  longer  timetable  for 
achieving  Medicare  savings  that  would  help  protect  beneficiaries  from  abrupt 
changes  in  health  care  services  while  giving  providers  time  to  adjust  to  changes.  Al- 
ternately, lowering  spending  reduction  targets  to  about  $160  billion  over  seven  years 
(as  originally  proposed  by  the  Senate  Entitlement  Task  Force)  is  a  reasonable  option 
that  also  would  produce  significant  budget  savings  while  preserving  and  even  im- 
proving the  quality  of  health  care  now  enjoyed  by  seniors.  At  this  more  attainable 
level,  local  communities  would  be  spared  some  of  the  economic  pain  of  the  huge  lay- 
offs hospitals  will  be  forced  to  make  if  the  Budget  Resolution  target  is  enacted.  Hos- 
pital costs  are  50%  to  60%  personnel — with  the  Budget  Resolution's  spending  reduc- 
tions, there  is  little  place  else  to  go  to  cut  costs. 

If  Congress  Must  Hit  These  Budget  Targets — It  Must  Think  Big  and  Act  Boldly 

If  Congress  truly  insists  on  delivering  more  than  $160  Billion  in  Medicare  reduc- 
tions (which  we  strongly  oppose),  it  must  THINK  BIG  and  ACT  BOLDLY.  Savings 
of  the  magnitude  in  the  Budget  Resolution  cannot  be  achieved  by  chipping  away  at 
the  old  Medicare  program.  It  must  be  restructured  from  the  ground  up. 

Medicare  is  an  antiquated  insurance  program  created  in  1965.  I  like  to  compare 
Medicare  to  a  1965  Chevy — it  might  have  been  a  helluva  vehicle  30  years  ago,  but 
its  time  has  passed.  Congress'  traditional  fiscal  savings  approach  is  to  simply  put 
less  fuel  (dollars)  in  the  tank.  But  when  you  have  an  old  gas  guzzler  that  still  only 
gets  4  miles  to  the  gallon,  that  strategy  won't  take  you  too  far.  The  answer  is  to 
design  a  better  vehicle — using  1995  designs. 

The  Federal  Employees  Health  Program  Is  The  Right  Model  For  An  Improved  Medi- 
care System 

Ironically,  Congress  has  an  excellent  blueprint  for  Medicare  restructuring  and  re- 
building literally  under  its  nose.  The  Federal  Employees  Health  Benefits  Plan 
(FEHBP)  is  a  good  example  of  what  the  Medicare  program  should  and  could  be. 
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FEHBP  offers  beneficiaries  freedom  of  choice  and  flexibility,  along  with  financial  in- 
centives for  both  beneficiaries  and  providers  to  wisely  use  their  medical  coverage. 

Like  the  FEHBP,  a  restructured  Medicare  program  could  offer  multiple  private 
plans  (both  managed  care  and  fee  for  service)  as  well  as  the  traditional  government 
sponsored  Medicare  fee  for  service  plan, 

An  FEHBP-like  approach  will  give  seniors  more  coverage  options — and  at  the 
same  time  give  Congress  more  options  for  containing  cost  growth.  Congress  can  es- 
tablish a  defined  contribution — certificate  or  voucher — that  gives  seniors  the  ability 
to  shop  for  their  best  health  care  deal.  This  option  creates  the  opportunity  to  har- 
ness the  power  of  the  intense  competition  in  the  health  care  industry  to  lower  costs, 
as  an  alternative  to  price  regulation.  In  recent  years,  the  health  care  system  has 
proven  that  competition  works  as  it  has  slowed  the  growth  in  private  sector  health 
care  costs. 

Only  A  Move  To  A  Defined  Contribution  System  Can  Produce  Big  Savings  For  Con- 
gress And  Provide  A  Higher  Quality  Of  Benefits  For  Seniors 

The  single  biggest  benefit  of  moving  to  an  FEHBP  approach  somewhat  quickly, 
is  that  it  offers  the  only  realistic  option  for  getting  significant  long  term  budget  sav- 
ings from  Medicare.  Only  by  eventually  moving  all  seniors  to  privately  managed  sys- 
tems operating  under  a  denned  federal  contribution  can  the  federal  government 
truly  restrain  cost  growth  and  drive  efficiency  into  the  system. 

The  government  should  operate  Medicare  like  it  operates  its  employees'  health 
care  (and  as  all  private  employers  like  GM  or  3M  also  do) — by  purchasing  coverage 
for  seniors,  not  by  purchasing  individual  health  services.  The  Federation  has  advo- 
cated a  smooth  transition  to  this  system.  From,  1996  to  2000,  all  seniors  could  opt 
to  stay  in  the  traditional  Medicare  program  or  voluntarily  choose  a  private  plan. 
After  2000,  all  seniors  would  choose  plans  in  a  system  like  FEHBP,  where  all  plans, 
including  traditional  Medicare,  received  a  defined  contribution. 

Hospitals  Want  The  Market  To  Reduce  Spending  In  The  System  Efficiently — Not 
Through  Federal  Price  Regulation 

Medicare  is  a  wonderful  system  for  seniors,  but  it  is  a  payment  dinosaur.  All  hos- 
pitals, and  other  providers,  receive  roughly  the  same  payment — regardless  of  actual 
price  or  quality.  The  incentives  and  pressures  to  operate  efficiently,  are  far  less  then 
under  private  payment  schemes.  It  s  no  one's  fault,  but  you  get  what  you.  ask  for 
(and  pay  for) — good  quality  with  lots  of  wasted  dollars. 

If  the  federal  government  purchased  all  Medicare  coverage  by  giving  seniors  a 
choice  from  among  a  number  of  private  plans  and  traditional  Medicare,  and  held 
the  annual  inflation  rate  of  its  "defined  contribution"  to  some  reasonable  rate,  it 
would  attain  the  budget  savings  needed  and  reform  the  system.  And  it  would  be 
done  without  gutting  the  existing  delivery  system  by  randomly  slashing  Medicare 
payments  to  health  care  providers.  It  would  let  the  market  squeeze  the  money  out 
of  the  system — not  the  usual  "ratcheting  down"  on  federally  set  pricing  system  that 
makes  little  distinction  between  efficient  and  inefficient  providers.  Health  care  pro- 
viders would  compete  for  Medicare  patients  on  the  basis  of  price  and  quality — as 
they  increasingly  do  in  the  under  65  year  old  market. 

As  hospitals,  if  funding  is  to  be  removed  from  the  system,  we'd  prefer  to  adjust 
and  streamline  in  response  to  a  local  market  that  creates  rational  incentives,  not 
cuts  in  the  current  Medicare  price  setting  system  that  already  has  created  thou- 
sands of  perverse  incentives  that  produce  only  inefficiency. 

Medicare — And  Money—Can  Be  Saved,  But  Only  Through  Major  Restructuring 

Medicare  can  be  restructured  and  money  can  be  saved — if  it  is  done  right.  Now 
is  the  time  to  build  on  the  successes  already  experienced  in  the  public  and  private 
sectors.  The  market  in  health  care  has  proven  it  can  be  effective  when  it  comes  to 
belt  tightening  and  reducing  costs.  If  Congress  is  to  produce  massive  and  unprece- 
dented reductions  in  the  Medicare  spending  growth  rate,  Medicare  must  be  remod- 
eled in  a  manner  that  takes  advantage  of  changes  that  work. 
Thank  you  for  the  opportunity  to  testify  today. 

Mr.  Bilirakis.  Thank  you,  Mr.  Scully. 
Mr.  Davidson? 

STATEMENT  OF  RICHARD  DAVIDSON 

Mr.  Davidson.  Thank  you,  Mr.  Chairman.  I  am  Dick  Davidson, 
President  of  the  American  Hospital  Association.  Our  association  in- 
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eludes  in  its  membership  some  5,000  hospitals,  healthcare  systems, 
networks,  and  other  providers  of  care  all  across  America. 

Mr.  Chairman,  many  of  your  constituents  back  home  are  taking 
to  the  road  this  summer  on  vacation.  They  do  not  want  to  start 
their  trip  without  a  guide  to  get  them  to  where  it  is  that  they  want 
to  go.  It  seems  to  us  that  Congress  has  set  out  on  a  very  important 
journey  and  you  have  decided  on  a  destination  of  some  $270  billion 
in  Medicare  spending  reductions  over  the  next  7  years,  a  signifi- 
cant destination,  and  now  comes  the  hard  part:  How  do  we  get 
there? 

Our  testimony  today  is  a  road  map  of  sorts  designed  to  help  you 
arrive  at  Medicare  spending  from  our  perspective,  looking  at  these 
reductions  in  the  right  way. 

I  am  going  to  describe  four  principles  that  have  guided  the  AHA 
and  our  members  through  the  budget  process.  In  our  view,  by  ad- 
hering to  them,  you  can  help  ensure  that  high-quality  health  care 
will  be  maintained  for  the  patients  and  the  communities  that  we 
serve,  which  are  your  constituents.  At  the  same  time,  you  can  save 
money  and  make  Medicare  work  better.  There  is  plenty  of  room  for 
making  that  happen. 

Our  first  principle  is  this:  changing  the  system  itself— and  you 
have  heard  a  lot  of  talk  about  that. 

The  majority  of  spending  reductions  in  Medicare  must  be  gained 
by  improving  the  healthcare  system  overall  not  only  for  seniors  but 
everyone  who  is  receiving  care  in  today's  healthcare  marketplace. 
This  includes,  in  Medicare,  giving  beneficiaries  more  options,  which 
we  have  heard  a  lot  about,  such  as  the  ability  to  choose  coordinated 
care  plans  provided  by  community-based  organizations  that  are 
held  accountable  for  the  quality  of  care  that  they  provide. 

To  achieve  these  goals,  a  variety  of  issues  must  be  addressed. 
These  include  health  plan  definitions,  eliminating  patient  referral 
restrictions,  hospital  anti-trust  reform,  rejecting  any-willing-pro- 
vider requirements,  eliminating  burdensome  regulations  and  mal- 
practice reform,  which  you  all  have  already  demonstrated  a  com- 
mitment to  on  this  side  of  the  Congress,  and  we  are  very  impressed 
with  that. 

These  reforms  can  change  the  overall  healthcare  delivery  system, 
but  what  about  Medicare  itself?  That  is  our  second  principle,  and 
we  are  calling  for  the  creation  of  an  independent  commission  on 
Medicare. 

This  is  the  30th  anniversary  of  the  Medicare  program.  It  has 
served  seniors  well.  We  have  heard  about  its  problems,  and  instead 
of  looking  at  just  the  next  couple  of  years,  we  ought  to  be  planning 
for  the  next  30  years.  In  our  opinion,  an  independent  commission 
is  an  important  part  of  the  plan  to  get  Medicare  to  the  21st  cen- 
tury, and  it  is  the  long-term  view. 

Hospitals  and  health  systems  are  willing  to  do  their  share  by  ac- 
cepting some  reductions  in  the  program,  including  reductions  in 
provider  payments. 

We  worked  earlier  this  year  with  the  Senate  entitlement  task 
force,  as  Tom  Scully  has  mentioned,  on  an  approach  to  achieve 
$160  billion  in  specific  Medicare  savings  and  mostly  through  re- 
structuring. 
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The  remaining  $110  billion  can  be  achieved  through  the  work  of 
an  independent  commission.  We  think  it  may  be  the  only  way  to 
get  there. 

Creating  an  independent  commission,  in  our  view,  allows  you  to 
adhere  to  the  budget  resolution  without  having  to  make  complex 
Medicare  policy  decisions  too  quickly— the  ones  that  we  are  hearing 
about  today  are  very,  very  complex — and  the  commission,  in  our 
view,  should  be  permanent. 

There  needs  to  be  a  full-time  body  that  really  monitors  this  on 
a  permanent  basis  in  order  to  take  us  to  the  future,  and  we  think 
that  that  is  almost  essential.  In  calling  for  a  commission,  it  does 
not  mean,  from  our  perspective,  that  we  will  not  want  to  see 
growth  restrained  but  that  we  will  do  it  in  a  rational  and  fair  man- 
ner so  that  everyone  gets  treated  with  some  degree  of  fairness  and 
equity,  and  as  Speaker  Gingrich  has  said  on  several  occasions — and 
we  strongly  agree — every  penny  saved  on  Medicare  should  be  rein- 
vested in  the  program,  and  none  of  the  savings  should  go  outside 
to  finance  other  initiatives.  The  program  is  much  too  important  to 
do  otherwise. 

Financing  brings  us  to  our  third  principle,  Mr.  Chairman:  shared 
responsibility. 

Incentives  that  move  Medicare  toward  coordinated  care  can  serve 
patients  better  and  save  money,  but  reaching  the  goal  of  $270  bil- 
lion will  mean  a  financial  impact  on  everyone  with  a  stake  in  Medi- 
care, and  that  means  hospitals  and  health  systems,  physicians, 
other  providers,  and  beneficiaries,  as  well. 

Doing  business  the  old-fashioned  way,  which  has  been  just  cut- 
ting payment  to  providers,  is  not  the  answer,  because  ultimately 
you  do  irreparable  harm.  We  do  not  want  to  see  that  happen. 

To  address  Medicare's  long-term  problems,  everything  must  be 
on  the  table,  every  single  issue:  program  structure,  benefits,  bene- 
ficiary cost  sharing,  eligibility,  program  revenues,  and  provider 
payments,  obviously. 

Making  hospitals  and  health  systems  bear  an  inordinate  burden 
would  harm  quality  service  and  access  to  millions  of  Americans 
who  come  to  us  for  care,  and  this  leads  me  to  our  final  principle, 
and  that  is  ensuring  access  for  the  Nation's  most  vulnerably  popu- 
lation. 

We  know  this  hearing  is  really  focused  on  Medicare,  but  our 
fourth  principle  talks  about  the  Medicaid  program  and  our  concern 
with  our  ultimate  ability  to  serve  the  elderly,  poor  children  and 
pregnant  women,  and  the  disabled.  We  would  like  to  be  able  to  talk 
about  that  because  we  do  not  think  that  you  can  ignore  one  pro- 
gram as  we  begin  to  look  at  another. 

So,  we  would  be  happy  to  come  back  at  some  date  in  the  future 
to  discuss  that,  Mr.  Chairman,  and  I  advise  you  that  hospitals 
stand  ready  to  continue  to  be  the  safety  net  for  tens  of  millions  of 
Americans  who  show  up  at  our  hospital  emergency  rooms  because 
they  have  no  other  place  to  turn,  and  so,  I  would  close,  Mr.  Chair- 
man, by  saying  that  the  principles  I  have  summarized  are  listed  in 
more  detail  in  the  written  testimony,  and  they  make  it  clear  that, 
while  we  face  significant  challenges  during  this  year's  reconcili- 
ation process,  we  also  have  historic  opportunities.  That  is  how  we 
would  like  to  work  with  you  on  this  front — opportunities  to  make 
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Medicare  work  better  for  the  people  that  it  serves  and  for  the  peo- 
ple who  do  provide  the  care,  opportunity  to  create  process  changes 
that  force  tough  choices  to  be  made  in  a  fair  and  open  manner,  and 
opportunities  to  address  these  problems  for  the  long  term.  We  urge 
that  we  begin  to  think  about  the  next  30  years. 

We  look  forward  to  working  with  you,  Mr.  Chairman. 

[The  prepared  statement  of  Richard  Davidson  follows:] 

Prepared  Statement  of  Richard  Davidson,  President,  American  Hospital 

Association 

Mr.  Chairman,  I  am  Dick  Davidson,  president  of  the  American  Hospital  Associa- 
tion. The  AHA  includes  in  its  membership  5,000  hospitals,  health  care  systems,  net- 
works and  other  providers  of  care.  I  am  pleased  to  testify  on  their  behalf  about  how 
the  tough  decisions  you  will  be  making  could,  if  based  on  the  principles  I'm  about 
to  outline,  result  in  a  more  effective  and  efficient  Medicare  program. 

Congress  has  decided  on  its  destination:  a  balanced  budget  by  the  year  2002,  in- 
cluding $270  billion  in  Medicare  savings.  Now  comes  the  hard  part — getting  there. 
America's  hospitals  and  health  systems  have  long  recognized  that  the  brakes  must 
be  applied  to  a  budget  deficit  that  is  running  out  of  control.  However,  we  remain 
deeply  concerned  about  the  magnitude  of  proposed  reductions  in  Medicare  and  Med- 
icaid spending.  But  we  are  committed  to  working  toward  a  solution  that  takes  us 
to  our  national  goal  of  fiscal  responsibility  without  sacrificing  the  promise  of  health 
care  protection  tor  older,  disabled,  and  poor  Americans. 

Hospitals  and  health  systems  worked  with  the  Senate  Entitlement  Task  Force  to 
develop  an  approach  that  would  save  $160  billion  in  Medicare  spending  over  seven 
years,  mostly  through  restructuring  the  program.  And  we've  worked  with  the  Re- 
publican leadership  on  how  we  can  achieve  further  efficiencies  in  the  program  by 
dramatically  changing  the  way  medical  services  are  provided  and  paid  for. 

Now,  authorizing  committees  such  as  this  one  will  try  to  chart  a  course  to  get 
Congress  to  its  balanced  budget  destination.  To  help  you  along  the  way,  hospitals 
and  health  systems  offer  a  road  map— our  four  principles  for  the  reconciliation  proc- 
ess that  we  believe  can  help  improve  the  entire  health  care  delivery  system — and, 
at  the  same  time,  strengthen  the  Medicare  program  for  older  Americans  and  the 
people  who  provide  their  care. 

These  are  our  four  principles: 

•  Change  the  delivery  system  to  encourage  more  use  of  coordinated  care— cooperat- 

ing groups  of  hospitals,  doctors,  and  others  who  knit  the  fragmented  delivery 
system  together  for  patients  and  have  powerful  incentives  to  control  costs. 

•  Change  the  process  by  which  Medicare  benefit  and  funding  decisions  are  made. 

•  Make  sure  all  stakeholders  absorb  spending  reductions. 

•  Ensure  access  to  high-quality  health  care  for  our  most  vulnerable  populations — 

the  elderly,  poor  and  disabled. 
These  principles  have  guided  us  throughout  the  budget  process.  The  nation's  hos- 
pitals and  health  systems  hope  that  they  will  guide  you  as  you  make  the  tough 
choices  required  in  the  weeks  ahead. 

Change  the  delivery  system 

This  is  probably  the  most  fundamental  and  essential  of  our  principles.  Quite  sim- 
ply, the  Medicare  program  is  a  dinosaur.  Change  has  infiltrated  almost  every  aspect 
of  the  private  health  care  sector,  and  public  programs  like  Medicare  must  catch  up 
to  be  effective  in  the  future.  The  key  is  to  restructure  Medicare  to  encourage  more 
use  of  coordinated  care.  Coordinated  care  is  working  in  the  private  sector,  and  it 
can  work  in  Medicare  as  well. 

Coordinated  care's  responsibility  for  a  range  of  health  services  can  improve  qual- 
ity because  an  entire  network  of  providers  is  held  accountable  for  a  patient's  care. 
Coordinated  care  can  also  cut  costs  by  shifting  the  focus  of  health  care  from  sickness 
to  wellness.  Hospitals  and  health  systems  support  efforts  to  make  available  to  older 
Americans  the  same  care,  plan  options,  and  nealth  plan  information  that  is  avail- 
able in  the  private  market.  Medicare  must  take  advantage  of  the  efficiencies  that 
have  been  achieved  in  the  private  sector.  Here's  how  Congress  can  help  the  program 
do  that: 

•  Expand  the  types  of  plans  that  Medicare  beneficiaries  can  choose — Currently, 

beneficiaries  can  choose  care  through  some  health  maintenance  organizations 
(HMO)  or  from  traditional  fee-for-service  providers.  Medicare  should  also  con- 
tract with  the  growing  number  of  non-HMO  networks  of  care  that  meet  high 
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standards  for  quality  and  public  accountability,  and  offer  a  full  continuum  of 
services  for  a  fixed  premium.  New  kinds  of  contracts  could  be  negotiated  with 
these  non-HMO  networks  in  which  the  networks  and  the  Medicare  program 
would  share  risk. 

•  Provide  seniors  with  more  information  on  health  care  plans — send  information  on 

available  health  care  plans  directly  to  Medicare  enrollees.  Give  them  an  annual 
report  that  compares  coordinated  care  plans  to  fee-for-service  plans  on  the  basis 
of  premiums,  supplemental  benefits,  cost  sharing,  and  quality  ratings.  This  will 
make  seniors  more  knowledgeable  consumers  and  will  highlight  the  benefits  of 
coordinated  care. 

•  Provide  financial  incentives  for  beneficiaries  who  choose  coordinated  care  options 

available  in  their  area.  In  most  areas,  these  plans  offer  comprehensive  services 
at  lower  than  current  fee-for-service  prices.  They  often  give  seniors  better  value 
for  their  Medicare  dollars  by  eliminating  co-pays  in  deductibles  or  adding  bene- 
fits such  as  prescription  drugs. 

•  Allow  for  an  open  enrollment  period  each  year,  during  which  Medicare  bene- 

ficiaries can  elect  to  receive  services  from  a  coordinated  care  plan.  And  make 
their  choice  of  a  coordinated  care  plan  valid  for  one  year  instead  of  the  current 
30-day  period.  That  will  enable  the  plan  to  better  manage  the  patient's  needs 
and  practice  preventive  care. 

•  Model  Medicare  after  the  Federal  Employees  Health  Benefit  Program — The  govern- 

ment makes  a  fixed  contribution  and  the  federal  employee  chooses  from  a  wide 
variety  of  plans.  Medicare  could  do  the  same  for  its  beneficiaries. 

•  Fix  the  current  methodology  used  to  pay  Medicare  risk  contractors — The  current 

payment  system  is  flawed;  Congress  has  directed  the  Health  Care  Financing 
Administration  (HCFA)  to  propose  revisions  by  October.  Current  payment  is 
based  on  the  Adjusted  Average  Per  Capita  Cost  (AAPCC)  of  care  in  a  county, 
and  it  can  vary  from  place  to  place.  Medicare  should  eliminate  geographic  in- 
equities in  payment  across  counties,  inequities  due  to  variable  health  status  of 
local  populations,  and  inequities  due  to  differential  utilization  of  services  in 
local  areas,  which  affects  costs  and  the  calculation  of  the  AAPCC. 
At  the  same  time,  Congress  must  eliminate  barriers  that  discourage  the  creation 
of  coordinated  care  networks  by  inhibiting  provider  cooperation — the  heart  of  coordi- 
nated care.  For  instance: 

•  Physician  self-referral  law  (known  as  Stark  I  and  Stark  II),  which  prohibits  refer- 

rals when  a  financial  relationship  exists  between  the  physician  and  the  entity 
to  which  the  physician  refers  a  patient,  is  unclear.  It  must  be  modified.  The 
original  goal — to  prevent  physicians  from  referring  patients  for  unneeded  serv- 
ices based  on  the  potential  for  financial  gain— remains  valid.  But  the  law  was 
drafted  in  a  different  era  of  health  care.  Today,  it  creates  an  impediment  to  hos- 
pitals, physicians  and  others  trying  to  work  together  to  coordinate  care  and 
eliminate  duplication.  Because  any  truly  coordinated  system  involves  a  variety 
of  referral  and  financial  arrangements,  the  law  should  be  re-examined  and  fine- 
tuned. 

•  The  anti-kickback  law,  which  prohibits  payment  in  exchange  for  referrals  of  Medi- 

care and  Medicaid  patients,  should  be  modified.  The  federal  government  is  ac- 
tively— and  properly — working  to  ferret  out  waste,  fraud  ana  abuse.  However, 
a  vague  law,  broad  interpretations,  and  expansion  of  the  law's  reach  and  sanc- 
tions without  clarification,  have  combined  to  create  confusion  over  what  kinds 
of  arrangements  providers  may  establish.  Congress  should  make  basic  changes 
to  the  law  to  clear  up  its  intent  and  provide  more  precise  interpretation. 

•  "Any  willing  provider  and  related  laws  such  as  mandatory  "point-of-service"  re- 

quirements erode  the  ability  of  networks  to  maintain  both  clinical  quality  and 
standards  and  their  ability  to  work  with  the  most  efficient  providers.  Congress 
should  reject  such  measures.  All  health  care  providers  qualified  to  be  in  a  net- 
work should  receive  fair,  reasonable  consideration,  and  networks  must  have 
high  standards  for  the  number,  type,  and  location  of  providers  made  available 
to  enrollees.  But  in  order  for  networks  and  systems  to  provide  efficient,  effective 
and  better-coordinated  care,  they  must  be  able  to  choose  providers  they  feel  will 
work  best  within  the  network's  goals  and  objectives. 

•  Antitrust  policy  should  encourage  providers  and  their  communities  to  assess  local 

health  care  needs  and  act  to  address  those  needs.  Where  providers  are  uncer- 
tain how  their  activity  will  be  viewed  by  federal  and  state  antitrust  enforcers 
and  courts,  the  risk  of  high  fines  and  long  and  expensive  litigation  can  discour- 
age innovative  health  care  arrangements.  Congress  should  consider  a  case-by- 
case  review  process  that,  where  appropriate,  protects  a  specific  activity  designed 
to  provide  high-quality,  cost-  efficient  care.  The  process  should  streamline  the 
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administrative  procedures  for  providers  seeking  to  merge.  And  additional  regu- 
latory guidance  on  issues  such  as  multi-provider  networks,  how  antitrust  policy 
applies  in  rural  areas,  and  encouraging  state  attorneys  general  and  courts  to 
cooperate  are  also  needed. 
We  also  recommend  legislative  changes  to  encourage  development  of  community- 
based  delivery  systems  that  coordinate  care  among  providers  and  to  tailor  care  com- 
munity needs.  Such  changes  should  help  define  health  plans  by: 

•  Ensuring  that  all  plans  meet  minimum  standards,  including  coordination  of  care 

requirements.  Standards  should  address  issues  such  as  solvency,  market  con- 
duct, complaint  and  appeal  processes,  claims  processing,  quality  assurance,  and 
provider  selection. 

•  Protect  the  public  interest  by  ensuring  that  health  plans  have  the  financial  capac- 

ity to  provide  covered  benefits  and  protect  against  insolvency.  But  it  is  impor- 
tant to  distinguish  between  insurance  plans  based  on  contracts  to  finance  cov- 
erage, and  service  benefit  plans  based  on  commitments  to  care. 

•  Focus  the  system  on  keeping  people  well  in  addition  to  high-quality  care  when 

they're  ill  or  injured.  Minimum  requirements  for  health  plans  should  focus  on 
the  legal  obligation  of  a  plan  to  its  enrollees.  But  it  is  also  reasonable  to  move 
all  plans  toward  a  greater  role  in  improving  the  health  status  of  the  community 
by  including  preventive  services  in  the  benefits  package  and  holding  all  plans 
accountable  for  their  approach  to  improving  enrollee  health  status. 

•  Encourage  capitated  payment  arrangements.  They  create  incentives  for  the  pru- 

dent use  of  health  care  dollars.  Central  here  is  the  need  to  be  sure  community- 
based  delivery  networks  can  contract  on  a  capitated  basis  with  health  plans 
without  becoming  subject  to  insurance  regulation. 

•  Ensure  a  high  standard  of  public  accountability  for  all  health  care  providers  and 

plans.  All  plans  should  report  publicly  on  their  cost,  quality,  performance,  en- 
rollee health  status,  and  consumer  satisfaction.  While  we  still  need  to  develop 
appropriate  measures,  it  is  time  to  respond  to  the  public's  demand  for  better 
information  to  help  them  decide  where  and  how  to  seek  coverage  and  care. 

•  Reform  the  insurance  market  to  end  barriers  to  coverage  based  on  health  status 

or  the  expected  use  of  services.  Basic  insurance  reforms — some  of  which  need 
to  be  applied  to  employer  ERISA  plans  as  well  as  state-licensed  plans — are  im- 
portant to  the  majority  of  people  in  this  country.  This  is  particularly  true  for 
people  under  age  65  who  have  private  insurance,  but  are  increasingly  insecure 
about  whether  coverage  will  be  there  when  they  need  it. 
In  addition,  hospitals  support  the  enactment  of  comprehensive  federal  legislation 
to  simplify  administration  of  the  health  care  system.  And  as  we  move  toward  elec- 
tronic data  interchange  (EDI),  there  is  a  critical — and  simultaneous — need  to  protect 
the  privacy  and  confidentiality  of  individually  identifiable  health  care  information. 

A  simple,  effective  system  is  critical  not  only  to  coordinate  care  and  collect  and 
report  quality  data,  but  to  track  financial  obligations  as  well.  Each  practitioner, 
health  care  facility,  and  health  plan  will  need  a  common  language  and  understand- 
ing about  how  to  share  information  with  each  other  and  the  public. 

Finally,  a  host  of  regulations  should  be  eliminated.  Many  of  them  are  duplicative 
because  other  protections  are  in  place.  Others  would  allow  more  reasonable  ap- 
proaches to  reaching  public  policy  goals.  The  administration  recently  said  it  would 
eliminate  the  Medicare  requirement  that  physicians,  in  addition  to  hospitals,  attest 
to  the  accuracy  of  the  diagnoses  and  procedures  coded  on  each  inpatient  hospital 
bill.  This  is  a  good  first  step,  but  there  s  more  to  be  done.  We'd  be  happy  to  provide 
a  list  of  regulations  that  should  be  eliminated. 

These  recommendations  for  restructuring  the  health  care  system  can  go  a  long 
way  toward  making  Medicare  more  efficient,  effective  and  user-friendly  for  future 
generations.  But  it  is  just  as  important  that  the  decision-making  process  for  Medi- 
care be  overhauled  as  well. 

An  Independent  Citizens'  Commission  on  Medicare 

This  overhaul  is  best  accomplished  by  the  creation  of  a  citizens'  commission  on 
Medicare.  The  members  of  this  panel  and  others  will  be  facing  tough  choices  in 
order  to  achieve  the  savings  proposed  in  Medicare  spending.  But,  according  to  the 
recently  approved  budget  resolution,  those  savings  would  only  extend  the  viability 
of  the  Hospital  Insurance  Trust  Fund  (Part  A)  for  a  few  years. 

Meanwhile,  the  number  of  Medicare  enrollees  will  continue  to  grow  rapidly.  When 
Medicare  became  law  30  years  ago,  19.1  million  people  were  covered;  today's  37.5 
million  Medicare-insured  Americans  will  increase  to  more  than  40  million  in  five 
years.  The  average  one-earner  couple  retiring  in  1995  will  use  an  estimated 
$126,700  more  in  Medicare  benefits  than  they  paid  in  taxes  and  premiums.  In  just 
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15  years,  the  nation's  77  million  baby  boomers  will  start  turning  65.  And  not  too 
long  after  that,  there  will  be  only  two  workers  supporting  each  enrollee,  instead  of 
the  four  supporting  each  enrollee  today. 

Clearly,  we  must  be  thinking  now  about  the  long-term  future  of  Medicare.  While 
Congress  must  be  held  ultimately  accountable,  an  independent  commission  could 
provide  Congress  an  important  level  of  public  trust  and  debate.  The  American  peo- 
ple have  a  right  to  know  that  what  their  nation  spends  on  Medicare  is  buying  the 
best  benefits  and  the  most  efficient  care.  They  should  be  confident  that  federal 
budget  pressures  won't  entirely  dictate  how  health  services  are  provided  for  older 
Americans  now,  five  years  from  now,  or  30  years  from  now. 

An  independent  citizens'  commission  can  do  this  job,  and  put  the  "trust"  back  in 
the  trust  fund.  The  commission  would  annually  assess  how  much  money  is  needed 
to  maintain  current  commitments.  Then,  Congress  can  set  a  target — through  its  reg- 
ular budget  resolution- — for  how  much  it  wants  to  spend  on  Medicare.  The  commis- 
sion would  hold  public  hearings,  translate  the  congressional  budget  target  into  rec- 
ommendations for  a  benefit  package  and  provider  payment  rates,  and  present  Con- 
gress with  its  recommendations — which  would  then  be  voted  up  or  down  as  a  pack- 
age. 

We  believe  a  bipartisan,  citizens'  commission  on  Medicare  should  be  permanent, 
with  a  life  expectancy  beyond  the  current  crisis.  Otherwise,  older  Americans  will 
continue  to  be  caught  in  the  political  crossfire  obscuring  the  real  issue:  how  to  pro- 
vide quality,  cost  effective  health  care  to  a  growing  number  of  people.  Creating  an 
independent  commission  doesn't  mean  that  we  won't  constrain  growth;  it  means 
well  do  it  rationally  and  publicly. 

Shared  responsibility 

Hospitals  and  health  systems  are  willing  to  work  to  both  reduce  the  budget  deficit 
and  ensure  that  the  Hospital  Insurance  Trust  Fund  remains  solvent.  But  both  goals 
must  be  arrived  at  through  shared  responsibility.  Initiatives  that  move  Medicare  to- 
ward our  vision  of  coordinated  health  care  can  serve  patients  better  and  save 
money.  But,  saving  the  current  goal  of  $270  billion  over  seven  years  will  mean  a 
financial  effect  on  everyone  with  a  stake  in  Medicare — hospitals  and  health  systems, 
physicians,  other  providers,  and  beneficiaries.  Doing  business  the  old-fashioned 
way— just  cutting  provider  payments — is  not  the  answer.  To  address  Medicare's 
long-term  problems,  everything  must  be  on  the  table:  program  structure,  benefits, 
beneficiary  cost-sharing,  eligibility,  and  program  revenues,  as  well  as  provider  pay- 
ments. 

Since  the  Omnibus  Budget  Reconciliation  Act  of  1987  (OBRA  1987),  Medicare  hos- 
pital spending  reductions  totalling  at  least  $48  billion  have  had  significant  impact 
on  hospitals  and  health  systems.  These  include  increases  in  prospective  payment 
rates  that  haven't  kept  up  with  inflation.  On  Medicare  inpatient  and  outpatient  care 
combined,  1993  Prospective  Payment  Assessment  Commission  data  show  hospitals 
losing  11  cents  on  each  dollar  it  cost  them  to  provide  care. 

The  effects  of  further  "business-as-usual"  Medicare  reductions  can  be  illustrated 
by  an  impact  analysis  AHA  commissioned  from  Lewin-VHI,  a  health  care  consulting 
firm.  We  asked  Lewin-VHI  to  model  the  impact  on  hospitals  and  health  systems  of 
Medicare  spending  reductions  totalling  $250  billion  over  seven  years — $20  billion 
less  than  those  later  adopted  by  Congress. 

Based  on  historical  patterns  of  previous  Medicare  spending  reductions,  the  Lewin- 
VHI  analysis  assumes  that  a  $250  billion  reduction  could  translate  into  hospital 
PPS  reductions  of  $94  billion  over  seven  years.  The  Lewin-VHI  findings  show: 

•  Under  this  scenario,  every  type  of  hospital  loses — rural,  urban,  large,  small, 

teaching,  and  non-teaching. 

•  By  the  year  2000,  Medicare  PPS  inpatient  operating  margins  could  fall  to  nega- 

tive 20.6  percent.  Because  most  of  the  reductions  are  made  in  the  first  five 
years,  margins  could  rise  for  the  last  two  years,  but  still  remain  negative — a 
negative  12.2  in  the  year  2002. 

•  Hospitals'  PPS  costs  per  case  last  year  grew  at  2.1  percent— the  lowest  rate  ever. 

Lewin-VHI  estimates  use  a  very  conservative  number  for  hospital  cost  growth, 
based  on  last  veai^s  experience.  If  actual  cost  growth  is  higher  than  projected, 
hospitals  could  face  substantially  lower  margins  than  those  illustrated  here. 
In  the  past,  hospitals  coped  with  Medicare  spending  reductions  by  passing  the  dif- 
ference on  to  other  payers,  like  non-Medicare  patients  and  their  employers.  That's 
called  cost-shifting.  But  those  days  are  fast  disappearing,  and  these  reductions  are 
unprecedented.  The  market  is  snutting  down  the  cost-shift  option.  Managed  care 
contracts  and  a  growing  number  of  employers  and  private  insurers  who  negotiate 
discounted  prices  are  making  it  a  thing  of  the  past.  They're  tired  of  shouldering  the 
burden  of  government  undemanding. 
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This  leaves  hospitals  with  unpalatable  options:  reduce  the  size  of  the  work  force; 
reduce  services  and  programs;  or,  ultimately,  shut  their  doors  altogether.  Any  one 
of  these  options  takes  us  farther  from  our  mission  of  providing  the  highest-quality 
care  to  the  people  we  serve,  including  America's  elderly,  poor  and  disabled. 

Ensuring  access  for  the  nation's  most  vulnerable 

Ensuring  access  for  the  elderly,  poor  children  and  pregnant  women,  and  the  dis- 
abled requires  a  comprehensive  approach.  There  are  two  keys  to  such  an  approach: 
Health  plans  should  not  be  able  to  exclude  areas  where  these  most  vulnerable  popu- 
lations reside;  and  poor,  disabled  or  elderly  individuals  should  not  be  systematically 
excluded  from  coverage  by  health  plans  on  the  basis  of  their  previous  or  potential 
need  for  services. 

While  not  the  subject  ot  this  hearing— and  we'd  be  pleased  to  go  into  greater  de- 
tail at  a  later  date— the  move  toward  converting  Medicaid  into  a  block  grant  pro- 
gram is  something  we  feel  strongly  enough  about  to  mention.  The  nation's  most  vul- 
nerable citizens  should  be  protected  from  an  effort  to  convert  Medicaid  into  block 
grants  that  can  be  used  for  purposes  other  than  providing  health  care  to  those  in 
need.  States  must  be  held  accountable  for  using  Medicaid  funds  for  their  rightful 
purpose.  And  the  Boren  Amendment,  which  requires  that  payments  to  providers  be 
"reasonable  and  adequate,"  must  not  be  unilaterally  repealed.  To  do  so  would  leave 
states  with  no  accountability  in  paying  providers  fairly. 

Conclusion 

Mr.  Chairman,  I  commend  many  in  Congress  for  sending  strong  signals  support- 
ing two  of  our  principles:  restructuring  and  shared  responsibility,  and  their  willing- 
ness to  consider  an  independent  commission  and  our  ideas  on  access  for  Medicaid 
recipients. 

But  let's  be  clear  about  one  thing:  The  issues  we  are  talking  about  here  are  not 
just  political  issues — they  are  people  issues.  The  decisions  you  will  make  in  the  next 
few  weeks  will  affect  almost  every  American:  the  37  million  people  who  rely  on  Med- 
icare benefits  for  their  health  care;  the  families  of  those  beneficiaries;  the  millions 
of  baby-boomers  who  are  edging  closer  to  retirement;  the  young  workers  who  are 
paying  into  the  system  and  rightfully  expect  Medicare  to  be  there  for  them  when 
they  grow  older  and  retire;  and  all  our  citizens  who  receive  care  from  hospitals  and 
health  systems  that  could  be  adversely  affected  if  change  is  not  achieved  the  right 
way. 

America's  hospitals  and  health  systems  are  proud  of  the  high-auality  health  care 
they've  provided  Medicare  beneficiaries  over  the  first  30  years  oi  the  program.  We 
look  forward  to  providing  even  better  care  in  an  even  better  system  for  the  next  30 
years  and  beyond.  We  believe  strongly  that,  by  adhering  to  the  principles  I've  de- 
scribed, we  can  achieve  that  goal. 

Mr.  Bilirakis.  Thank  you.  Thank  you,  sir. 
I  will  kick  off  the  questioning. 

Ms.  Ignagni,  you  have  heard  the  others  testify  regarding  the 
FEHBP.  Do  you  have  a  position  regarding  that? 

Ms.  Ignagni.  Well,  we  have  done  a  lot  of  thinking  about  that,  sir, 
and  I  think  that  there  is  probably  quite  a  lot  of  a  confluence  of 
thinking  about  long-term.  The  issue  is  do  we,  can  we,  how  do  we 
get  there  from  here? 

What  we  have  tried  to  offer  for  your  consideration  is  something 
that  you  can  implement  immediately  to  begin  to  make  structural 
changes  that  work  for  beneficiaries  while  we  are  looking  at  how  we 
actually  would  do  a  competitive  bidding  situation  and  how  we 
would  make  those  payment  decisions  that  have  been  talked  about 
this  morning  in  this  committee  as  well  as  last  week  in  your  hear- 
ing. 

I  think  both  Dr.  Wilensky  and  Dr.  Altman  indicated  that  it 
would  take  a  period  of  at  least  24  to  36  months  to  do  some  competi- 
tive bidding  demonstrations.  We  are  very  much  interested  in  par- 
ticipating in  that  and  being  helpful,  but  the  issue,  I  think,  before 
you  is  what  do  you  do  today,  should  you  choose  to  make  changes. 
We  have  tried  to  offer  our  testimony  in  that  spirit. 
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Mr,  BlLlRAKlS.  Thank  you. 

Ms.  Ignagni.  I  do  not  think  there  is  a  great  deal  of  difference  of 
opinion  in  terms  of  long  term. 
Mr.  BlLlRAKlS.  All  right.  Great. 

Dr.  Bristow,  the  AMA  Medicare  proposal — well,  it  calls  for  a  lot 
of  things.  You  mentioned  this,  but  I  would  like  to  go  into  it  a  little 
more  in  detail,  the  modification  of  the  traditional  program  with  re- 
spect to  the  single  Medicare  payment  that  would  preclude  the  need 
for  Medigap  insurance  and  cost  sharing. 

Could  you  better  explain  that  with  an  illustration  method  of  a 
beneficiary,  with  a  dollar  figure  that  they  ordinarily  would  pay  for 
Medigap  insurance  and  take  us  through  a  scenario  under  your 
plan? 

Mr.  Bristow.  Yes,  Mr.  Chairman,  I  would  be  happy  to  do  that. 

Currently,  the  Medicare  beneficiary  pays  a  premium  in  Part  B  of 
$553  per  month — excuse  me— per  year,  which  is  taken  out  in  

Mr.  BlLlRAKlS,  Do  not  say  "per  month."  We  have  enough  prob- 
lems up  here. 

Mr.  Bristow.  [continuing]  which  is  taken  out  in  monthly  allot- 
ments from  the  Social  Security  check. 
Mr.  Bilirakis.  Yes. 

Mr.  Bristow.  The  individual  who  has  Medigap  insurance  cur- 
rently pays  a  premium  of  $1,011  per  year,  on  average,  across  the 
country,  making  a  total  of  $1,564  per  year  that  they  are  paying 
out. 

Now,  what  we  are  suggesting  is  that,  for  the  most  part,  at  least 
$300  or  so  of  that  payment  into  the  Medigap  policy  is  usually  swal- 
lowed up  in  administrative  costs  by  the  insuring  agency. 

We  are  suggesting,  as  an  alternative,  that  we  take  that  same  fig- 
ure, $1,011,  and  the  $553  that  they  currently  pay  in  Part  B  pre- 
miums and  combine  these,  a  total  of  $1,564,  and  that  the  Federal 
Government  use  $534  of  the  original  Part  B  premium  and  $511  of 
what  would  have  been  the  Medigap  payment  for  the  premium  of 
the  current  program.  This  means  that  there  would  be,  therefore, 
$1,064  actually  being  retained  by  the  government  as  a  premium  for 
the  current  program,  and  the  additional  $500  that  is  left  over  be 
established  in  an  escrow  account  as  a  deductible,  a  refundable  de- 
ductible for  that  individual  patient.  Thus,  the  patient,  in  essence, 
is  paying  the  same  number  of  dollars,  or  if  it  is  government,  the 
government  is  paying  the  same  number  of  dollars  that  were  paid 
before. 

Now,  however,  that  patient  has  an  incentive  to  be  prudent  in 
terms  of  how  they  expend  the  deductible.  The  deductible  will  not 
be  coming  directly  out  of  pocket,  it  will  be  coming  from  the  escrow 
account,  but  the  patient  will  be  informed  that,  at  the  end  of  the 
year,  whatever  is  left  in  the  escrow  account,  if  any,  will  be  refund- 
able to  them  from  that  original  $500  deductible.  It  provides  an  in- 
centive for  the  patient  to  use  judgment  about  whether  or  not  they 
need  services. 

If  the  patient  is  a  typical  patient,  they  may  very  well,  in  an  ordi- 
nary year,  expend,  say,  about  $300  seeing  a  doctor  twice,  and  get- 
ting a  few  tests  without  being  hospitalized.  If  that  occurs,  that 
$300  will  come  out  of  the  deductible  in  the  escrow  account,  leaving 
$200  at  the  end  of  the  year  as  a  refund  to  the  patient. 
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Now,  the  total  number  of  dollars  that  have  been  put  into  the  sys- 
tem, even  if  it  has  been  by  the  government,  will  still  be  the  same, 
$1,564.  However,  because  that  patient  now  has  an  incentive  to  be 
prudent  about  the  expenditure  of  those  dollars,  it  will  have  a 
dampening  effect  on  the  escalation  of  costs. 

Now,  that  is  to  be  combined,  of  course,  with  several  other  fea- 
tures that  we  have  outlined  that  would  introduce  competition 
among  providers,  a  factor  that  has  been  sorely  missing  for  a  num- 
ber of  decades,  as  I  am  sure  the  chairman  is  aware.  When  you  com- 
bine making  price  information  available  to  patients,  giving  them  an 
incentive  to  factor  in  the  value  of  the  services  that  they  are  about 
to  utilize,  we  believe  that  that  is  going  to  be  an  important  part  of 
transforming  Medicare  and  making  it  much  more  affordable. 

Mr.  Bilirakis.  Thank  you,  Doctor.  My  time  has  expired.  I  would 
like  to  expand  on  that  somewhat,  but  I  think  I  will  go  over  to  Mr. 
Waxman  at  this  point. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman. 

I  am  pleased  to  welcome  this  panel.  I  am  sorry  I  was  not  here 
to  hear  your  oral  presentations. 

Ms.  Ignagni,  if  we  have  a  Medicare  defined  contribution  system, 
what  guarantees  will  there  be  that  beneficiaries,  particularly  older 
and  sicker  persons,  would  be  able  to  purchase  insurance,  and  what 
specific  insurance  reforms  will  be  necessary  to  ensure  that  all  Med- 
icare-eligible people  have  access  to  mainstream,  good-quality  health 
care? 

Ms.  Ignagni.  I  think  that  is  an  excellent  question,  Congressman 
Waxman.  Let  me  answer  it  in  several  ways. 

First,  I  think  we  have  to  look  at  the  situation  we  have  today  for 
elderly  Americans. 

Many  of  our  beneficiaries  who  have  joined  HMOs  who  are  over 
65  report — let  me  say  it  another  way— -have  indicated  that  the  most 
valuable  part  of  our  services  to  them  is  the  coordinated-care  envi- 
ronment in  an  HMO,  with  a  team  of  practitioners  working  together 
with  an  emphasis  on  prevention  and  everything  through  to  tertiary 
care. 

The  issue  that  they  have  commented  on  most  starkly  in  the  al- 
ternative system,  in  fee-for-service,  is  the  need  to  basically  go 
through  the  phone  book  to  find  adequate  specialists  and  primary- 
care  physicians. 

So,  I  think  what  we  offer  is  an  environment  where  there  is  that 
kind  of  coordinated  care. 

However,  one  does  need  to  think  about— and  we  testified  to  this 
effect  both  last  week  as  well  as  this  week— the  need  to  impose 
standards  across  the  board  in  plans  that  are  participating  in  the 
system  so  that  there  can  be  equity,  there  can  be  consumer  protec- 
tion, and  there  can  be  accountability. 

We  will  have  failed  at  this  task,  I  think,  if,  in  the  end,  we  end 
up  with  HMOs  being  the  only  type  of  health  plans  that  are  report- 
ing data.  We  need  to  look  across  the  board  at  reporting  data,  look 
at  accountability,  and  begin  to  think  about  the  kinds  of  standards 
that  make  sense. 

Mr.  Waxman.  Why  would  any  insurance  plan,  whether  it  is  an 
HMO  or  a  fee-for-service  plan — why  would  anybody  running  one  of 
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those  systems  want  to  have  somebody  who  is  older  and  sicker  and 
will  cost  more  to  care  for? 

If  I  were  running  an  HMO,  I  would  rather  have  people  who  are 
basically  well  and  then  coordinate  their  wellness  rather  than  have 
to  treat  their  sickness — recognizing  that  you  might  have  to  treat 
their  sickness. 

Should  we  have  insurance — aside  from  the  standards — some  in- 
surance requirements  in  place? 

Ms.  Ignagni.  We  have  testified  in  both  our  oral  and  written  tes- 
timony that  we  need  to  look  at  the  issue  of  risk  adjustment,  which 
I  think  you  are  getting  at.  That  is  a  very  important  part  of  the  sys- 
tem today.  I  believe  most  of  the  panel  have  actually  indicated  that 
we  would  be  very  interested  in  commenting  on  ways  to  do  that  in 
a  reformed  system. 

I  think  what  we  have  tried  to  do,  speaking  for  GHAA,  is  provide 
a  road  map  of  how  you  transition  out  of  the  current  system,  begin 
making  changes  over  time  to  provide  more  choice,  to  fairly  look  at 
equality  of  payment  across  systems  and  standards  v/ith  respect  to 
infrastructure. 

Mr.  Waxman.  Do  you  think  that  we  ought  to  have  higher  pre- 
miums, deductibles,  and  coinsurance  for  people  who  choose  to  stay 
in  the  current  fee-for-service  Medicare  program? 

Ms.  Ignagni.  That  is  the  situation  today  absent  any  changes.  Of 
course,  as  you  know,  the  deductible  is  quite  high,  the  premiums  are 
high  in  terms  of  co-pays  and  out-of-pocket. 

Mr.  Waxman.  Do  you  think  we  ought  to  increase  it? 

Ms.  Ignagni.  Well,  I  think  that  that  is  a  matter  for  the  commit- 
tee and  other  Members  of  Congress  to  decide,  but  we  have  seen, 
you  may  be  interested  to  know,  in  our  plans,  50  percent  

Mr.  Waxman.  As  a  matter  of  public  policy,  do  you  think  it  is  a 
good  idea,  if  people  want  to  be  in  a  fee-for-service,  that  they  have 
that  choice  only  if  they  pay  substantially  more  than  they  now  pay? 

Ms.  Ignagni.  I  am  not  sure — depending  upon  the  proposal  that 
is  before  you,  I  am  not  sure  if  that  would  be  the  case. 

If  we  started  from  where  we  are  today,  of  course,  then  that 
would  mean  that  people  would  be  able  to  have  more  choices.  If  we 
look  at  spill-over  effects  from  growing  penetration  of  HMOs  and 
other  kinds  of  organized  delivery  systems,  if  we  looked  at  the  kinds 
of  initiatives  that  they  have  launched  within  HCFA — as  Dr.  Feder 
testified — to  actually  bring  the  cost  for  fee-for-service  down,  adopt- 
ing some  of  the  techniques  in  the  private  sector,  I  think  that  those 
are  really  worth  taking  a  look  at.  Obviously,  from  a  beneficiary 
side,  you  want  to  think  about  all  those  things  and  how  they  add 
up  in  terms  of  cost  advantages  before  you  make  your  decisions. 

Mr.  Waxman.  Dr.  Bristow,  if  providing  a  care  manager  or  a  gate- 
keeper is  the  primary  way  managed-care  plans  control  costs,  how 
could  a  Medicare  beneficiary  be  cost-conscious  outside  of  a  man- 
aged-care plan? 

How  can  seniors  determine  medical  necessity  and  compare  value 
among  competing  care-givers,  or  are  we  expecting  them  to  shop 
around  on  the  basis  of  price,  not  on  quality,  when  they  are  choosing 
their  doctors? 

Mr.  Bristow.  No,  Congressman.  I  believe  that  the  public  should 
have  additional  information  that  can  be  useful  to  them  in  judging 
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variations  in  quality,  outcome,  and  the  like,  and  part  of  our  pro- 
posal calls  for  the  creation  of  a  private  entity  that  would  be  work- 
ing in  collaboration  with  government  to  develop  the  kind  of  out- 
come measures,  the  sort  of  report-card  information  that  patients 
need  and  should  have. 

We  simply  feel  that  price  ought  to  be  one  of  the  components  that 
the  public  is  evaluating  when  they  are  making  their  choice. 

Mr.  Waxman.  Thank  you  very  much. 

Thank  you,  Mr.  Chairman. 

Mr.  Bilirakis.  Thank  you,  Mr.  Waxman. 

Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman. 

Ms.  Ignagni,  will  the  private  sector  insurers  respond  given  the 
opportunity  to  create  new  products  for  seniors  in  this  country  if  we 
opened  up  the  Medicare  system  to  choice? 

Ms.  Ignagni.  They  are  responding. 

Mr.  Burr.  Already? 

Ms.  Ignagni.  I  think  that  you  will  see  far  greater  growth  across 
the  country  absent  any  new  changes,  but  I  think,  if  you  are  think- 
ing about  the  kinds  of  changes  that  have  been  before  you,  then  I 
expect  that  such  changes  would  happen  more  quickly,  yes. 

Mr.  Burr.  Have  the  changes  so  far  been  encouraged  by  HCFA, 
or  have  they  taken  a  neutral  or  passive  position  on  them? 

Ms.  Ignagni.  I  actually  think,  in  fairness,  that  we  have  been 
working  very  productively  with  HCFA  to  identify  ways  that  we 
might  better  explain  to  beneficiaries  the  range  of  choice  out  there, 
and  I  think  we  are  making  progress. 

Some  of  the  issues  that  remain  to  be  resolved:  it  may  interest 
you  to  know  that  it  can  take  up  to  2  years  to  actually  be  approved 
to  offer  services  in  this  area.  I  think  that  HCFA  is  very  interested 
in  shortening  the  timespan,  and  we  concur  with  that. 

There  have  been  a  range  of  things  that  we  have  begun  to  iden- 
tify. We  have  begun  to  have,  I  think,  very  productive  discussions. 

This  is  an  issue  of  how  quickly  you  can  go,  but  what  we  have 
seen  in  the  private  sector,  based  on  the  under-65  population — and 
I  assume  this  is  where  you  are  going  in  your  question — is  that  as 
you  offer  more  information  to  people  and  they  are  aware  of  the 
choices  before  them,  then  they  vote  with  their  feet,  and  that  is  defi- 
nitely what  is  happening. 

Mr.  Burr.  Dr.  Bristow,  let  me  ask — AMA  has  got  a  pretty  firm 
plan,  a  suggestion  on  the  table. 

Mr.  Bristow.  Yes. 

Mr.  Burr.  How  many  times  in  the  last  6  months  has  HCFA  met 
with  the  AMA  or  any  member  of  the  administration  met  with  the 
AMA  to  discuss  potential  changes  and  to  ask  your  input  on  what 
type  of  transformation  we  should  go  through  in  Medicare? 

Mr.  Bristow.  Well,  Congressman,  I  cannot  honestly  think  of  any 
instance  in  which  HCFA  has  come  and  asked  us  for  information. 

Mr.  Burr.  Does  that  seem  a  little  bit  odd  to  you  as  the  President 
of  the  AMA  that  HCFA  would  not  solicit  your  input? 

Mr.  Bristow.  Well,  I  think  it  would  have  been  helpful  if  that 
input  had  been  requested,  yes. 

Mr.  Burr.  Well,  you  talked  about  your  plan,  transforming  Medi- 
care, that  patients  are  insulated  from  cost  and  that  we  need  a  fun- 
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damental  shift  away  from  government  control,  and  I  would  agree 
with  you. 

Let  me  just  ask  this.  Can  we,  in  your  mind,  design  a  plan  that 
extends  farther  than  10  years?  I  think  that  Congressman  Deutsch 
and  Dr.  Feder  both  alluded  to  the  fact  that  the  best  we  can  hope 
for  is  to  design  a  plan  that  is  solvent  for  10  years. 

Can  we  design  a  plan  that  is  solvent  for  longer  than  10  years? 

Mr.  Bristow.  Yes,  sir,  we  can,  if  we  begin  thinking  about  how 
to  help  younger  Americans  develop  the  wherewithal  and  the  means 
to  provide  for  their  healthcare  needs  after  they  get  older  and  when 
they  retire  without  government  assistance. 

We  believe  that  is  possible,  and  we  think  that  the  concept  of  the 
medical  savings  account  is  one  of  the  mechanisms  whereby  that 
might  be  realized. 

Mr.  Burr.  Let  me  ask  you — because  under  your  plan,  there  po- 
tentially could  be  a  financial  benefit  to  the  person  who  chooses  one 
of  the  options,  if  your  plan  succeeded,  and  did  not  have  the  degree 
of  health  needs  that  year.  They  could  possibly  receive  a  financial 
refund.  Am  I  correct? 

Mr.  Bristow.  Absolutely.  Let  me  point  out  what  would  happen 
in  that  situation  if  the  individual  chose  what  I  call  the  standard, 
updated  Medicare  program.  They  would  then  have  this  refundable 
deductible  created  in  an  escrow  account  of  the  sort  that  we  have 
been  talking  about. 

Mr.  Burr.  I  would  define  that  under  Dr.  Feder's  example  as  fi- 
nancial coercion,  which  the  administration  is  vehemently  against. 
Would  you  object  to  that,  also,  or  do  you  see  that  as  an  important 
tool  in  the  process  of  transforming  Medicare  into  this  new  plan? 

Mr.  Bristow.  We  think  it  is  essential  in  transforming  Medicare 
to  do  several  things,  one  of  which  is  to  give  the  individual  the  in- 
centive to  want  to  be  concerned  about  the  healthcare  decisions  that 
are  made  for  him  or  her. 

It  is  also  important,  in  giving  them  that  incentive,  to  allow  them 
to  be  rewarded  for  being  prudent,  and  the  way  to  do  that,  we  think, 
is  to  provide  an  avenue  whereby  prudent  decisions  are  rewarded  in 
a  meaningful  way.  At  the  same  time,  making  those  prudent  deci- 
sions should  not  prohibit  the  individual  from  getting  needed  and 
necessary  health  care. 

Mr.  Burr.  Mr.  Chairman,  just  one  followup. 

Mr.  Davidson,  if  you  will,  you  brought  up  something  that  I  have 
yet  to  hear  in  hearings,  and  that  is  an  independent  commission  on 
Medicare.  If  any  of  the  other  witnesses  have  testified  to  that  degree 
in  the  past,  I  apologize. 

Mr.  Bilirakis.  This  has  got  to  be  quick. 

Mr.  Burr.  I  can  certainly  see  the  benefit.  My  question  would  be 
why,  from  your  standpoint.  Is  this  the  reality  of  us  trying  to  deal 
in  the  politics  of  Medicare  and  we  need  to  get  it  outside  the  realm 
of  this  committee  room  and  the  halls  of  Congress? 

Mr.  Davidson.  The  issues  are  so  complex  that,  given  the  par- 
tisanship that  takes  place  that  we  all  know  so  well,  it  is  going  to 
be  awfully  difficult  to  make  fair  and  even-handed  decisions  because 
of  the  way  that  will  play  out. 

Second,  in  our  rush  to  make  some  important  decisions,  we  need 
to  be  reminded  that  this  is  so  important  that,  if  we  make  some  too 
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rapidly  and  they  result  in  unintended  consequences,  we  may  set  a 
lot  of  good  ideas  back.  One  only  needs  to  be  reminded  of  the  pas- 
sage of  catastrophic  here  in  1988  and  then  the  overturning  of  that 
action  1  year  later. 

These  are  very  complex  issues  that  affect  virtually  all  Americans, 
not  just  senior  citizens.  It  affects  all  of  their  families  and  everyone 
else,  as  well,  and  we  think  that  it  is  essential  that  there  be  an 
independent  body  whose  only  responsibility  is  to  pay  attention  to 
these  matters,  to  make  recommendations  to  you,  to  keep  you  in 
charge  here  in  the  Congress  but  to  have  them  make  recommenda- 
tions for  you  to  vote  on  in  terms  of  tough  decisions.  We  think  that 
is  critical. 

Mr.  Burr.  Thank  you,  Mr.  Davidson. 

I  yield  back,  Mr.  Chairman. 

Mr.  Bilirakis.  Mr.  Stupak. 

Mr.  Stupak.  Thank  you,  Mr.  Chairman. 

Dr.  Bristow,  your  plan  that  the  AMA  approved  last  month  had 
$162  billion  in  cuts.  Do  you  propose  this  independent  commission 
to  make  up  the  other  $100  billion  in  cuts  that  is  being  proposed? 

Mr.  Bristow.  No.  We  are  not  advocating  either  the  creation  of 
an  independent  commission  nor  trying  to  suggest  to  the  Congress 
how  to  proceed  about  the  business  that  it  is  appropriately  address- 
ing. 

Mr.  Stupak.  How  do  we  come  up  with  the  other  $100  billion  in 
cuts  that  we  need  if  we  come  to  this  $270  billion?  I  mean  I  have 
seen  your  plan,  and  I  have  some  questions  on  it,  but  I  guess  we 
are  hearing  a  lot  about  $160.  Where  do  we  come  up  with  this  extra 
$100  billion  other  than  this  independent  commission,  whatever 
they  come  up  with? 

Mr.  Bristow.  Well,  the  approach  that  we  use  is  that  we  are  phy- 
sicians. Our  concern  has  to  be  about  the  patients  that  we  take  care 
of,  and  what  we  try  to  do  is  to  look  for  available  savings,  keeping 
in  mind  that  the  program  that  is  the  most  threatened  is  Part  A, 
the  hospital  insurance  fund,  and  that  that  should  be  a  high-priority 
item  in  terms  of  protection. 

What  we  have  come  up  with,  we  believe,  are  a  series  of  areas  in 
which  there  are  savings,  and  then  we  had  them  costed  out,  and  the 
sum  came  to  $162  billion.  It  would  have  been  nice  if  it  had  come 
to  a  higher  figure. 

On  the  other  hand,  we  would  also  say  that  there  are  a  number 
of  activities  that  we  are  proposing  which  cannot  be  scored  but 
which  we  are  quite  confident  will  yield  many  billions  more. 

Simply  the  matter  of  physicians  competing  with  one  another  by 
having  the  prices  of  their  services  available  is  not  scoreable,  but  it 
is  clear  in  our  mind  that  that  is  going  to  result  in  significant  and 
substantial  savings. 

Mr.  Stupak.  In  the  Medicare  trustees'  report,  Stanford-Ross  said 
we  would  only  need  $130  billion  to  resolve  the  Medicare  funding 
problem  by  the  year  2002,  and  I  guess  my  question  is,  if  we  only 
need  $130  billion  according  to  the  Medicare  trustees,  why  are  we 
going  at  $270  and  $260  billion,  whatever  it  is  going  to  be?  Any 
comment  on  that? 

Mr.  Bristow.  Yes,  sir.  We  think  it  is  essential  that  we  use  this 
opportunity  to  correct  some  inherent  flaws  in  the  program.  They 
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were  not  intentionally  flawed  at  the  beginning.  In  fact,  what  has 
happened  is  that  the  Medigap  insurance  program  has  taken  away 
the  incentive  for  patients  to  be  prudent  buyers  of  care.  It  has  also 
taken  away  the  incentive  from  providers  to  be  as  prudent  as  they 
might  be  by  virtue  of  being  competitive  with  one  another. 

Mr.  Stupak.  So,  you  are  saying  the  extra  130,  140  billion  is  to 
correct  flaws  within  the  system? 

Mr.  BRISTOW.  I  am  not  sure  I  am  following  your  question,  sir. 

Mr.  Stupak.  Stanford-Ross  says  we  only  need  130,  and  the  pro- 
posal is  270.  Why  the  other  130,  140?  That  is  what  I  was  driving 
at.  Why  are  we  going  twice  as  far  as  we  should? 

Mr.  Bristow.  I  am  afraid  I  do  not  have  the  answer  to  that,  sir. 

Mr.  Stupak.  One  of  the  proposals  you  have  is  to  eliminate  the 
sole  community  provider  hospital  in  your  plan,  in  the  AMA's  plan. 

Mr.  Bristow.  Yes. 

Mr.  Stupak.  Nearly  half  of  the  general  hospitals  in  the  United 
States  are  located  in  rural  areas,  and  since  1980 — I  am  sure  you 
know  all  these  facts — more  than  200  rural  community  hospitals 
have  been  closed.  Many  rural  areas  are  experiencing  shortages  in 
physicians,  and  it  is  expected  to  even  get  worse,  because  at  least 
20  percent  of  physicians  in  rural  areas  are  over  age  65. 

So,  if  we  are  not  going  to  have  the  sole  community  provider  hos- 
pital payments,  I  really  have  a  great  concern  about  the  devastating 
impact  on  rural  areas.  Why  would  the  AMA  support  such  a  pro- 
posal to  do  away  with  sole  community  provider  hospitals  and  even 
the  teaching  part  without  something  to  take  its  place  to  help  out 
the  rural  areas? 

Mr.  BILIRAKIS.  Dr.  Bristow,  before  you  answer  that,  why  don't  we 
break  at  this  point?  You  know  what  the  question  is.  You  can  pro- 
ceed. 

I  think  you  will  have  another  couple  of  minutes  to  go,  Bart,  when 
we  get  back. 

Mr.  Greenwood  has  gone  over,  and  then,  as  soon  as  he  returns, 
we  will  continue. 
[Brief  recess.] 

Mr.  Ganske  [presiding].  We  will  bring  the  hearing  to  order. 
I  will  recognize  myself. 

I  want  to  thank  everybody  for  being  here.  It  gets  to  be  a  long 
day,  as  I  have  noted  before,  especially  when  you  are  not  on  the  first 
panel,  and  then  you  have  to  wait  around  even  longer  for  those  who 
are  on  the  third  panel. 

I  think  I  would  like  to  start  out  with  one  question  for  everybody 
on  the  panel,  and  we  will  just  go  right  down  the  row.  I  believe  that 
everybody  has  concerns  about  quality  and  about  patient  protection, 
and  I  think  that  whatever  changes  we  propose,  it  will  be  very  im- 
portant to  senior  citizens  that  they  have  some  assurance  that  they 
will  receive  quality  care  and  that  they  will  not  be  forced  into  cer- 
tain situations  and  that  if  they  have  grievances,  there  are  ways 
that  they  can  express  those.  And  the  same  process  would  be  avail- 
able for  providers  and  for  insurers,  as  well. 

So,  I  would  like  to  ask  each  of  the  members  of  the  panel  if  you 
could  give  me — and  so,  the  ones  at  the  end  will  have  a  little  bit 
more  time  to  think  about  this — what  would  be  the  two  or  three  pro- 
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visions  that  you  would  want  included  in  a  major  restructuring  bill 
that  would  address  the  issue  of  patient  protection? 
We  will  start  with  Ms.  Ignagni. 

Ms.  Ignagni.  I  think  the  first,  Dr.  Ganske,  would  be  data  disclo- 
sure. That  is  important,  as  you  have  indicated,  for  beneficiaries, 
providers,  participants  in  the  system  to  get  a  sense  of  what  is  going 
on  in  all  systems. 

Second  would  be  quality-assurance  mechanisms  across  the  var- 
ious types  of  models  that  would  be  out  there,  licensure  issues,  and 
solvency  issues.  Those  are  the  kinds  of  things  that  I  would  offer  to 
begin  the  discussion. 

Mr.  Ganske.  Dr.  Bristow? 

Mr.  Bristow.  Thank  you,  Congressman.  I  think  there  are  two 
major  areas  that  I  would  want  to  see  clearly  filled  in. 

The  first  is  what  I  would  call  full  disclosure  to  the  patient.  I  be- 
lieve patients  need  to  know  what  is  going  to  be  covered  and,  very 
importantly,  what  is  not  going  to  be  covered.  Are  there  any  incen- 
tives to  those  who  are  providing  healthcare  services  to  withhold 
services?  What  is  the  satisfaction  level — what  do  the  satisfaction 
surveys  show  of  those  who  are  already  subscribers?  And  also  ex- 
tremely important,  what  is  the  loss  ratio  of  that  particular  entity? 
That  is  to  say  what  percentage  of  the  premium  dollar  actually  is 
spent  on  patient-care  services  as  opposed  to  other  areas  such  as 
overhead,  administration,  profits,  etcetera? 

The  second  area  that  I  think  is  of  critical  importance  is  that  the 
physicians  associated  with  that  entity  should  have  some  type  of  for- 
malized structure  that  will  allow  them  to  have  input  to  the  admin- 
istration, ideally  in  a  fashion  somewhat  similar  to  that  of  a  hospital 
medical  staff.  In  that  situation,  where  the  physicians  have  a  struc- 
ture that  allows  them  to  collectively  indicate  their  beliefs  as  far  as 
quality-of-care  issues,  services  that  are  provided,  things  of  that  na- 
ture. 

Mr.  Ganske.  Mr.  Butler? 

Mr.  Butler.  I  certainly  agree  with  the  previous  two  panelists 
that  disclosure  is  extremely  important.  Indeed,  our  proposal  in 
order  to  be  able  to  market  to  the  elderly,  a  private  plan  must  meet 
certain  conditions  and  provide  certain  standardized  information  to 
the  Federal  Government,  which  then  would  be  distributed  to  all 
Medicare  beneficiaries,  so  that  at  least  that  threshold  could  be 
achieved. 

I  think,  in  addition,  it  is  very  important  for  the  elderly  and  the 
disabled  also  to  have  information  which  reflects  the  opinions  of 
other  beneficiaries. 

If  you  look  at  the  FEHBP  and  the  Washington  checkbook  that  is 
supplied  very  broadly  to  FEHBP  beneficiaries,  that  includes  very 
detailed  patient  surveys.  It  is  broken  down  by  categories  of  infor- 
mation such  as  ease  of  access  to  a  doctor,  does  the  plan  explain  its 
benefits  to  you,  was  it  easy  to  get  an  appointment,  with  very  spe- 
cific ratings  by  other  people.  I  think  that  kind  of  information,  the 
more  subjective,  if  you  like,  factors  as  equally  important  in  assur- 
ing quality  in  the  broadest  sense  of  the  word. 

So,  I  would  suggest  those  two  elements  are  crucial  in  legislation. 

Mr.  Ganske.  Mr.  Scully? 
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Mr.  Scully,  I  would  also  agree  that  information  on  plans,  a  clear 
consumer  guide  of  exactly  what  you  are  choosing  is  probably  the 
single  most  important  element,  but  I  think  it  is  important  to  note 
that  just  the  design  of  an  FEHBP-like  plan  alone  protects  patients. 

The  fact  is  that  I  think  people  focus  too  much  on  the  idea  that 
you  are  pushing  people  to  managed  care.  That  is  certainly  not  what 
we  envision.  What  we  envision  is  a  defined  contribution,  but  you 
certainly  can  have  many  competing  fee-for-service  plans  provided 
by  private  carriers. 

There  is  no  reason  why  Aetna  or  Cigna  or  some  other  large  car- 
rier cannot  provide  a  fee-for-service  plan.  It  does  not  have  to  be 
managed  care.  So,  I  think  that  is  kind  of  a  built  in  protection  in 
that  you  are  not  just  going  to  have  managed  care  plans. 

Finally,  I  think  it  would  be  important  to  make  sure  that  you  had 
as  many  different  types  of  provider  networks  and  the  hospital  and 
physician  networks,  as  well  as  traditional  carriers,  just  to  make 
sure  that  the  market  is  balanced  and  keep  basically  giving  consum- 
ers as  many  choices  as  they  can  as  to  allow  a  balance  of  different 
types  of  provider  networks  to  develop. 

Mr.  Ganske.  Mr.  Davidson? 

Mr.  Davidson.  I  think  we  have  covered  almost  everything,  I 
would  want  to  say  that  we  would  fully  support  mechanisms  of  pub- 
lic accountability,  part  of  which  can  be  defined  in  the  process  of 
having  an  independent  national  commission.  It  is  clear  that  you  ob- 
viously want  to  begin  to  have  publicly  available  information  about 
cost,  about  quality,  about  enrollee  health  status  to  see  if  we  are  ac- 
tually doing  anything  that  improves  the  health  status  of  enrollees 
and  enrollee  satisfaction.  I  think  one  of  the  important  aspects  of 
talking  about  new  mechanisms  of  accountability  is  to  have  a  proc- 
ess by  which  we  give  the  public  an  opportunity  to  help  us  deter- 
mine what  would  be  useful  information  to  them  in  making  deci- 
sions about  choosing  their  health  plan  and,  to  the  degree  that  they 
are  satisfied,  having  some  kind  of  an  on-going  accountability  mech- 
anism on  reporting  on  the  performance  of  the  plan  and/or  providers 
together. 

Mr.  Ganske.  Thank  you. 

Mr.  Stupak? 

Mr.  Stupak.  Thank  you. 

Dr.  Bristow,  if  we  can  go  back  on  that  one  on  sole  community 
provider  hospital,  I  stated  how  I  felt  it  was  going  to  hurt  the  rural 
areas,  especially  in  physician  recruitment  at  our  sole  community 
provider  hospitals  in  rural  areas.  Why  would  the  AMA  support  that 
proposal? 

Mr.  Bristow.  Well,  the  AMA  has  included  it  among  our  rec- 
ommendations because,  first  of  all,  we  recognize  that  it  is  the  hos- 
pital insurance  fund  that  is  under  the  greatest  duress  at  this  point, 
and  obviously,  something  must  be  done.  Otherwise,  it  will  become 
bankrupt  in  the  year  2002. 

We  were  thinking  that,  in  general,  the  Nation  overall  is  undoubt- 
edly over-bedded,  and  it  was  from  that  perspective  that  we  re- 
viewed the  recommendations  that  came  from  the  CBO  and  thought 
of  them  as  being  much  more  expert  about — possibly  more  expert 
about  this  than  we  might  be. 


390 


Certainly,  I  think  it  would  be  an  area  that  we  would  be  very  will- 
ing to  go  back,  take  another  look  at  to  see  whether  or  not  the  cri- 
teria that  are  currently  being  used  are  being  used  wisely  and  ap- 
propriately, and  we  would  be  delighted  to  come  back  to  you  after 
further  thought  and  study  on  that. 

Mr.  Stupak.  Yes,  because  we  are  not  over-bedded.  I  think,  of  25 
hospitals,  14  are  sole  community  provider  hospitals,  and  they  are 
going  to  lose  about  a  million  dollars  a  year  underneath  your  pro- 
posals. Their  profits — they  do  not  have  any  profits,  first  of  all.  Up 
in  my  district,  there  is  nowhere  for  these  people  to  go.  The  nearest 
urban  area  close  to  me  is  probably  a  couple  hundred  miles  away. 

Let  me  ask  Mr.  Davidson  of  the  American  Hospital  Association — 
you  guys  do  not  support  the  elimination  of  sole  community  provider 
hospitals,  do  you?  I  mean  I  do  not  think  you  would,  but  yet,  in  your 
testimony,  you  came  up  with  that  same  160  figure.  So,  I  am  a  little 
concerned  about  that. 

Mr.  Davidson.  I  think  the  critical  issue,  in  listening  to  why  this 
was  on  the  table,  is  in  response  to  somehow  dealing  with  the  poten- 
tial bankruptcy  of  the  HI  trust  fund,  and  I  think  we  have  got  to 
begin  to  think  of  Medicare  not  as  Part  A  and  Part  B,  but  the  world 
is  moving  toward  a  combination. 

If  we  are  going  to  reinvent  the  Medicare  program,  we  are  looking 
at  the  wrong  response.  If  everything  that  we  did  had  to  come  out 
of  hospital  reductions  to  preserve  the  hospital  insurance  trust,  you 
could  not  cut  enough  to  do  it. 

The  future  lies  with  dealing  with  the  broader  aspects  of  the  pro- 
gram, and  so,  we  would  not  have  a  response  like  that.  We  think 
that  is  not  the  issue,  and  obviously,  from  our  perspective,  you 
know,  we  are  going  to  have — no  matter  how  we  move  to  the  future, 
we  are  going  to  have  some  kind  of  traditional  patterns  of  the  provi- 
sion of  Medicare  services  by  doctors  and  hospitals,  and  it  is  going 
to  be  some  time  before  we  get  to  this  brave  new  world  that  we  are 
talking  about.  If,  in  fact,  we  begin  to  make  some  of  the  reductions 
that  we  have  been  talking  about  for  some  institutions,  they  can  be 
in  trouble,  and  I  think  that  is  the  point  of  being  concerned  about 
the  unintended  consequences  of  some  of  these  actions. 

For  instance,  one  out  of  four  hospitals  in  America  derives  75  per- 
cent of  their  patient  revenues  from  Medicare  and  Medicaid. 

Now,  it  does  not  take  long,  if  we  use  the  traditional  patterns  to 
save  money  under  the  HI  trust  fund,  to  close  some  of  those  down. 

Now,  not  all  hospitals  are  going  to  continue  to  exist,  and  we  do 
not  advocate  that,  but  we  had  better  have  a  better  strategy  than 
just  starvation  in  the  interim  arrangements. 

Mr.  Stupak.  Well,  that  is  my  problem  with  this  Federal  employ- 
ees health  benefit  plan  that  this  panel  seems  to  endorse. 

I  am  very  concerned,  because  when  you  take  a  look  at  it,  when 
you  start  taking  the  Federal  employees  health  benefit  plan,  75  per- 
cent of  seniors  have  less  than  $25,000  worth  of  income. 

Federal  employees  are  not  on  a  fixed  income.  Most  of  them  make 
more  than  $25,000  a  year.  The  costs  go  up  on  the  Federal  employ- 
ees health  benefit  plan — I  think  it  is  about  4.9  percent  per  year. 
We  can  make  adjustments  to  absorb  any  costs,  but  if  you  are  going 
to  start  doing  the  Federal  employee  health  benefit  plan,  I  am  con- 
cerned that  seniors  on  a  fixed  income  that  already  contribute  21 
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percent  of  their  income  toward  health  care,  that  cost  is  going  to  go 
up,  and  you  are  going  to  bankrupt  the  seniors. 

So,  while  I  am  not  ready  to  close  the  book  on  the  Federal  employ- 
ees health  benefit  plan,  I  have  some  real  problems  with  it  in  the 
way  it  is  proposed  right  now. 

So,  let  me  ask  this  question.  If  this  Federal  employees  health 
benefit  plan  is  so  good  for  seniors,  would  you  recommend  it  for  the 
37  to  39  million  Americans  who  do  not  have  any  insurance? 

Mr.  Davidson.  Is  that  question  to  me? 

Mr.  Stupak.  Sure. 

Mr.  Davidson.  I  think  we  need  to  evaluate  that  very  carefully, 
and  I  go  back  to  the  previous  point  that  we  are  trying  to  rush  to 
judgment  on  so  many  complex  issues  without  knowing  the  unin- 
tended consequences  of  the  actions  that  we  need  to  think  this 
through  more  carefully. 

We  need  to  experiment  with  those  notions.  We  need  to  model 
these  things.  It  is  very  complicated.  It  is  going  to  call  for  a  new  de- 
gree of  involvement  of  government. 

On  the  one  hand,  we  want  to  shift  government  out  of  our  life, 
but  when  we  begin  to  have  a  marketplace  of  competing  insurance 
plans,  you  are  going  to  want  Federal  standards  there.  So,  you  are 
going  to  have  complex  governmental  involvement  on  that  side  of 
the  equation. 

Mr.  Bilirakis.  The  gentleman's  time  has  long  expired. 
Mr.  Whitfield. 

Mr.  Whitfield.  Thank  you,  Mr.  Chairman. 

Earlier,  Dr.  Feder  had  testified,  as  part  of  her  testimony,  that 
private  insurance  costs  are  projected  to  increase  by  7.1  percent  over 
the  next  5  or  6  years  and  Medicare  costs  4-point-some-odd  percent. 
Do  you  all  agree  with  those  figures,  those  of  you  on  the  panel?  Do 
you  agree  with  those  figures  or  not? 

Ms.  IGNAGNI.  I  will  take  a  crack  at  that.  I  think  that  what  Dr. 
Feder  provided  was  an  average  of  what  is  going  on  out  there.  We 
have  seen,  by  using  the  Foster-Higgins  data,  Peat  Marwick  data, 
that  there  is  a  very  different  pattern  of  growth  depending  upon  the 
environment  or  the  type  of  plan  that  you  are  in. 

Speaking  for  our  plans,  we  have  seen  a  number  of  years  with 
cost  reductions  that  have  added  up  to  quite  significant  cumulative 
savings  for  employers  and  workers,  and  we  have  begun  to  see  the 
same  kinds  of  track  record  in  Medicare. 

Mr.  Whitfield.  Okay. 

Mr.  Scully? 

Mr.  Scully.  You  can  probably  find  a  hundred  different  studies 
that  say  a  hundred  different  things,  but  I  would  just  say  that  if  you 
went  out  and  picked  any  one  of  our  hospital  administrators,  I 
would  guess  that  they  would  say  the  same  thing,  that  if  you  asked 
them  which  was  more  efficient  and  which  would  have  a  more  ra- 
tional cost  growth  over  the  next  7  or  10  years,  Medicare,  fee-for- 
service,  or  any  reasonably  well-managed  either  private  fee-for-serv- 
ice  plan  or  private  HMO  or  anything  in  between,  they  would  have 
a  substantially  lower  cost  growth. 

I  mean  that  is  just  the  fact  in  the  market.  That  is  what  is  hap- 
pening out  there.  There  is  no  question  the  private  sector  plans  are 
operating  more  effectively. 
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Mr.  Whitfield.  Okay. 

Mr.  Davidson.  I  do  not  think  you  can  discount  the  demographics 
of  who  is  enrolled  in  what  kinds  of  plans,  and  much  of  that  is  very 
difficult  to  forecast. 

Mr.  Bristow.  Congressman,  I  may  have  misunderstood  what  Dr. 
Feder  was  saying,  but  I  thought  she  was  saying,  if  you  are  going 
to  have  a  figure  of  $270  billion  at  the  end  of  7  years,  that  that 
would  require  an  increase  of  only  4-point-x  percent  if  you  are  going 
to  have  the  figure  of  $6,700  as  the  total  amount  being  spent  in  7 
years. 

I  think  those  were  very  hypothetical  figures,  and  what  we  have 
done  with  the  AMA  proposal  is  to  say  that  you  have  got  to  inject 
a  new  factor  and  that  is  the  factor  of  real  competition  and  that  is 
the  additional  factor  of  having  the  public  become  interested  buyers 
of  their  own  health  care. 

Those  are  factors  which  do  not  exist  today,  and  we  think  that 
they  will  make  a  substantive  difference  in  what  will  occur  over  the 
next  7  years. 

Mr.  Whitfield.  So,  you  think  there  is  going  to  be  some  real  sav- 
ings there,  with  just  providing  the  incentive  for  the  person  to  be 
more  

Mr.  Bristow.  I  think  it  is  essential  to  have  the  incentives 
changed  in  the  system.  If  we  do  not  change  the  incentives,  we  are 
going  to  have  the  same  problem  that  we  have  now  in  just  a  few 
years,  but  I  think  Dr.  Feder's  suppositions  were  based  on  little  in 
the  way  of  true  change  in  incentives  that  I  could  see. 

Mr.  Whitfield.  We  have  heard  a  lot  of  discussion  about  the  av- 
erage senior  citizen  paying  21  percent  of  their  income  for  health 
costs,  and  as  I  said  earlier,  a  lot  of  the  healthcare  providers  I  talk 
to  in  my  district  indicate  that  they  write  off  that  portion  not  paid 
by  Medicare  for  a  large  number  of  their  patients.  Has  that  been 
your  experience?  Are  you  all  writing  off  large  sums  also  or  not? 

Mr.  Davidson.  The  whole  pattern  of  payment  shifts  has  been 
pretty  consistent.  In  fact,  I  describe  what  we  do  as  we  have  be- 
come, as  hospitals,  the  enablers  for  you  to  cut  Federal  payment  to 
providers,  and  all  we  do  is  turn  around  and  shift  that  short  pay- 
ment onto  increased  charges  to  other  payers.  It  is  an  unfair  and 
inequitable  system,  and  actually,  it  is  kind  of  like  an  unfunded 
Federal  mandate  back  to  a  local  community,  and  when  we  do  that, 
obviously,  it  is  jacking  up  the  prices  for  other  patients  and  so  forth. 

The  problem  that  exists  now  is  that,  with  the  trends  in  the  mar- 
ketplace and  the  movement  to  managed  care  and  all  of  the  rest, 
hospitals  as  providers  are  running  out  of  places  to  shift  the  cost  be- 
cause of  fixed  contract  agreements.  So  it  is  becoming  very  difficult 
to  do  that,  but  that  has  been  the  historic  pattern  since  the  begin- 
ning of  the  Medicare  program. 

Mr.  Coburn.  Would  the  gentleman  yield  for  a  second? 

Mr.  Whitfield.  Yes. 

Mr.  Coburn.  This  is  the  efficient  healthcare  system  that  we  have 
called  Medicare?  Is  that  what  you  are  describing? 

Mr.  Davidson.  I  am  describing  one  of  the  things  that  has  caused 
it  to  be  unfair  and  inequitable  to  certain  providers  in  the  system 
and,  in  some  cases,  to  beneficiaries,  as  well. 
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Mr.  Whitfield.  Basically,  you  are  talking  about  shifting  costs  to 
private  carriers,  correct? 
Mr.  Davidson.  Yes,  sir. 
Mr.  Whitfield.  Okay. 

Mr.  Davidson,  I  assume  that  you  and  Mr.  Scully  represent  some 
of  the  same  hospitals,  your  associations,  there  is  some  overlap.  Do 
you  agree  with  him  and  his  recommendation  that  we  try  to  move 
toward  a  Federal  employees  health  benefit  plan-type  system? 

Mr.  Davidson.  As  we  said  in  our  testimony,  we  think  every  op- 
tion should  be  on  the  table,  but  we  would  not  rush  to  judgment 
that  that  somehow  was  a  silver  bullet,  that  in  fact,  in  the  creation 
of  an  independent  body  to  look  at  these  things,  we  really  look  care- 
fully at  that,  again  before  we  rush  to  determine  that  that  is  the 
somehow  best  answer,  and  so,  we  need  to  demonstrate  that  that  is 
the  answer. 

The  logic  of  it  sounds  awfully  good  to  an  awful  lot  of  us,  but 
again,  we  thought  the  logic  of  a  lot  of  things  in  terms  of  policy- 
making made  sense,  and  they  did  not  come  out  the  way  everybody 
wanted  them. 

So,  we  urge  you  to  be  careful  about  that,  not  think  that  you  have 
found  some  panacea  and  then  rush  to  it  and  then  all  of  us  be 
shocked  later  and  then  set  that  notion  back  because  we  did  not  pro- 
vide enough  time  to  move  there  in  a  logical  way. 

Mr.  Scully.  Just  to  add  to  the  record,  about  half  of  our  members 
belong  to  the  AHA,  and  we  have  worked  very  closely  together  on 
all  these  proposals. 

Mr.  Greenwood  [presiding].  The  time  of  the  gentleman  has  ex- 
pired. 

The  Chair  recognizes  the  gentleman  from  Florida,  Mr.  Deutsch. 

Mr.  Deutsch.  Thank  you,  Mr.  Chairman. 

I  guess  I  have  sort  of  two  focuses  of  questions. 

One  is  I  guess  I  hope  that  the  image  of  the  new  Medicare  that 
this  panel  has  described  and  my  Republican  colleagues  have  de- 
scribed is  not  the  image  that  I  have.  I  hope  I  am  wrong  in  what 
I  envision  the  new  Medicare  will  be,  but  let  me  describe  what  I  see 
as  the  new  Medicare,  and  I  think  it  is  a  pretty  fundamental  dif- 
ference. 

I  think  what  you  folks  are  envisioning  in  an  FEHBP  plan  where 
the  funding  is  going  to  be  sufficient  where  people  really  will  have 
a  choice,  where  the  reimbursement  level  will  be  relatively  high.  So, 
we  are  going  from  a  95  percent  reimbursement  maybe  to  93,  92, 
90. 

What  I  envision — and  unfortunately,  I  believe,  if  you  look  at  the 
numbers—and  you  have  got  lots  of  number  crunchers,  too,  but 
what  this  does  it  it  gives  Congress  the  ability  to  ratchet,  and  I 
think  your  95  perception  is  going  to  be  85,  is  going  to  be  75,  and 
the  reality  of  the  world  is  that  the  differential  between  the  lowest 
provider  and  any  alternative  is  going  to  be  so  great  that,  in  the 
real  world,  people  are  going  to  be  making  real  decisions  into  those 
types  of  managed-care  providers  and  the  other  options  will  be  non- 
options,  and  you  know,  maybe  I  am  looking  at  it  the  wrong  way, 
but  if  I  was  a  hospital  in  the  hospital  association,  I  would  be  going 
ballistic. 
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I  mean  this  is  Thelma  and  Louise  10  times  over,  and  again,  I 
would  say  this  also  to  the  AMA.  I  mean  I  just  do  not  get  it.  I  mean 
you  are  looking  at  it  totally  differently  than  me. 

I  mean  you  folks,  as  providers,  went  ballistic  in  the  last  cycle, 
but  the  way  I  look  at  it,  adversely  to  the  people  you  represent,  you 
being  a  part,  sort  of  co-conspirators  with  my  colleagues  on  the 
other  side  of  the  aisle  for  the  destruction  of  Medicare  is  just  an  ab- 
solutely shortsighted,  illogical  answer,  and  again,  let  me  kind  of 
focus  on  the  AMA  also. 

You  know,  the  only  thing  I  can  envision  is  that,  again,  you  think 
that  the  reimbursement  differential  is  going  to  be  high  enough  that 
not  that  many  people  are  going  to  choose,  and  the  tradeoff  seems 
to  be  eliminating  balanced  billing,  which  is  the  thing  that,  as  pro- 
viders, you  get,  and  I  will  tell  you  that,  you  know,  again,  we  have 
had  this  debate  across  the  aisle  in  terms  of  the  efficiency  of  Medi- 
care. 

I  have  mentioned  this  on  this  podium  several  times  before.  I  was 
the  director  of  a  Medicare  advocacy  group.  I  have  interacted  with 
seniors  in  the  real  world  over  a  period  of  13  or  14  years.  I  remem- 
ber, 12  years  ago,  13  years  ago,  real  seniors  who  had  to  pay  the 
differential. 

Twelve  or  13  years  ago,  Medicare's  average  reimbursement  was 
50  percent  of  what  physicians  were  charging  in  the  community.  I 
did  Medicare  Part  B  and  Part  A  appeals  on  a  personal  basis,  and 
basically,  I  would  not  do  an  appeal — 50  percent  was  the  threshold. 

Today,  that  does  not  exist  anymore.  I  mean  on  a  surgery  that  is 
a  $4,000  surgery,  a  differential  of  50  percent,  you  know,  when  the 
real  numbers  that  we  have  are  for  a  $25,000-a-year  senior,  that 
wipes  someone  out. 

I  mean  75  percent  of  the  seniors  in  this  country  are  making  less 
than  $25,000.  What  you  are  saying  to  them,  if  they  have  to  pay 
that  differential  on  a  surgery,  is  they  are  wiped  out  financially.  I 
mean  just  the  reality  of  their  lifestyle  gets  wiped  out,  and  I  plead 
with  my  Republican  colleagues,  really,  because  that  is  what  we  are 
talking  about,  because  in  the  real  world,  for  37  million  Americans, 
what  is  going  to  end  up  happening  is  balanced  billing  is  going  to 
get  eliminated  

Mr.  Ganske.  Would  the  gentleman  yield? 

Mr.  Deutsch.  [continuing]  and  it  is  the  worst  of  both  worlds,  and 
so,  what  I  really  kind  of — and  again,  the  time  is  limited— I  would 
be  happy  to  yield,  but  I  really  do  not  have  time — is  to  ask  both  the 
representative  of  the  AMA  and  the  hospital  association — tell  me  I 
am  wrong.  Tell  me  it  is  going  to  be  a  better  world  and  everyone 
is  going  to  be  happier  and  try  to  convince  me,  because  I  am  open 
to  be  convinced,  but  at  this  point,  the  numbers  do  not  show  it. 

Dr.  Bristow? 

Mr.  Bristow.  Yes.  Thank  you,  Congressman.  You  are  wrong,  and 
I  do  not  mean  that  flippantly,  I  honestly  do  not.  What  I  am  saying 
is  that  we  are  talking  about  a  total  change  in  the  incentives  in  the 
program.  That  is  vital  to  making  this  work. 

What  we  are  saying  is  that  cutting  as  we  have  done  for  the  last 
13  years  does  not  work.  Putting  caps  on,  putting  limits  on,  it  does 
not  work.  What  we  are  saying  will  work  is  true  market  forces,  but 
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we  are  not  talking  about  the  market  forces  that  you  see  in  play 
today. 

When  you  read  our  proposal,  you  will  see  we  are  talking  about 
drastic  changes.  We  are  going  to  give  patients  information  they 
have  never  had  before.  We  are  going  to  give  patients  incentives  to 
use  that  information  they  have  never  had  before. 

What  we  are  saying  is  that  government  should  pay  the  same 
amount  that  it  has  paid  all  along  and  do  not  think  in  terms  of  95 
percent  or  93  percent  of  what  we  paid  before.  Pay  100  percent  and 
let  these  market  forces  drive  those  prices  down  in  the  fashion  that 
they  should,  at  least  the  escalation  of  them  down  in  the  fashion 
that  they  should. 

We  are  confident  that  it  will  work,  so  much  so  that  what  our 
plan  calls  for  is  changes  by  market  forces  that  will  result  in  at 
least  a  $20  billion  loss  in  revenue  to  physicians  in  this  country. 
When  you  read  our  plan,  you  will  see  that  that  is  what  it  calls  for. 

That  is  what  we  are  willing  to  put  on  the  table,  because  we  be- 
lieve, if  you  change  the  system's  incentives,  it  will  make  a  viable 
program,  it  will  work.  You  cannot  do  it  if  you  have  got  somebody 
with  a  hand  on  the  throttle  saying,  well,  I  am  going  to  adjust  this, 
which  is  what  happens  when  you  try  to  put  price-caps  on,  price 
controls  on. 

We  have  spent  the  last  30  years  proving  that  does  not  work,  but 
please,  I  urge  you  to  read  this  carefully.  Let  me  say  that  the  pro- 
posal that  we  have  made  does  not  compel  people  to  go  into 
Medichoice.  We  have  got  a  reformed  Medicare  program  for  them  to 
use  as  long  as  they  feel  more  comfortable  in  using  that,  but  what 
we  are  saying,  if  they  use  that,  even  there  they  are  going  to  save 
money. 

Our  figures  show  that  50  percent  of  the  Medicare  patients,  if 
they  never  moved  out  of  the  reformed  Medicare  program,  would  ex- 
perience no  increase  in  payment.  Forty  percent  would  actually  save 
money,  get  money  that  they  have  never  had  before  out  of  it.  Only 
10  percent  would  pay  more. 

Please  read  our  proposal  carefully,  but  we  are  talking  about  a 
change. 

Mr.  Deutsch.  Doctor,  again,  the  time  does  not  allow  me  to  en- 
gage in  a  dialog  with  you. 

Mr.  Greenwood.  The  gentleman's  time  has  expired. 

Will  any  other  members  choose  to  tell  Mr.  Deutsch  how  wrong 
he  is.  Are  there  any  other  members? 

Mr.  Scully.  We  would  also  disagree  with  you,  but  I  think  for 
slightly  different  reasons.  We  fundamentally  think  the  system  is 
broken.  I  think  we  have  said  we  are  not  exactly  thrilled,  either  one 
of  us,  about  the  bulk  level  of  the  savings,  but  we  are  convinced 
that,  if  there  is  anything  good  that  is  coming  out  of  this  year,  the 
budget  pressure  and  the  economic  pressure  is  forcing  change  that 
might  not  otherwise  have  happened.  We  think  that  the  numbers 
have  gone  too  far,  but  I  also  think  you  look  at  it  the  other  way 
around. 

If  you  are  a  senior,  we  believe  that  the  vast  majority  of  seniors 
are  relatively  low  to  middle  income  seniors.  We  think  that  a  vast 
majority  of  seniors  would  prefer  to  go  out  and  buy  a  private  plan. 
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Let  us  say  the  AAPCC  is  $6,000,  and  they  can  go  out  and  buy  a 
private  plan  for  $5,200  and  get  a  portion  of  that  as  a  rebate. 

Most  of  them  would  choose,  as  a  Senator  would  say,  to  have  their 
mama  to  choose  a  managed-care  plan  or  some  other  more  tightly 
managed  plan  to  trade  that  slightly  tighter  network  off  to  get  some 
money  back,  and  for  low  income  people,  that  is  not  a  bad  incentive. 

A  second  benefit  from  the  system  is,  once  you  get  this  to  a  per 
capita  payment,  right  now,  when  you  reduce  spending  in  Medicare, 
in  some  obscure  thing  like  bad  debt  or  Medicare  DISH  or  some- 
thing else  that  nobody  understands.  When  it  gets  to  $6,000  a  head, 
you  are  really  going  to  know  when  you  are  starting  to  hit  bone  and 
when  you  are  really  making  a  big  impact  in  the  healthcare  system, 
because  you  are  going  to  be  dealing  with  real  seniors  who  are  going 
to  know  what  you  are  paying  them.  When  you  start  treating  it  like 
a  private  insurance  premium,  I  think  Congress  will  be  much  more 
sensitive  to  how  you  treat  Medicare,  and  we  think  that  is  kind  of 
a  back-door  way  of  looking  at,  maybe  it  will  benefit. 

We  do  think  the  number  this  year  is  too  big,  but  we  think  the 
general  trend  of  where  you  are  going  in  reform  is  right. 

Ms.  Ignagnl  Thank  you,  Mr.  Chairman. 

Mr.  Deutsch,  I  would  say  that  the  issue  of  FEHBP  competitive 
bidding  versus  traditional  Medicare — I  think  there  is  a  lot  in  be- 
tween. 

What  we  have  tried  to  do,  I  think,  is  perhaps  offer  a  slightly  dif- 
ferent proposal  than  some  of  my  colleagues,  recognizing  that  there 
is  a  lot  we  do  not  know,  quite  legitimately,  about  competitive  bid- 
ding and  FEHBP-like  structures, 

The  proposal  that  we  have  submitted  to  you  would  start  from 
where  we  are  today  and  do  the  kind  of  conversion  that  Tom  Scully- 
has  just  talked  about,  convert  to  a  per  capita  amount  on  the  man- 
aged-care side,  whatever  kind  of  plan  that  might  be — HMO,  PPO — 
and  also,  on  the  fee-for-service  side,  where  you  could  do  a  look-back 
mechanism  to  see  and  track  how  you  are  meeting  those  payments. 

I  think  that  you  could  start  out  in  this  committee  and  other  com- 
mittees could  debate  where  you  want  to  start  the  rate  of  growth 
and  how  you  want  to  phase-down,  but  that  might  give  you  another 
alternative  for  getting  to  where  you  want  to  go  from  here,  as  op- 
posed to  necessarily  waiting  3  or  4  years  until  we  know  how  to  do 
some  of  the  FEHBP  kinds  of  things. 

Mr.  Greenwood.  The  time  of  the  gentleman  has  expired. 

The  Chair  recognizes  himself  for  5  minutes  to  address  a  question 
to  Ms.  Ignagni  as  follows. 

Approximately  9  percent  of  the  Medicare  population  now  has 
their  health  care  provided  by  managed  care.  The  program  is  not 
reaping  significant  cost  savings  from  that  because  it  is  being 
pegged  to  95  percent  of  the  AAPCC. 

Our  goal  here  is,  in  part,  to  have  more  seniors  choose  managed 
care  and  to  gain  significant  savings  in  the  program.  The  question 
is:  will  we  be  able  to  accomplish  that  goal  and  still  have  different 
and  enhanced  benefits  in  the  managed-care  programs  so  that  there 
are  carrots,  if  you  will,  in  the  system  that  will  continue  to  be  at- 
tractive to  seniors? 
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Ms.  Ignagni.  I  believe  we  can  if  we  translate  the  total  cost  to  per 
capita  payments  and  let  plans  compete,  no  matter  what  kind  of 
plan  that  might  be. 

Mr.  Greenwood.  Let  me  throw  another  caveat  in  there.  We 
would  have  as  a  standard  that  those  managed-care  programs  pro- 
vide the  basic  benefits  that  the  fee-for-service  does. 

Ms.  Ignagni.  Actually,  I  appreciate  the  correction.  I  should  have 
started  there.  That  is  what  we  have  assumed  in  our  proposal,  that 
the  baseline  standard  is  the  Part  A  and  B  benefits  now  specified 
under  Medicare. 

Once  you  convert  the  payment  to  a  per  capita  basis  and  then  in- 
vite quite  a  lot  of  competition,  with  standards  in  the  marketplace, 
with  accountability,  with  data  disclosure,  then  there  are  strong  ad- 
vantages for  individuals  voting  with  their  feet  but  really  and,  I 
think,  more  importantly,  getting  to  the  kind  of  competition  we  used 
to  talk  about  in  the  healthcare  literature,  which  is  on  price,  qual- 
ity, and  service. 

We  now  are  beginning  to  develop  the  mechanisms  for  the  disclo- 
sure, for  the  tracking,  for  the  accountability  that  are  quite  useful 
and  can  be  transferred  to  other  kinds  of  delivery  systems.  People 
are  voting  with  their  feet. 

I  think  you  would  see  in  this  scenario  that  you  posed  a  number 
of  managed-care  plans  and  perhaps  other  plans  offering  supple- 
mental benefits,  as  well,  in  terms  of  a  coordinated,  more  com- 
prehensive package. 

Mr.  Greenwood.  Do  you  think  a  prescription  drug  benefit  would 
be  likely  to  continue  to  be  affordable  given  our  desire  to  produce 
some  savings? 

Ms.  Ignagni.  Well,  I  think  we  have  quite  a  lot  of  evidence  to  sug- 
gest that  it  would  in  the  under~65  and  over -65  market.  Now,  ap- 
proximately 39  percent  of  individuals  that  are  in  Medicare  HMOs 
have  access  to  out-patient  prescription  drugs.  We  have  experience 
in  that  market.  We  have  experience  in  the  under-65  market. 

The  important  thing  in  terms  of  prescription  drugs  is  to  offer  it 
as  part  of  an  integrated,  coordinated  package. 

Mr.  Greenwood,  Thank  you. 

I  would  like  to  address  a  question  to  Dr.  Butler. 

You  spoke  in  support  of  transforming  Medicare  from  a  defined- 
benefit  to  a  defined-contribution  system.  How  would  you  respond  to 
critics — and  maybe  you  have  had  the  chance,  I  have  not  been  here 
for  the  entire  hearing— of  this  proposal  who  see  a  defmed-eontribu- 
tion  system  as  placing  the  beneficiary  at  risk  for  any  healthcare 
costs  incurred  above  the  benefit  level  provided? 

Mr.  Butler.  Well,  I  think,  obviously,  at  one  level,  any  defined 
contribution  which  says  this  is  the  limit  that  we  are  prepared  to 
pay^  places  some  risk  on  the  beneficiary,  and  you  cannot  deny  that. 

The  other  side  of  the  same  coin,  of  course,  is  that  that  also  gives 
the  beneficiary  an  opportunity  to  make  significant  savings  by  mak- 
ing decisions.  Just  as  Dr.  Bristow  pointed  out,  it  changes  the  basic 
incentive  system,  so  that  there  is  an  opportunity  to  really  reduce 
the  out-of-pocket  costs. 

If  you  look  at  Medicare  today,  typical  beneficiaries  face  very  sig- 
nificant out-of-pocket  costs — hospital  deductibles  and  so  forth.  It 
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would  enable  those  beneficiaries  to  significantly  reduce  or  even 
eliminate  that  out-of-pocket  cost. 

So,  a  certain  amount  of  risk  to  the  beneficiary  is  the  other  side 
of  giving  them  an  opportunity  to  make  significant  savings  and  sig- 
nificant reductions.  You  cannot  really  have  one  without  the  other. 

Mr,  Greenwood.  Thank  you. 

A  question  for  Dr.  Bristow.  I  believe  the  AMA's  proposal — correct 
me  if  I  am  wrong — foresees  savings  of  about  $164  billion  over  5 
years.  Is  that  right? 

Mr.  Bristow.  Yes,  sir,  162  over  7  years. 

Mr.  Greenwood.  How  would  you  see  us  obtaining  the  additional 
$100  billion  that  we  desire  to  wring  out  of  the  system  over  those 
7  same  years? 

Mr.  Bristow.  I  really  could  not  give  you  a  suggestion  on  that, 
Mr.  Chairman.  I  think  that  the  approach  that  we  used  was  to  ex- 
amine the  system,  make  some  fundamental  changes,  and  identify 
certain  areas  that  we  thought  would  accrue  savings,  and  then  we 
costed  it  out. 

It  would  have  been  marvelous  had  they  totaled  out  to  $270  bil- 
lion, but  they  only  totaled  to  $162.  Those  were  areas  in  which  we 
thought,  as  physicians,  we  could  make  those  changes  and  still  pre- 
serve the  quality  of  care  for  our  patients,  and  that  was  our  primary 
focus. 

We  have  not  started  out  with  a  particular  dollar  figure  in  mind, 
and  I  wish  I  could  help  you  with  how  to  get  the  rest,  but  right  now, 
I  do  not  have  that  information. 

Mr.  Greenwood.  Okay. 

A  question  for  Mr.  Davidson  of  the  American  Hospital  Associa- 
tion. Does  the  American  Hospital  Association  support  additional 
payroll  taxes  as  a  way  to  preserve  the  Medicare  program? 

Mr.  Davidson.  Mr.  Greenwood,  we  thought  everything  should  be 
on  the  table,  and  if  you  have  an  independent  body  that  looks  at 
how  to  maintain  a  Medicare  program  for  the  next  30  years,  my 
guess  is  that  is  a  consideration  that  would  be  there. 

It  is  not  that  we  are  advocating  that,  but  we  are  saying  that 
every  single  aspect  of  Medicare  as  we  have  known  it  should  be  put 
up  on  the  table  for  consideration. 

Mr.  Greenwood.  Do  you  have  concerns?  My  personal  concern 
about  that  is  twofold. 

One,  I  happen  to  believe  that  Americans  are  sufficiently  taxed  as 
it  is.  Second,  I  think  that  is  the  pressure  relief  valve  for  getting  se- 
rious about  radically  transforming  the  system  into  one  that  better 
serves  our  seniors  and  does  it  in  the  most  efficient  way. 

I  am  very  fearful  that  the  moment  we  put  that  back  on  the  table, 
the  really  creative  juices  slow  down. 

Mr.  Davidson.  Be  certain,  our  perspective  on  that  is  that  we 
want  the  same  kind  of  fiscal  responsibility  of  the  government. 

Our  view  is  that,  for  the  long  term,  you  have  got  to  look  at  every- 
thing, and  that  would  be  out-years  from  now.  If  you  begin  to  look 
at  the  modeling  of  this,  for  when  the  baby-boomers  start  to  come 
on  line,  about  2015,  you  are  going  to  have  fewer  employees  financ- 
ing this  program,  and  you  are  not  going  to  have  the  revenue  flow 
that  is  going  to  be  needed  in  order  to  deal  with  it.  The  question 
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is  how  are  we  going  to  do  this,  which  takes  you  to  consideration 
of  any  idea. 

Mr.  Greenwood.  I  think  what  we  would  like  to  do  is  get  through 
the  next  7  years,  I  think  an  appropriate  inclusion  in  our  bill  would 
be  a  proposal  that  there  be  a  commission  to  look  at  the  longer  run 
and  particularly  the  baby-boomers. 

The  Chair  recognizes  Dr.  Coburn  for  5  minutes,  and  then  we  will 
recess  until  someone  is  prepared  to  Chair. 

Mr.  Coburn.  Thank  you  very  much. 

Mr.  Davidson,  in  going  over  your  testimony,  four  basic  principles 
for  Medicare  reform  are  brought  out.  The  second  one  was  changing 
the  process  by  which  the  benefit  and  funding  decisions  are  made. 

Are  you  saying  essentially  the  same  thing  as  Mr.  Butler  is  in 
terms  of  the  incentive  for  utilization  of  the  system  from  a  hospital 
perspective?  Are  you  saying  the  same  thing? 

Mr.  Davidson.  No.  We  are  saying  that  we  need  a  new  process 
by  which  we  make  decisions.  The  process  is  the  creation  of  an  inde- 
pendent national  commission. 

Mr.  Coburn.  Okay. 

Mr.  Davidson.  The  focus,  then,  is  on  the  process  for  making  hard 
choices.  We  think  that  is  what  is  essential.  It  has  become  so  com- 
plicated and  so  politicized  that  the  only  way  we  are  going  to  get 
rational  decisionmaking  is  to  have  a  new  process  to  deal  with  it. 

Mr.  Coburn.  I  would  agree  with  that,  but  you  would  not  then 
agree  with  Dr.  Bristow  and  the  AMA  that  the  only  way  the  system 
is  going  to  be  solved  and  changed  is  if  we  change  the  incentives 
within  the  system? 

Mr.  Davidson.  Oh,  absolutely.  I  think,  in  our  society,  you  get 
what  you  reward,  and  if,  in  fact,  we  want  to  reward  certain  kinds 
of  behavior,  then  you  will  be  changing  the  incentives.  The  carrot 
incentives  reward  the  wrong  behavior  in  many  instances.  That  is 
where  we  come  up  with  excess  and  potential  waste  and  all  of  the 
rest. 

Mr.  Coburn.  I  think  it  is  real  important  that — you  know,  we 
have  mentioned  the  amount  of  money  spent  per  capita  on  Medicare 
patients  by  the  government,  but  we  also  ought  to  add  to  that  what 
the  individuals  are  spending,  and  I  think  that  is  somewhere 
around  $2,000  to  $2,500  per  person  in  this  country,  and  so,  again, 
I  beg  the  question,  and  I  would  like  your  honest  opinion. 

If  you  add  $2,000  or  $2,500,  let  us  say,  for  this  argument,  to  the 
$4,700  that  we  are  spending  now  per  capita  and  to  the  $6,700  or 
$6,500  that  we  think  we  are  going  to  be  spending  in  the  year  2002, 
does  it  not  seem  possible  to  you  that  we  can  design  a  system  that 
still  meets  the  goals  of  quality  health  care  for  senior  citizens,  allow- 
ing them  choice,  and  put  the  proper  incentives  in  that  we  can  have 
still  the  finest  healthcare  system  in  the  world  for  our  senior  citi- 
zens? 

Mr.  Davidson.  I  do  not  think  there  is  any  doubt  that  changing 
the  delivery  system  and  the  structure  of  incentives,  that  we  can  im- 
prove performance.  To  guess  in  terms  of  a  quantification  of  that  by 
dollars  would  be  pretty  hard  to  judge,  not  knowing  what  will  hap- 
pen to  the  economy  and  medical  inflation  and  all  of  the  rest,  but 
I  agree  with  your  perspective  that,  again,  we  need  to  restructure. 
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From  a  personal  point  of  view,  we  have  lost  three  parents  in  our 
family  in  the  past  4  years,  all  of  them  seniors  in  the  Medicare  pro- 
gram. I  can  tell  you  that  much  of  their  care  needed  improvement 
in  terms  of  the  coordination  of  their  care.  They  were  not  in  a  sys- 
tem where  there  was  effective  coordination  of  care. 

So,  we  could  have  extracted  some  efficiencies  with,  in  fact,  per- 
haps a  new  set  of  incentives,  and  my  folks  did  not  have  access  to 
a  coordinated-care  plan  in  the  community  in  which  they  lived.  So, 
we  could  do  better. 

Mr.  Coburn.  Mr.  Scully? 

Mr.  Scully.  I  just  want  to  comment  on  a  slight  frustration  to 
me.  Is  it  possible — again  and  again,  we  hear  members  talk  about 
can  we  not,  depending  on  the  number  you  pick,  go  from  $4,200  to 
$6,700  over  the  next  7  years? 

I  think  that  you  can,  it  just  depends  on  how  you  do  it,  and  as 
I  have  said,  we  think  the  number  is  too  big,  but  if  you  do  it  the 
right  way — and  most  of  the  people  at  this  table  have  met  with  the 
leadership  at  one  point  or  another,  and  they  have  said  be  bold, 
come  up  v/ith  new  bold  ideas. 

Well,  we  happen  to  believe  the  number  is  too  big,  but  we  also  be- 
lieve the  only  way  to  get  there  is  to  really  be  bold.  We  happen  to 
agree,  to  a  large  degree,  with  what  Stuart  talked  about,  which  is 
to  go  to  a  defined  contribution  if  you  have  to  get  numbers  that  big. 

The  problem  is,  when  you  start  talking  about  being  bold,  such  as 
moving  the  retirement  age  from  65  to  67,  which  is  something  you 
should  probably  do — which  we  have  already  done  in  Social  Secu- 
rity— long  before  you  talk  about  raising  payroll  taxes,  or  when  you 
talk  about  going  to  a  pure  defined  contribution,  which  I  think,  if 
you  do  it  right  is  doable,  you  get  told,  well,  that  is  not  politically 
doable. 

So,  I  guess  the  answer  is  can  you,  in  fact,  take  the  per  capita 
amount  you  are  paying  now  and  still  have  a  workable  healthcare 
system  in  2002  with  $6,700  a  year?  Yes,  but  not  if  you  do  it  in  a 
half-baked  way,  and  I  think  the  problem  you  are  getting  into  is 
people  that  talk  about  doing  it  in  a  half-baked  way  and  on  both 
sides  of  the  aisle,  unfortunately. 

Mr.  Coburn.  Well,  I  think  that  you  address  the  critical  question, 
is  whether  or  not  we  can  do  it  in  a  politically  acceptable  manner. 

You  know,  I  think  this  is  the  one  subject  that  every  member  of 
this  Congress  ought  to  rise  above  politics  on  and  that  we  ought  to 
look  to  do  the  right  thing,  and  I  think  that  is  what  we  hear  from 
everybody  that  comes  before  us,  with  the  exception  of  some  of  our 
own  partisan  people  on  our  side  of  the  fence — I  admit  that — and 
some  from  the  administration. 

The  fact  is,  if  we  really  want  to  be  certain  that  we  care  for  sen- 
iors in  the  future,  we  have  got  to  throw  the  politics  off  and  do  the 
best  thing  for  seniors,  and  we  can  do  it,  and  as  a  physician  practic- 
ing in  the  system  right  now,  I  know  where  the  waste  is,  I  know 
where  the  over-utilization  is,  I  know  where  the  abuse  is,  and  what 
I  would  like  to  do  is  have  a  system  where  the  incentives  take  that 
away,  and  I  think  we  can  do  it. 

It  is  a  matter  of  calming  the  rhetoric  down  and  getting  to  work 
and  doing  that,  and  I  appreciate  each  of  you  being  here. 
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I  guess  my  red  light  is  on.  So,  I  am  out  of  time — thank  you — and 
I  need  to  go  vote. 

Mr.  Burr  [presiding].  You  are  out  of  time,  and  you  do  need  to 
go  vote,  and  at  this  time,  we  are  going  to  start  through,  just  to 
keep  the  hearing  going,  and  the  Chair  will  exercise  a  second  round. 

We  will  follow  up  with  Mr.  Bilbray,  if  he  is  back,  for  his  first 
round  of  questions,  but  if  the  panel  will  be  patient  with  us,  there 
are  some  folks  who  would  like  to  have  one  more  shot  at  you. 

I  can  assure  that  I  think  this  has  been  helpful  to  all  of  us,  and 
if  I  could,  Mr.  Scully,  let  me  go  over  to  the  FEHBP  and  the  discus- 
sion about  the  Federal  employees'  plan,  and  I  would  take  for  grant- 
ed what  most  of  you  promote  is  the  fact  that  the  Federal  Govern- 
ment is  a  tremendous  source  of  funds,  but  it  is  an  awful  adminis- 
trator of  a  program.  Would  that  be  a  correct  assumption  on  my 
part? 

Mr.  Scully.  Well,  yes.  I  mean  my  view  is  that  you  would  have 
to  work  for  a  long  time  to  find  a  healthcare  system  as  flawed  in 
delivering  the  services  as  the  current  Medicare  system  is,  I  do  not 
think  it  is  anybody's  fault.  It  is  just  it  is  an  old-fashioned  fee-for- 
service  single-payer  system  that  just  fundamentally  does  not  work. 
When  you  look  at  what  some  of  the  earlier  witnesses  talked  about 
and  some  of  the  members  who  talked  about  what  type  of  managed- 
care  products  are  available  to  Medicare  beneficiaries  now,  there  are 
very  few  parts  of  the  country  where  there  are  two  HMOs  available. 
I  think  it  is  only  about  75  percent  where  even  one  is  available,  and 
it  is  usually  only  one. 

If  you  look  at  the  under-65  market,  there  are  zillions  of  products 
out  there,  lots  of  hybrids.  Again,  many  of  Karen's  members  are 
pure  HMOs.  She  has  lots  of  hybrids,  too,  but  the  real  preferred — 
I  think  the  option  that  the  market  the  under  65  population  prefers 
these  days  is  a  point-of-service  option,  which  is  essentially  an  HMO 
that  allows  you  to  go  outside  the  network  for  slightly  higher  co- 
pays.  That  is  where  most  of  the  market,  the  private  sector  market, 
is  racing  to.  That  is  virtually  unknown  in  Medicare.  It  does  not 
exist. 

When  you  look  at  reasons  why  between  70  and  80  percent  of  the 
people  in  the  private  sector  these  days  are  in  some  type  of  "man- 
aged-care system" — it  is  a  very  loose  definition — and  why  9  percent 
of  people  on  Medicare  are  in  HMOs,  it  is  because  you  have  a  very 
flawed,  very  limited  private  sector  system  in  Medicare. 

So,  when  you  look  at  FEHBP,  I  do  not  think  it  is  perfect,  and 
we  did  not  get  into  the  details  of  it.  I  think  FEHBP,  as  Karen  al- 
luded to — to  start  with,  I  think  the  way  FEHBP  sets  the  reim- 
bursement rates  is  probably  not  workable  in  a  Medicare  system. 
You  would  have  to  do  more  of  an  AAPCC  system,  at  least  to  start 
and  probably  for  quite  some  time. 

So,  on  the  details,  FEHBP  is  not  perfect,  but  as  a  generic  model, 
I  think  it  is  definitely  the  place  to  start  from. 

Mr.  Butler.  I  think  it  is  very  important,  Mr.  Chairman,  to  ap- 
preciate the  fundamental  differences  in  the  way  in  which  the  gov- 
ernment-run FEHBP  and  the  government-run  Medicare  system  op- 
erate. 
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In  the  FEHBP,  the  government  essentially  acts  like  an  umpire. 
It  sets  rules.  It  assures  that  the  game  is  played  fairly.  It  does  not 
try  to  run  one  of  the  teams  and  manage  one  of  the  teams. 

In  the  Medicare  system,  it  tries  to  run  the  entire  system,  and 
you  get  a  very,  very  different  outcome,  and  similarly,  to  just  em- 
phasize Dr.  Bristow's  point,  the  incentives  are  fundamentally  dif- 
ferent in  the  two  different  programs. 

You  have  got  people  who  are  of  the  same  age,  have  the  same 
health  situation.  One  are  Federal  retirees;  the  other  private  sector 
retirees.  They  act  completely  differently  in  the  two  government-run 
programs,  and  I  think  that  is  what  is  so  important. 

The  final  point  I  would  just  make  is  that  one  of  the  advantages 
you  have,  in  a  way,  paradoxically,  is  because  Medicare  is  so  out  of 
date  in  the  way  it  operates,  the  opportunities  for  very  rapid  and 
significant  savings  are  huge. 

If  you  look  at  private  sector  corporations  that  have  moved  from 
a  first-dollar  typical  fee-for-service  plan  to  almost  any  of  the  more 
modern  kinds  of  arrangements  that  are  now  common,  they  see  dra- 
matic reductions  in  costs,  and  so  do  their  employees,  and  improve- 
ments, very  often,  in  the  quality  of  care. 

So,  in  other  words,  you  have  the  situation  where,  in  fact,  because 
we  are  talking  about  a  program  that  is  so  out  of  date  and  badly 
run  and  with  such  fundamentally  bad  incentives,  it  therefore 
means  the  opportunities  for  dramatic  change  rapidly  are  greater. 

Mr.  Burr.  Mr.  Butler,  let  me  ask  you,  because  Dr.  Feder  talked 
about  a  significant  additional  out-of-pocket  cost  if  we  were  to  move 
to— I  think  it  was  specifically  a  voucher  program,  but  certainly  a 
voucher  program  is  an  entre  into  this  wide  array  of  options  that 
we  talk  about,  because  without  the  voucher,  you  do  not  have  the 
choice  by  the  individual. 

So,  let  me  ask  any  of  you  that  would  like  to  comment  on  that. 
Is  there,  as  you  look  at  it,  a  significant  additional  out-of-pocket  ex- 
pense to  seniors  in  this  country  if  we  introduce  options? 

Mr.  Butler,  No,  not  at  all.  I  was  not  here  when  she  made  that 
statement,  but  what  I  presume  she  was  doing  was  looking  at  the 
basic  pattern  of  predicted  expenditures  under  the  current  system 
and  said,  all  right,  if  you  limited  the  amount  of  money  the  govern- 
ment paid  and  therefore  the  enrollee,  the  beneficiary,  picks  up  the 
difference,  it  would  go  up  dramatically.  Of  course  it  would  if  that 
is  all  you  did,  but  if  you  changed  the  incentives,  if  you  changed  the 
way  the  program  operated,  you  would  get  a  situation  much  more 
common,  much  more  typical  of  what  we  see  in  private  companies 
that  can  significantly  change  the  pattern  so  that  the  company 
gains  and  also  the  employees  gain,  and  they,  in  many  cases,  get  far 
more  choices  and  better  coordinated  care  than  they  do  today. 

Mr.  Burr.  Dr.  Bristow,  did  you  want  to  comment  on  that? 

Mr.  Bristow.  Yes,  sir. 

Let  me  say  that  we  do  not  believe  that  the  average  Medicare  pa- 
tient would  have  to  pay  more.  In  fact,  we  had  Price  Waterhouse 
look  at  our  proposal,  and  they  tell  us  that  fully  50  percent  of  the 
Medicare  population  would  have  no  change  in  their  outlay  as  a  re- 
sult of  using  our  program;  40  percent,  on  the  other  hand,  would 
have  a  decrease  in  their  out-of-pocket  outlay  from  what  they  cur- 
rently experience;  and  only  10  percent  would  have  an  increase,  and 
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that  10  percent,  for  the  most  part,  would  be  those  who  are  economi- 
cally well-off. 
Mr.  Burr.  Mr.  Scully? 

Mr.  Scully.  Your  question  about  whether  there  is  enough 
money — I  mean  I  think,  totally  by  accident,  the  AMA  and  the  pro- 
posal that  the  AHA  and  the  Federation  both  jointly  have  agreed  to 
live  with,  I  suppose  is  the  terminology,  is  about  $160  billion  over 
7  years. 

We  have  kind  of  independently  come  to  the  conclusion  that  is 
about  a  sustainable  amount  of  money  to  take  out  of  the  program. 

So,  I  guess  our  view  is  that,  if  you  did  go  to  a  pure  defined  con- 
tribution capitated  plan,  which  we  think  is  the  right  thing  to  do 
eventually — the  issue  is  how  quickly  do  you  do  it — one  of  the  con- 
cerns is  how  much  money  are  you  going  to  have  there? 

How  much  money  can  you  take  out  of  the  system?  If  you  turn 
the  system  today,  without  any  reductions,  into  a  defined  contribu- 
tion, 7  years  from  now  you  may  have  a  couple  hundred  dollars, 
probably  more  than  that,  per  head  more  than  you  would  otherwise. 

So,  at  what  point  do  you  take  enough  out  of  that  defined  con- 
tribution, which  we  think  is  philosophically  and  structurally  the 
way  to  go,  where  you  can  start  getting  to  the  point  where  you  are, 
in  fact,  going  to  have  a  squeeze  on  providing  adequate  healthcare 
services,  and  I  think  that  is  an  important  question  for  you  all  to 
look  at. 

I  do  not  think  you  structurally  go  in  the  right  direction.  The 
issue  is  how  much  money  can  you  pour  in  the  mechanism  to  make 
sure  seniors  are  adequately  covered?  I  think  that  is  a  vital  ques- 
tion. 

Mr.  Burr.  Let  me  ask  both  of  you  that  are  responsible  for  hos- 
pitals, does  the  level  of  care  change  in  a  hospital  based  upon 
whether  a  patient  is  there  under  a  private  sector  plan  or  a  Medi- 
care plan? 

Mr.  Davidson.  Well,  private  sector  patients  that  we  treat  are 
governed  by  a  whole  variety  of  insurance  mechanisms.  On  any 
given  day,  there  are  more  than  150  different  kinds  of  utilization  re- 
view requirements  for  patients  in  our  hospitals,  in  a  single  institu- 
tion. 

Medicare  has  its  own  requirements  in  terms  of  DRG  payments 
lengths  of  stay,  and  so  forth.  So,  you  have  a  variety  of  mechanisms 
of  oversight  and  accountability. 

The  determination  of  the  care  and  the  clinical  protocols  is  really 
in  the  hands  of  the  attending  physician,  and  most  of  the  variations 
in  practice  patterns  derive  pretty  much  from  the  clinical  practice 
of  the  physician  who  is  taking  care  of  the  patient. 

Mr.  Scully.  I  do  not  think  the  care  changes  at  all.  I  fundamen- 
tally believe  that  hospitals  and  physicians  try  to  provide  the  best 
care  they  can  and  that  is  their  number-one  goal.  I  may  be  naive, 
but  I  think  that  is  exactly  what  happens. 

The  settings  of  care  and  the  way  it  is  treated  is  changed  by  your 
provider  incentives,  and  Medicare  sets  some  very  stupid  ones. 

Just  to  give  you  a  quick  example,  I  think  of  somebody  who 
breaks  a  hip  who  is  64  and  somebody  who  breaks  a  hip  who  is  66. 
They  may  have  totally  different  hospital  stays  and  totally  different 
skilled  nursing  facility  stays  and  totally  different  home  health 
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stays,  because  if  they  are  under  65  and  they  are  a  member  of  a 
Cigna  health  plan,  probably  Cigna  is  sitting  down  and  looking  at 
continuing  care  and  trying  to  figure  out  how  to  use  that  money  effi- 
ciently, hopefully,  if  they  are  doing  their  job,  there  may  be  a  whole 
different  set  of  stays  in  the  various  segments  of  the  healthcare  sys- 
tem than  the  way  the  Medicare  system  sets  it  up.  The  Medicare 
system  may  set  it  up  to  say  there  is  a  3-day  hospital  stay,  and  if 
you  are  a  hospital  administrator,  you  get  paid  the  same  amount 
whether  the  person  is  in  the  hospital  for  3  days  or  300  days  under 
the  DRG  system. 

So,  what  is  your  incentive?  Your  incentive  is  to  move  into  a  dif- 
ferent payment  mechanism,  and  it  sets  up  a  lot  of  very  stupid — 
I  think  the  care  is  probably  just  the  same,  but  it  sets  up  a  lot  of 
different  incentives,  and  that  is  one  of  the  reasons  that  the  system 
is  out  of  control.  So,  I  think  the  settings  may  very  well  be  different. 

Mr.  Burr.  Well,  let  me  ask  this,  if  I  may.  There  are  those  that 
would  paint  the  number  of  options  that  we  talk  about  as  a  lower 
level  of  care. 

Now,  based  upon  what  you  two  just  told  me  about  your  hospital 
members,  the  fact  is  that  in  Medicare  versus  private  sector,  there 
is  very  little  difference,  if  any,  in  the  quality  of  care  that  one  re- 
ceives. 

So,  the  ability  for  a  Medicare  patient  to  experiment  with  a  new 
option  in  the  marketplace  would  probably  not  be  too  upsetting  as 
far  as  the  level  of  care  that  they  would  see  in  a  hospital  going 
under  one  plan  versus  the  other. 

Is  that  a  correct  interpretation  of  what  you  have  said? 

Mr.  Davidson.  Well,  it  hard  to  judge  what  requirements  may 
exist  in  competing  plans. 

Mr.  Burr.  I  realize  that  the  different  degrees  of  illness  might  dic- 
tate some  different  structure,  but  from  a  standpoint  of  being  in  and 
receiving  care,  it  does  not  change. 

Mr.  Davidson.  Again,  there  are  going  to  be  variations  in  those 
practice  patterns. 

I  think  what  we  have  seen,  if  you  look  at  what  has  happened  in 
terms  of  medical  practice  patterns  and  hospitalization  over  the  past 
10  years,  we  have  changed  the  standard  of  care  in  terms  of  hos- 
pitalization. We  have  found  ways  to  get  people  out  of  hospitals 
sooner. 

Historically,  you  always  pictured  a  patient  being  discharged  from 
a  hospital  in  a  wheelchair  and  sometimes  wondering  why  they  are 
in  a  wheelchair,  and  we  wheel  them  to  the  car  and  they  see  their 
family  and  wave  goodbye  to  their  nurse. 

Today,  very  often,  we  are  wheeling  patients  out  of  hospitals  with 
an  IV  in  their  arm,  they  may  be  in  an  ambulance  going  to  another 
level  of  care,  which  makes  it  more  cost-effective  but  may  not  be  as 
comfortable  for  the  patient  and  their  family. 

So,  we  have  seen  changes  in  practice  patterns,  again  driven  by 
the  financial  constraints  in  trying  to  deliver  care  more  effectively, 
and  so,  if  you  are  going  to  have  a  series  of  new  health  plans,  you 
are  going  to  have  to  guard  against  some  kind  of  stringent  require- 
ments in  order  to  protect  seniors  in  these  programs.  That  is  what 
takes  you  to  the  need  to  federally  qualify  plans  if  we  move  in  this 
direction. 
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Ms.  Ignagni.  Mr.  Burr,  I  think  that  I  would  take  another  crack 
at  that  answer  by  telling  you  that  now  the  data  are  quite  encourag- 
ing in  terms  of  the  track  record  on  the  HMO  side,  which  is  our 
membership. 

We  know  that,  now,  you  are  20  percent  less  likely  to  have  an 
acute  episode  of  appendicitis  in  an  HMO  because  of  the  emphasis 
on  early  detection  and  prevention.  We  know  that  you  are  likely  to 
have  your  diabetes  managed  better.  We  know  that  you  are  likely 
to  have  Pap  smears,  mammography,  and  all  kinds  of  preventive- 
care  services,  because  it  is  an  environment  of  coordinated  care,  and 
those  data  are  quite  encouraging,  I  think,  and  worth  looking  at  as 
you  make  these  kinds  of  changes  in  terms  of  actually  giving  bene- 
ficiaries more  in  the  end  as  a  result  of  policy  changes. 

Mr.  Burr.  Thank  you. 

At  this  time,  the  Chair  will  recognize  Mr.  Bilbray. 
Mr.  Bilbray.  Karen,  can  I  just  ask  your  opinion  about  the  50/ 
50  rule?  Do  you  think  it  is  a  good  measure  of  quality? 
Ms.  Ignagni.  No. 

Mr.  Bilbray.  In  your  opinion,  has  the  50/50  rule  been  an  ob- 
struction to  health-plan  extensions  in  the  Medicare  programs? 

Ms.  Ignagni.  There  have  been  a  number  of  issues  with  respect 
to  rural  markets,  particularly,  and  I  think  there  have  been  issues 
with  the  50/50  rule. 

As  you  know,  the  50/50  rule  was  originally  developed  because  of 
a  sense  that  there  should  be  a  balance  between  public  beneficiaries 
and  private  beneficiaries. 

I  think,  now,  as  we  look  at  other  proxies  for  quality  with  respect 
to  disclosure,  clinical  practice,  what  have  you,  what  we  have  rec- 
ommended for  your  consideration  is  a  statutory  criteria  for  waivers 
that  could  be  employed  to  really  deal  with  this  issue  and  make 
progress  and  remove  the  barriers,  basically,  that  you  are  talking 
about. 

Mr.  Bilbray.  You  know,  we  keep  talking  about  choices  here  for 
the  seniors,  for  the  client.  Do  you  feel  the  50/50  rule  is  an  obstruc- 
tion to  the  choices  that  seniors  have  available? 

Ms.  Ignagni.  I  think,  to  the  extent  you  want  to  change  the  mar- 
ket and  you  want  to  encourage  a  number  of  different  kinds  of 
health  plans  and  more  competition,  then  you  want  to  drop  back 
and  look  at  the  existing  regulatory  authority,  statutory  authority 
that  we  have  in  place  and  see  how  the  two  match  up. 

I  think  a  middle  ground  here — I  know  there  are  a  number  of  in- 
dividuals that  advocate  waiving  the  50/50  rule  and  doing  away 
with  it.  Others  talk  about  statutory  criteria,  as  we  have.  I  think 
that  at  the  very  least,  you  ough+  to  do  statutory  criteria. 

Mr.  Bilbray.  Speaking  of  changing  the  market,  could  you  elabo- 
rate more  on  the  details  of  your  reform  proposal? 

Ms.  Ignagni.  I  would  be  delighted  to.  What  we  talk  about  is 
starting  from  where  we  are  today.  We  thought  the  charge  as  we 
came  into  this  committee  and  will  go  to  others  is  to  provide  a  sense 
of  a  critical  path  of  where  you  are  today  and  how  you  get  to  future 
changes. 

My  colleagues,  I  think,  have  made  very  persuasive  cases  for  look- 
ing at  long-term  changes.  What  we  have  done  is  tried  to  look  at  the 
short-term  and  think  about  things  we  could  put  in  place  to  move 
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to  long-term  considerations — competitive  bidding,  FEHBP — that  is 
one  example. 

Our  proposal  would  start  from  where  we  are  today,  would  look 
at  total  expenditures,  would  translate  that  into  a  per  capita  pay- 
ment on  both  sides,  and  I  think  it  is  important— this  is  a  principle 
that  we  have  advocated. 

We  talk  about  leveling  the  playing  field.  We  talk  about  that  in 
terms  of  standards.  I  think  we  ought  to  talk  about  it  in  terms  of 
payment  and  look  at  translating  per  capita  payments,  bundling 
services  on  the  fee-for-service  side,  as  my  colleagues  have  talked 
about  so  effectively.  It  would  actually  improve  the  kinds  of  deci- 
sions that  are  made  by  healthcare  providers,  provide  incentives  for 
more  coordination,  etcetera,  and  let  us  take  advantage  of  effi- 
ciencies in  that  kind  of  environment,  do  a  look-back  kind  of  mecha- 
nism to  track  how  you  are  reaching  the  per  capita  targets. 

In  the  other  environments  in  managed  care,  whether  it  be  HMO, 
PPO,  PHO,  or  what  have  you,  that  per  capita  amount  would  act 
as  a  budget,  much  as  the  AAPCC  does  today.  That  is  basically  how 
our  program  works. 

Then  you  need  to  determine  whether  there  are  things  that  you 
need  to  do  and  initiatives  that  need  to  be  explored  with  respect  to 
markets  where  there  have  been  low  payments  relative  to  other 
markets  and  the  cost  of  services.  We  have  done  quite  a  lot  of  think- 
ing in  that  regard,  and  we  would  be  delighted  to  offer  some  sugges- 
tions to  moving  in  that  direction,  as  well.  That  would  begin  to  get 
you  to  a  national  system  that  you  could  phase  into  now,  while  we 
explore  some  of  the  issues  that  my  colleagues  have  so  eloquently 
talked  about. 

Mr.  BlLBRAY.  Thank  you. 

Mr.  Davidson,  you  were  talking  about  the  possibility  of  us  consid- 
ering more  payroll  taxes,  and  I  was  interested  in  your  publication 
referring  to  the  possibility  that  maybe  a  majority  of  citizens  would 
love  to  see  or  would  agree  with  that  if  they  felt  it  would  stabilize 
the  system. 

At  the  same  time,  I  guess  it  does  not  point  out  in  this  publication 
that  the  majority  of  young  people  do  not  think  the  system  will  ever 
be  there  when  they  are  there. 

Aren't  you  concerned  that  we  are  going  to  get  into  this  genera- 
tion warfare  where  you  have  the  majority  of  young  people  feel  they 
will  never  receive  the  benefit,  so  why  should  they  be  paying  any 
taxes,  let  alone  anymore  taxes? 

Mr.  Davidson.  I  do  not  think  that  you  heard  us  advocating  an 
increase  in  the  payroll  tax.  I  think  what  you  heard  us  say  is  that 
all  issues  should  be  on  the  table,  ultimately  age  of  when  you  are 
eligible,  as  retirement  age  has  been  looked  at,  ultimate  benefits, 
the  entire  package,  and  that  we  need  to  look  at  the  entire  system 
for  Medicare  in  the  long-term. 

The  actions  we  are  taking  now,  which  are  substantial  when  you 
begin  to  look  at  the  degree  of  reductions  in  growth  in  the  program, 
only  add  3  more  years  onto  the  life  of  the  HI  trust  fund.  I  think 
the  perspective  that  we  are  providing  is  we  need  to  think  longer 
than  that,  because  we  do  have  people  who  do  not  think  this  pro- 
gram is  ever  going  to  be  available  to  them. 
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Mr.  BlLBRAY.  Mr.  Chairman,  I  would  just  like  to  close  with  the 
statement  that  I  think  one  of  the  problems  we  have  with 
hyperinflation,  as  somebody  from  southern  California  who  has  seen 
what  happens  with  the  price  of  property.  Anytime  someone  thinks 
that  the  answer  is  send  more  money  at  the  problem,  you  are  al- 
ways going  to  have  hyperinflation.  It  concerns  me  when  people  talk 
about  just  increasing  the  available  resources  to  be  spent  on  a  prob- 
lem. They  think  that  it  will  somehow  address  the  problem,  but 
what  it  actually  does  is  continually  feed  the  firestorm. 

Mr.  BlLlRAKlS.  The  gentleman's  time  has  expired. 

Mr.  Waxman  has  asked  for  an  additional  5  minutes. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman.  We  do  have 
such  a  short  period  of  time  to  ask  questions,  and  I  wanted  to  get 
some  other  points  in. 

Dr.  Bristow,  does  the  AMA  support  the  Republicans'  proposed 
cuts  of  $270  billion  in  Medicare? 

Mr.  Bristow.  Mr.  Waxman,  we  have  been  working  on  Medicare 
reform  since  1984,  when  I  chaired  a  council  that  addressed  this 
problem  then,  and  were  calling  for  reform  of  the  Medicare  system 
since  then. 

Mr.  Waxman.  Specifically,  do  you  support  a  reduction  in  Medi- 
care of  $270  billion? 

Mr.  Bristow.  We  are  not  supporting  a  specific  sum  beyond  the 
fact  that  we  have  been  able  to  come  up  with  $162  billion  savings 
that  we  think  are  appropriate. 

Mr.  Waxman.  Do  any  of  you  at  the  table  support  the  idea  of  $270 
billion  in  Medicare  cuts? 

Mr.  Davidson? 

Mr.  Davidson.  I  do  not  think  there  is  a  yes-or-no  answer.  The 
issue  is  that  there  is  a  number  that  has  been  arrived  at.  Our  re- 
sponsibility is  to  tell  you  the  potential  consequences  of  actions  that 
ultimately  affect  all  of  us,  and  that  determination  is  going  to  have 
to  be  made  by  this  body.  We  are  not  going  to  be  vigorously  advocat- 
ing that  level  of  cuts. 

Mr.  Waxman.  Well,  you  are  representing  hospitals.  There  are  all 
sorts  of  known  consequences  of  a  cut  like  that.  There  are  going  to 
be  all  sorts  of  unintended  consequences.  Do  you  feel  that  it  would 
be  responsible  for  us  to  make  a  cut  in  Medicare  over  7  years  of 
$270  billion? 

Mr.  Davidson.  I  think  our  position  is  that  we  were  in  opposition 
to  the  number  at  the  beginning.  You  all  have  acted.  That  is  the 
number.  Our  responsibility  now  is  to  help  you  achieve  what  you 
can  in  trying  to  move  to  that  number  in  some  rational,  fair  way. 

Mr.  Waxman.  Thank  you. 

I  only  have  5  minutes,  and  I  might  ask  for  even  more  time  if  I 
need  to,  but  Mr.  Scully,  yes  or  no  on  that? 

Mr.  Scully.  We  have  consistently  said  that  we  think  $270  billion 
is  too  high,  but  we  have  tried  to  work  with  the  Congress  to  come 
up  with  it,  if  that  is  going  to  be  the  number,  the  most  reasonable 
ways  to  get  there. 

Mr.  Waxman.  Okay. 

Ms.  Ignagni? 

Ms.  Ignagni.  Congressman,  our  leadership  has  looked  at  the  pol- 
icy, not  the  budget  side  of  it. 
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Mr.  Waxman.  Dr.  Bristow  

Mr.  Butler.  Can  I  comment  on  that? 
Mr.  Waxman.  Sure. 

Mr.  Butler.  We  have  argued  that  there  are  a  number  of  savings 
that  can  be  achieved  in  the  Medicare  system,  including  moving  to 
a  defined  contribution — — 

Mr.  Waxman.  Yes  or  no,  and  then  I  have  to  move  on. 

Mr.  Butler.  In  other  words,  yes. 

Mr.  Waxman.  You  would  support  it.  Would  you  like  to  go  higher? 
Mr.  Butler.  I  think  this  is  a  reasonable  number. 
Mr.  Waxman.  Okay. 

Dr.  Bristow,  you  have  talked  about  some  proposals  to  come  up 
with  $160  billion,  and  I  want  to  know  how  much  of  that  is  going 
to  come  from  physician  payments  being  lowered  and  how  much  of 
that  is  going  to  be  required  to  be  paid  for  by  the  beneficiaries? 

Mr.  Bristow.  In  the  first  place,  none  of  it  is  being  paid  for  by 
the  beneficiaries  in  the  sense  that  the  total  number  of  dollars  that 
would  be  expended  will  remain  the  same  except  for  roughly  10  per- 
cent of  beneficiaries  who  currently  are  not  paying  for  Medigap  in- 
surance—they would  be  obliged  to  pay  what  would,  in  essence,  be 
a  Medigap  premium — but  the  other  90  percent  are  either  paying 
out  of  pocket  now  or  are  covered  by  Medicaid. 

Mr.  Waxman.  You  do  not  expect  they  will  have  to  pay  anymore. 

Mr.  Bristow.  No,  sir,  I  do  not. 

Mr.  Waxman.  Okay.  In  your  testimony,  you  seem  to  be  support- 
ing requiring  Medicare  beneficiaries  to  pay  the  difference  between 
what  Medicare  pays  and  what  the  doctor  charges  and  repealing  the 
current  prohibition  against  balanced  billing. 

In  a  world  of  $270  billion  in  cuts,  when  Medicare  will  be  paying 
considerably  less  for  physician  services,  just  how  exactly  do  you  ex- 
pect senior  citizens,  the  majority  of  whom  live  on  fixed  incomes  of 
$25,000  a  year,  to  make  up  the  difference?  Won't  senior  citizens 
simply  be  at  your  mercy? 

How,  in  fact,  do  you  expect  those  beneficiaries  to  make  up  that 
difference? 

Mr.  Bristow.  Because  those  beneficiaries  will  have  access  to  in- 
formation that  they  have  never  had  before,  and  that  is  what  are 
other  doctors  charging?  Those  doctors  will  be  forced  to  compete 
with  one  another  in  a  fashion  that  we  have  not  had  since  I  was 
a  boy. 

When  I  was  a  boy,  I  went  to  the  doctor's  office,  there  was  a  sign 
on  the  wall  that  said  office  visits  $2.  We  knew.  We  have  not  had 
that  for  40  years  now,  and  what  we  need  is  a  return  to  that  kind 
of  pressure  on  keeping  prices  where  they  should  be. 

Mr.  Waxman.  So,  there  would  be  competition  between  doctors  to 
get  the  patients'  business. 

Mr.  Bristow.  There  will  be  competition,  because  that  market  of 
37  million  individuals  is  a  valuable  market. 

Mr.  Waxman.  Let  me  ask  you  about  this  point.  If  you  know  you 
need  a  certain  service,  you  could  call  different  doctors  and  see  what 
they  would  charge  for  that  service,  but  so  often  patients  end  up 
doing  what  the  doctors  think  they  ought  to  do,  what  they  are  told 
by  the  doctor  is,  in  their  best  medical  judgment,  necessary.  The  pa- 
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tient  does  not  decide  to  go  into  a  hospital.  A  patient  does  not  decide 
laboratory  tests  to  be  performed. 

How  is  that  going  to  work  for  patients  to  choose  doctors  on  the 
basis  of  a  price  for  one  service  or  another? 

Mr.  BRISTOW.  Because  we  do  not  expect  every  patient  will  ques- 
tion their  physician  about  recommendations  that  are  made,  but 
studies  have  shown  that,  if  10  percent  of  them  make  inquiry,  it  will 
have  a  leavening  effect.  You  do  not  have  to  have  every  patient 
question  you  in  order  to  change  and  modify  your  practice  in  order 
to  be  competitive.  We  believe  very  strongly  that,  in  fact,  is  what 
will  occur. 

Mr.  Waxman.  The  other  90  percent  that  are  not  so  sophisticated, 
they  will  go  to  a  doctor,  and  their  doctor  will  make  a  judgment  as 
to  their  medical  needs  and  tell  them  what  ought  to  be  done  and 
then  also  make  a  judgment  about  asking  them  to  pay  a  lot  more 
than  what  Medicare  otherwise  would  be  paying  the  doctor  because 
of  the  reduction  in  Medicare. 

Mr.  Bilirakis.  A  short  answer  to  that,  please,  Doctor. 

Mr.  Bristow.  That  is  a  legitimate  concern,  and  that  is  why  we 
say  every  physician  should  make  available  to  the  public  what  his 
or  her  conversion  factor  is  for  Medicare  and  then  remain  consistent 
to  that.  We  are  not  talking  about  sliding  up  or  down  or  changing 
because  of  one  patient  or  another. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired. 

Mr.  Hall,  do  you  have  any  questions  of  this  panel? 

Mr.  Hall.  Yes,  I  do  have. 

Mr.  Waxman,  did  you  finish  with  what  you  wanted  to  ask?  I  can 
yield  you  some  of  my  time  if  you  need  it. 
Mr.  Waxman.  No,  that  is  all  right. 
Mr.  Hall.  All  right. 
Thank  you,  Mr.  Chairman. 

Not  having  been  here  for  the  entire  hearing,  I  have  looked  over 
your  printed  statements,  and  I  find  that  each  of  you  seem  to  have 
some  idea  about  what  we  ought  to  do,  and  I  appreciate  the  fact 
that,  once  we  are  on  a  course,  that  even  though  you  do  not  totally 
like  it,  that  you  are  trying  to  adapt  yourself  to  it  and  trying  to  help 
us  make  it  work,  and  I  think  that  is  the  reason  the  national  health 
thrust  2  years  ago  did  not  work. 

Frankly,  the  administration  did  not  pull  in  under  their  umbrella 
the  people,  the  health  professionals  who  had  to  make  it  work,  and 
so,  I  am  glad  to  see  that  you  have  some  give  to  you,  and  I  think 
that  is  really  great,  but  I  notice  that  Dr.  Bristow  talked  about  the 
reforms  we  propose  are  a  fundamental  shift  away  from  government 
control,  and  I  like  that.  Mr.  Scully  talked  about  market  reforms, 
and  others  have  different  suggestions  and  different  thrusts. 

Let  me  ask  you  this.  Are  you  all  working  with  the  senior  citizens 
groups  to  determine  their  support  or  their  disapproval  or  their  lack 
of  interest  in  the  programs  that  you  are  supporting,  that  you  are 
pushing? 

Ms.  Ignagni.  Yes,  sir.  Thank  you. 

We  have  endeavored  to  visit  virtually  every  senior  citizen  group 
to  talk  preliminarily  about  some  of  the  problems,  some  of  our  ideas. 
Now  that  we  are  offering  specific  proposals,  we  want  to  do  another 
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round  and  sit  down  and  share  with  them  our  views  and  get  reac- 
tions and  obviously  work  as  productively  and  helpfully  as  we  can. 

One  of  the  things  that  has  been  the  hallmark  of  our  style  of  cov- 
erage in  the  HMO  industry  is  listening  to  beneficiaries  and  cus- 
tomers, and  speaking  for  GHAA,  we  intend  to  do  the  same. 

Mr.  Hall.  Do  you  get  the  feeling  that  the  rank  and  file  of  the 
senior  citizens  have  the  feeling  that  I  have,  that,  look,  if  we  are 
part  of  the  problem,  we  would  like  to  help  answer  that  problem, 
and  yet,  those  people  that  they  have  elected  to  represent  them  here 
at  this  level,  while  I  am  not  being  critical  of  them — they  are  trying 
to  do  their  very  best  for  the  people  they  represent — are  a  harder 
sell  than  they  are  when  I  am  one-on-one  in  the  district. 

They  say,  yes,  you  know,  if  the  government  ever  gets  sensible 
and  reasonable  about  this,  we  will  have  some  give  to  us,  and  that 
is  what  you  have  done,  and  do  you  get  a  feeling  from  the  people 
out  there  and  from  your  patients  and  constituents  and  people  that 
you  deal  with  that,  in  the  final  analysis,  that  that  would  probably 
be  their  position? 

Ms.  Ignagni.  What  we  hear  from  our  constituents  and  our  mem- 
bers that  are  over  65  is  a  real  concern  about  the  next  generation 
and  whether  the  program  will  survive,  and  I  think  you  are  prob- 
ably reflecting  some  of  that  concern. 

We  have  begun  to  talk  not  only  with  organized  groups  of  senior 
citizens  but  some  of  our  own  members  to  draw  from  them  and  their 
experiences  some  of  our  proposals,  and  in  fact,  that  has  been  part 
of  our  policy  process  of  really  listening  to  the  customer  and  bene- 
ficiary. 

Mr.  Hall.  Do  you  still  feel  that,  because  of  the  overall  budget 
thrust,  with  the  programs  that  have  been  set  forth  and  the  specific 
cuts  that  have  been  recommended,  block  grants,  working  some  cut 
in  the  military,  looking  at  immigration,  or  maybe  even  making  for- 
eign aid  payable  only  to  those  who  vote  with  us  in  the  U.N. — you 
know,  that  would  cut  that  back  about  95  percent — but  looking  at 
specific  cuts,  and  $274  billion  is  a  very  severe  cut  so  quick,  don't 
you  believe  that  the  people — and  don't  you  as  professionals — don't 
you  have  the  feeling  that,  look,  I  hope  there  is  something  out  there 
a  little  better  than  that,  like  making  some  of  these  specific  cuts  not 
as  severe  and  then  cutting  the  whole  trillion-dollar  budget,  say,  4 
or  5  percent  and  seeing  if  we  cannot  work  into  solving  some  of  the 
problems  as  we  go  along  and  not  just  changing  it  dramatically 
now?  We  took  40  years  to  get  in  this  situation. 

Mr.  Scully,  I  think  you  are  drawing  up  there  to  answer  that. 

Mr.  Scully.  We  have  some  hospitals,  one  particular  large  group 
of  hospitals,  that  has  about  350,000  seniors  in  a  support  group,  and 
I  met  with  them  a  couple  of  weeks  ago. 

I  think  you  are  probably  right  in  that  most  seniors,  once  it  is  ex- 
plained to  them,  are  not  as  concerned.  I  mean  they  are  generally 
fearful  of  any  changes  in  Medicare.  I  think  they  are  surprisingly 
willing  to  look  at  change. 

I  think  we  have  worked  a  lot  with  some  of  the  groups  in  the  next 
panel  in  past  years  and  this  year,  worked  a  lot  with  the  AARP. 

I  think  that,  probably,  this  change  will  not  be  as  tough.  I  think 
that  the  bulk  number — I  think  the  reform  has  been  explained 
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right,  the  right  thing  to  do,  they  are  acceptable,  and  seniors  are 
willing  to  take  them. 

I  happen  to  think,  as  we  have  said  again  and  again,  that  the 
bulk  number  is  awfully  big,  and  it  is  pretty  tough  to  get  there  with- 
out doing  some  damage,  but  I  think  that,  as  far  as  the  change  and 
the  fear  tactics  in  the  past  of  just  scaring  the  hell  out  of  seniors 
is  not  working  particularly  well  this  year,  and  I  think  a  lot  of  them 
are  making  an  effort  to  understand  it. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired. 

Mr.  Hall.  I  thank  the  chairman. 

Mr.  Bilirakis.  Well,  my  thanks  to  this  panel,  again,  for  your  pa- 
tience. It  is  terrible  what  we  do  to  you  busy  people.  We  invite  you 
up  here  and  then  put  you  through  all  this,  but  by  now,  I  guess,  you 
are  getting  accustomed  to  it. 

Karen,  it  is  always  great  to  see  you. 

Thank  you  very  much. 

The  next  panel  will  consist  of  Michael  Korby,  the  Director  of  Leg- 
islative Affairs  for  the  United  Seniors  Association;  Jake  Hansen, 
Vice  President  for  Government  Affairs,  Seniors  Coalition;  and  Mar- 
tha McSteen,  President  of  the  National  Committee  to  Preserve  So- 
cial Security  and  Medicare. 

While  they  come  up,  I  would  like  to  announce  that  Mr.  Beau 
Boulter,  a  former  colleague,  was  intended  to  be  a  part  of  this  forth- 
coming panel,  but  he  has  a  3:30  meeting  and  was  not  able  to  stay. 

Ms.  McSteen,  we  will  start  off  with  you,  if  we  may. 

As  you  all  know,  your  written  statement  is  made  a  part  of  the 
record,  and  we  would  appreciate  it  if  your  opening  statement  was 
kept  to  5  minutes,  if  at  all  possible. 

You  are  on,  Martha. 

STATEMENTS  OF  MARTHA  McSTEEN,  PRESIDENT,  NATIONAL 
COMMITTEE  TO  PRESERVE  SOCIAL  SECURITY  AND  MEDI- 
CARE; JAKE  HANSEN,  VICE  PRESIDENT  FOR  GOVERNMENT 
AFFAIRS,  SENIORS  COALITION;  AND  MIKE  KORBY,  ON  BE- 
HALF OF  UNITED  SENIORS  ASSOCIATION 

Ms.  McSteen.  Thank  you,  Mr.  Chairman. 

A  comprehensive  system-wide  approach  to  healthcare  cost  con- 
tainment is  necessary  to  make  meaningful  long-term  progress  to- 
ward controlling  the  growth  of  Medicare  spending  and  improve  the 
balance  sheet  for  Medicare  Part  A  trust  fund. 

Unless  real  progress  is  made  in  controlling  healthcare  costs  gen- 
erally, however,  Medicare  and  Medicaid  costs  will  continue  to  grow. 
This  critical  element  is  missing  in  the  current  debate. 

Medicare  has  enhanced  life  for  millions  of  Americans  and  their 
families.  Despite  pessimistic  commentary,  Medicare  is  a  remark- 
able success  story.  It  provides  universal  coverage  to  seniors  in  an 
era  when  the  private  sector  makes  no  such  promise.  It  takes  all  eli- 
gible seniors  and  disabled  individuals  into  Medicare. 

Over  the  past  decade,  Medicare  outlays  per  enrollee  have  grown 
more  slowly  than  outlays  for  private  insurance  patients.  Medicare's 
administrative  costs  average  only  2  percent  of  program  outlays, 
compared  to  25  percent  in  the  small-group  private  market  and  5.5 
percent  in  the  large-group  private  market. 
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Medicare  rates  for  hospitals  and  doctors  are  at  a  deep  discount, 
approximately  70  percent  of  what  private  insurers  pay. 

Medicare  is  already  a  large  nationwide  preferred  provider  organi- 
zation. 

Citizens  want  prudent  spending  but  also  want  the  insurance  they 
pay  for  to  be  in  place  when  it  is  needed.  In  general,  large  systems 
do  require  refinements,  and  Medicare  is  no  exception. 

Innovations  may  be  found  that  will  increase  efficiency,  hold  down 
cost,  and  eliminate  waste,  but  let  us  not  jump  at  just  any  strategy 
that  is  advertised  as  cutting  cost. 

We  can  make  changes  within  Medicare  to  allow  for  more  man- 
aged-care options  with  appropriate  consumer  safeguards. 

The  private  market  holds  no  magic  bullets  for  Medicare.  Its 
records  on  coverage  and  cost  containment  are  inferior  to  Medicare. 

Providing  seniors  and  the  disabled  with  vouchers  with  which  to 
purchase  private  insurance  is  a  type  of  reform  which  may  well  un- 
dermine Medicare  and  threaten  the  health  security  of  seniors  and 
the  disabled. 

The  National  Committee  endorses  the  following  principles  for 
any  Medicare  reform  plan: 

Universality.  Certainly,  the  National  Committee  opposed  opting 
out  of  Medicare  at  this  time.  Increasing  choice  of  plans  is  accept- 
able as  long  as  the  choices  are  within  the  Medicare  framework  of 
access  to  a  defined  set  of  benefits. 

It  is  important  that  HCFA's  search  for  a  cost-effective  means  of 
delivering  services  to  seniors,  such  as  PPOs  and  HMOs,  as  long  as 
quality  standards,  access,  and  comprehensive  benefits  are  assured. 

Of  course,  affordability  is  a  tremendous  quality.  Certainly,  the 
average  senior  spends  over  $3,000  annually  now  out  of  pocket,  and 
increasing  co-payments  will  place  unacceptable  levels  and  hard- 
ships on  the  moderate  and  low  income  seniors. 

Medicare  promises  seniors  access  to  high-quality  health  care.  The 
enthusiasm  for  managed  care  should  be  balanced  with  the  realities 
of  access  to  care  and  quality.  Certainly,  seniors  should  continue  to 
have  their  choice  of  specialist  and  other  medical  providers. 

Controlling  overall  healthcare  cost  is  the  answer.  Medicare  cuts 
alone  are  not  real  cost  containment. 

Fairness  to  providers  must  be  considered.  It  is  the  only  way  to 
guarantee  access  to  quality  health  care. 

We  believe  that  the  budget  resolution  has  been  driven  more  by 
political  promises  to  balance  the  budget  and  cut  taxes  than  by  con- 
cern over  the  solvency  of  Part  A. 

When  the  deficit  spending  on  all  general  revenue  fund  programs, 
including  interest,  is  compared,  Medicare  Part  B  accounts  for  only 
6  percent  of  deficit  spending  in  fiscal  1994.  Yet,  the  budget  resolu- 
tion targets  Medicare  Part  A  and  B  for  35  percent  of  the  funds  for 
deficit  reduction.  Defense  spending  contributed  36  percent  of  deficit 
dollars  in  1994  but  will  contribute  nothing  toward  the  deficit  reduc- 
tion in  this  budget  resolution. 

Certainly,  the  $2.5  trillion  the  government  will  forego  over  the 
next  5  years  in  tax  entitlements  will  also  escape  virtually  un- 
scathed. 

Medicare,  in  conclusion,  let  me  say,  provides  valuable  insurance 
protection  that  would  be  difficult  for  many  to  obtain  in  the  private 
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market.  The  problems  in  the  healthcare  system  in  this  country 
must  be  addressed,  but  attempting  to  abruptly  dismantle  Medicare 
will  not  solve  the  problem. 

We  must  continue  to  improve  and  refine  Medicare  as  we  search 
for  a  resolution  to  this  Nation's  overall  healthcare  dilemma. 

Thank  you. 

[The  prepared  statement  of  Martha  McSteen  follows:] 

Prepared  Statement  of  Martha  McSteen,  President,  National  Committee  to 
Preserve  Social  Security  and  Medicare 

The  National  Committee  to  Preserve  Social  Security  and  Medicare,  a  grass  roots 
education  and  advocacy  organization  representing  millions  of  senior  Americans,  is 
pleased  to  testify  on  the  subject  of  Medicare  reform.  The  National  Committee's  mis- 
sion is  to  protect,  preserve,  promote  and  ensure  the  financial  security,  health,  and 
the  well  being  of  maturing  Americans  of  current  and  future  generations. 

A  comprehensive,  system-wide  approach  to  health  care  cost-containment  is  nec- 
essary to  make  meaningful  long-term  progress  toward  controlling  the  growth  of 
Medicare  spending  and  improve  the  balance  sheet  for  Medicare  Part  A  trust  fund. 
Unless  real  progress  is  made  in  controlling  health  care  costs  generally,  Medicare 
and  Medicaid  costs  will  continue  to  grow  significantly.  This  critical  element  is  miss- 
ing in  the  current  debate. 

MEDICARE'S  SUCCESSES 

Before  Medicare,  health  care  for  a  retired  or  disabled  person  depended  upon  indi- 
vidual wealth  or  the  generosity  of  family,  friends,  physicians  or  local  health  care  in- 
stitutions. When  this  wealth  and  generosity  were  not  available,  retired  and  disabled 
people  often  went  without  care  when  they  needed  it  most.  Medicare  was  started  be- 
cause the  private  market  did  not  insure  health  care  for  most  seniors. 

Medicare  has  enhanced  life  for  millions  of  Americans  and  their  families.  While  in- 
creasing productive  years  of  life  for  beneficiaries,  Medicare  has  also  helped  support 
the  development  of  nealth  care  facilities  and  medical  education.  In  the  years  since 
1966,  when  Medicare  was  implemented,  much  has  been  learned  about  reversing  life- 
threatening  illness,  relieving  pain  and  recovering  lost  functional  capacity  Americans 
of  all  ages  and  degrees  of  health  are  benefiting  from  this  program,  because  it  pro- 
tects whole  families  from  much  of  the  cost  of  acute  health  care  for  senior  or  disabled 
family  members. 

Despite  pessimistic  commentary  from  many  politicians  and  a  few  interest  groups, 
Medicare  is  a  remarkable  success  story.  It  provides  universal  coverage  to  seniors  in 
an  era  when  the  private  sector  makes  no  such  promise.  It  takes  all  eligible  seniors 
and  disabled  individuals  entitled  to  Medicare  regardless  of  health  status.  It  does  not 
control  costs  by  dropping  coverage  for  sick  individuals,  dropping  dependent  coverage 
or  refusing  to  pay  for  medically  necessary  services.  Over  tne  past  decade,  Medicare 
outlays  per  enrollee  have  grown  more  slowly  than  outlays  for  private  insurance  pa- 
tients. Medicare's  administrative  costs  average  only  2%  of  program  outlays  com- 
pared to  25%  in  the  small  group  private  market  and  5.5%  in  tne  large  group  private 
market.  Medicare  rates  for  hospitals  and  doctors  are  at  deep  discounts,  approxi- 
mately 70%  of  what  private  insurer  pay.  Medicare  is  already  a  large,  nationwide 
preferred  provider  organization. 

Citizens  want  prudent  spending  but  also  want  the  insurance  they  pay  for  to  be 
in  place  when  needed.  In  general,  large  systems  require  continuous  evaluation  and 
refinement,  and  Medicare  is  no  exception.  "Innovations"  may  be  found  that  will  in- 
crease efficiency,  hold  down  cost  and  eliminate  waste,  but  let  us  not  jump  at  just 
any  strategy  that  is  advertised  as  cutting  cost.  We  must  ask  "whose  cost  is  being 
cut?"  and  who  benefits  from  these  cuts?  Will  Medicare  really  pay  out  less?  Will 
individual  beneficiaries  get  less  choice,  coverage  and  quality  of  care?  Most  impor- 
tantly, does  a  reform  plan  leave  Medicare  as  one  universal  program.  We  can  make 
changes  within  Medicare  to  allow  for  more  managed  care  options  with  appropriate 
consumer  safeguards.  The  private  market  holds  no  magic  bullets  for  Medicare— its 
record  on  coverage  and  cost  containment  is  inferior  to  Medicare.  Providing  seniors 
and  the  disabled  with  vouchers  with  which  to  purchase  private  insurance  is  a  type 
of  reform  which  may  well  undermine  Medicare  and  threaten  the  health  security  of 
seniors  and  the  disabled. 

In  seeking  ways  to  improve  Medicare  this  Congress  must  commit  itself  to  main- 
taining Medicare  as  a  federal  program  which  guarantees  comprehensive  health  care 
to  all  entitled  seniors  and  the  disabled.  Medicare's  35  million  beneficiaries  are  over- 
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whelmingly  satisfied  with  this  insurance  which  assures  portability,  renewability, 
wide  choice  of  providers,  does  not  exclude  preexisting  conditions,  does  not  change 
the  ground  rules  of  coverage  when  people  are  sick  and  need  care  and  gives  the  indi- 
vidual standing  to  dispute  decisions  about  coverage.  Some  of  the  changes  being  pro- 
moted as  Medicare  reforms  would  diminish  or  even  end  these  protections. 

The  National  Committee  endorses  the  following  principles  for  any  Medicare  re- 
form plan: 

Universality — Medicare  must  remain  a  universal  program  covering  all  entitled 
senior  and  disabled  Americans.  Universality  permits  tne  pooling  of  risks,  making  in- 
surance affordable  even  for  the  chronically  ill.  The  National  Committee  opposes  opt- 
ing out  of  Medicare.  Increasing  choice  of  plans  is  acceptable  as  long  as  the  choices 
are  within  the  Medicare  framework  of  access  to  a  defined  set  of  benefits.  It  is  impor- 
tant that  HCFA  search  for  cost-effective  means  of  delivering  services  to  seniors, 
such  as  PPOs  and  HMOs  as  long  as  quality  standards,  access  and  comprehensive 
benefits  are  assured. 

Affordability — The  average  senior  spends  over  $3,000  annually  for  out-of-pocket 
health  care,  including  premiums,  deductibles  and  co-payments  for  Medicare,  and  un- 
covered care,  including  prescription  drugs  and  long-term  care.  This  amount  rep- 
resents a  greater  percentage  of  out  of  pocket  costs  than  before  Medicare  was  cre- 
ated. Increasing  premiums,  deductibles  and  co-payments  will  place  unacceptable  fis- 
cal and  physical  hardships  on  moderate  and  low  income  seniors  and  the  chronically 
ill.  These  types  of  increases  are  penny  wise  and  pound  foolish  solutions  as  they  will 
result  in  seniors  putting  off  needed  medical  care,  which  will  result  in  ultimately 
higher  cost  medical  solutions. 

Quality — Medicare  promises  seniors  access  to  high  quality  health  care.  The  enthu- 
siasm for  managed  care  should  be  balanced  with  the  realities  of  access  to  care  aid 
quality.  Medicare  beneficiaries  in  managed  care  plans  should  have  national  quality 
standards,  clearly  defined  appeal  rights  and  access  to  specialty  care. 

Means  Testing — Means  testing  violates  the  universality  of  Medicare  and  singles 
out  higher  income  Medicare  for  discriminatory  treatment.  A  study  by  Lewin-VHI 
conducted  for  the  National  Committee  demonstrates  that  the  Medicare  Part  B  sub- 
sidy for  upper  income  beneficiaries  will  be  more  than  made  up  by  Medicare  Part 
A  taxes  in  excess  of  Part  A  benefits  over  a  lifetime. 

Choice— Seniors  should  continue  to  have  their  choice  of  doctors,  specialists  and 
other  medical  providers. 

Cost  Containment — Proposed  reforms  should  not  only  address  the  solvency  of  the 
Medicare  program,  but  should  also  contribute  to  controlling  overall  health  care 
costs.  Proposals  that  shift  Medicare  costs  to  beneficiaries  or  the  privately  insured 
are  simply  cost  shifting  proposals  and  are  not  real  cost  containment  reforms.  Medi- 
care cuts  alone  are  not  real  cost  containment. 

Fairness  to  Providers — Fair  reimbursement  to  providers  is  the  only  way  to  guar- 
antee access  to  quality  health  care. 

MEDICARE  SPENDING  AND  THE  DEFICIT 

The  budget  resolution  calls  for  a  reduction  of  $270  billion  in  current  law  levels 
of  Medicare  spending  over  a  seven  year  period.  Reductions  of  this  magnitude  are 
unprecedented — several  times  larger  than  the  $56  billion  in  reductions  over  five 
years  enacted  as  recently  as  1993  as  part  of  the  reconciliation  bill.  The  Medicare 
program  cannot  sustain  the  level  of  cuts  discussed  recently  by  some  Congressional 
leaders  without  significant  hardship  to  seniors  and  the  disabled. 

We  believe  that  the  budget  resolution  has  been  driven  more  by  political  promises 
to  balance  the  budget  in  seven  years  and  cut  taxes  than  by  concern  over  the  sol- 
vency of  Part  A.  In  the  last  Congress,  alarms  over  the  proposed  $157  billion  in  Med- 
icare reductions  over  seven  years  proposed  by  the  President  as  part  of  health  care 
reform.  Members  of  Congress  predicted  the  cuts  would  destroy  quality  and  access 
for  beneficiaries  or  even  the  program  itself.  The  same  is  even  more  applicable  to  the 
current  budget  resolution.  At  least  the  President's  proposal  maintained  the  Medi- 
care program  for  all  beneficiaries  and  added  new  benefits  and  attempted  universal 
cost  containment. 

The  debate  over  Medicare  costs  is  driven  largely  by  the  deficit  problem.  It  is  im- 
portant to  note  that  Medicare  Part  B  has  contributed  a  relatively  small  amount  to 
the  current  deficit.  (See  attached  chart)  Medicare  Part  A  has  contributed  nothing 
to  the  deficit.  When  spending  on  all  general  revenue  fund  programs,  including  inter- 
est is  compared,  Medicare  Part  B  accounts  for  only  6%  of  deficit  spending  in  fiscal 
year  1994.  Yet  the  budget  resolution  targets  Medicare  Part  A  and  B  for  35%  of  the 
funds  for  deficit  reduction.  Similarly,  Medicaid  accounted  for  only  11%  of  1994  defi- 
cit spending  yet  it  targeted  for  24%  of  the  dollars  for  deficit  reduction.  Defense 
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spending  contributed  36%  of  deficit  dollars  in  1994,  but  will  contribute  nothing  to- 
ward deficit  reduction  in  this  budget  resolution.  Apparently,  the  $2.5  trillion  dollars 
the  government  will  forego  over  the  next  five  years  in  tax  entitlements  will  also  es- 
cape virtually  unscathed.  Medicare  and  Medicaid  are  asked  to  shoulder  an  unfair 
portion  of  deficit  reduction. 

We  do  not  believe  our  members,  or  most  Americans,  will  support  a  budget  rec- 
onciliation bill  which  reflects  this  disproportionate  and  unjustified  treatment  of 
Medicare  and  Medicaid. 

MEDICARE  PART  A 

The  most  recent  report  of  the  Medicare  Trustees  projects  that  Medicare  Part  A 
will  begin  spending  more  than  it  takes  in  by  the  year  2002.  Of  course,  the  Trustees 
predicted  that  bankruptcy  was  only  two  years  away  as  far  back  as  1970,  and  Medi- 
care is  still  here  today.  The  reasons  for  this  are  the  determination  of  the  Congresses 
over  the  intervening  years  to  maintain  the  program  and  the  full  support  of  the  pub- 
lic for  doing  so.  We  are  convinced  that  large  majorities  of  Americans  of  all  ages  still 
fully  support  preserving  the  Medicare  program. 

This  Congress  can  make  reasonable  changes  to  extend  for  several  more  years  the 
solvency  of  Part  A,  while  continuing  to  work  toward  long-term  structural  and 
costcontainment  approaches.  Our  testimony  today  suggests  changes  which  will  add 
$150  billion  to  the  Part  A  trust  fund  through  both  savings  and  revenues  and  slow 
the  growth  of  Part  B. 

It  is  important  to  note  that  the  unprecedented  level  of  cuts  proposed  by  the  Con- 
gress in  the  budget  resolution  only  extends  the  solvency  of  the  program  by  two  or 
three  years. 

The  Medicare  program  will  not  be  "saved"  by  these  budget  cuts.  The  reason  is 
that  arbitrary  cuts  do  nothing  to  solve  the  underlying  problems  of  health  care  infla- 
tion and  an  aging  population.  These  issues  must  be  addressed  in  a  bipartisan  fash- 
ion, outside  of  the  budget  process,  and  all  reductions  or  savings  must  be  directed 
toward  maintaining  and  improving  the  program  for  current  and  future  beneficiaries. 

OTHER  REFORM  PROPOSALS 

The  National  Committee  has  looked  at  proposals  by  the  American  Medical  Asso- 
ciation (AMA)  and  the  American  Hospital  Association  (AHA).  They  both  rightly 
focus  on  the  long-term.  We  oppose  privatization  of  Medicare.  The  National  Commit- 
tee recognizes  the  potential  benefits  of  managed  care  or  "coordinated  care"  advo- 
cated by  the  American  Hospital  Association,  but  do  not  believe  that  sufficient  docu- 
mentation that  establishes  significant  savings  for  Medicare  from  managed  care  at 
this  time. 

Cost  Containment 

Medicare  cost  containment  must  be  part  of  a  comprehensive  plan  to  control  na- 
tional health  care  costs.  Without  a  comprehensive  program  of  cost  containment  Med- 
icare reductions  will  result  in  higher  costs  to  beneficiaries,  reduced  payments  to  pro- 
viders, increased  cost  shifting  and  access  problems  for  beneficiaries.  The  recent 
steep  increase  in  Medicare  costs  is  typical  of  health  care  costs  in  society  in  general. 
It  does  not  appear  that  costs  will  be  contained  by  lifting  the  current  limits  on  bal- 
ance billing. 

Medicare  is  a  far  more  efficient  program  than  it  is  given  credit  for  being. 

Over  the  past  decade,  Medicare  outlays  per  enrollee  have  grown  more  slowly  than 
outlays  for  private  insurance  patients.  The  reduction  in  private  sector  growth  in  just 
the  last  two  years  does  not  necessarily  represent  a  long-term  trend.  Insurance  com- 
panies can  hold  down  premium  increases  for  a  short  time  by  reducing  reserves. 

Medicare  has  an  excellent  record  on  administrative  costs — averaging  2  percent  of 
program  outlays  compared  to  25  percent  in  the  small  group  market  of  the  private 
sector  and  5.5  percent  in  the  large  group  market. 

Medicare  rates  for  hospitals  and  doctors  are  at  deep  discounts,  approximately  70 
percent  of  what  private  insurers  pay.  Medicare  is  already  a  large,  nationwide  pre- 
ferred provider  organization. 

The  notion  that  cost  increases  are  due  to  a  lack  of  cost  consciousness  on  the  part 
of  beneficiaries  is  false.  Medicare  pays  less  than  half  of  senior  health  care  costs,  in- 
cluding long-term  care,  and  many  seniors  face  financial  hardship  as  a  result  of 
health  costs,  despite  Medicare  and  Medicaid.  An  AMA  idea  to  limit  benefits  for 
those  who  supplement  Medicare  with  first  dollar  medigap  coverage  using  after  tax 
dollars  is  unreasonable,  especially  if  there  are  no  limits  on  tax  breaks  for  first  dollar 
health  insurance  coverage  for  corporate  executives. 


416 

Controlling  Fraud 

A  major  effort  to  prevent  fraud  and  abuse  is  essential  and  appropriate.  According 
to  the  General  Accounting  Office  and  the  Inspector  General  of  HHS,  fraud  and 
abuse  in  the  Medicare  and  Medicaid  programs  are  rampant.  Current  estimates  are 
that  Medicare  and  Medicaid  lose  up  to  $31  billion  annually  to  fraud  and  abuse.  The 
government  must  commit  resources  to  fighting  fraud  and  provide  increased  opportu- 
nities for  beneficiaries  to  make  confidential  complaints  about  fraud,  perhaps 
through  designated  personnel  at  local  Social  Security  offices. 

A  June  1994  report  by  Senator  William  Cohen,  R-Maine,  Chairman  of  the  Special 
Committee  on  Aging,  concluded  that  maior  patterns  of  fraud  and  abuse  have  infil- 
trated the  following  health  sectors:  ambulance  and  taxi  services,  clinical  labora- 
tories, durable  medical  equipment  suppliers,  home  health  care,  nursing  homes,  phy- 
sicians, psychiatric  services  and  rehabilitative  services  in  nursing  homes. 

The  HHS  Inspector  General  reports  $80  in  savings  for  every  dollar  invested  in  ef- 
forts to  control  fraud.  Yet,  Congress  has  yet  to  make  meaningful  efforts  to  prevent 
fraud  of  taxpayer  money  in  the  Medicare  and  Medicaid  programs. 

GAO  conservatively  estimates  that  Medicare  could  save  $650  million  a  year  just 
on  Medicare  Part  B  physician  and  supplier  services  by  using  state  of  the  art  com- 
mercial software  to  eliminate  abusive  and  fraudulent  billing  practices.  Commercial 
insurers  using  this  software  typically  save  5  to  10  percent. 

Managed  Care 

Managed  care  options  should  be  made  available  to  Medicare  beneficiaries  within 
the  context  of  the  Medicare  program  on  a  voluntary  basis  as  long  as  federal  stand- 
ards, safeguards  and  appeals  rignts  are  assured.  Health  care  consumers  do  not  have 
the  expertise  to  judge  their  own  health  care  requirements  and  the  relative  risks  of 
cost  saving  choices.  Health  care  is  not  a  typical  market  commodity  because  it  in- 
volves specialized  knowledge  beyond  that  of  most  consumers.  Often  medical  care  is 
not  optional  because  basic  survival  is  at  stake  and  as  a  result  people  do  not  have 
the  luxury  of  shopping  around  for  care.  Citizens  need  the  protection  of  some  basic 
cost  and  quality  controls,  as  they  do  with  necessary  utilities. 

Some  seniors  prefer  managed  care  arrangements  due  to  more  comprehensive  cov- 
erage and/or  lower  out  of  pocket  costs.  Beneficiaries  should  not  be  required  to  join 
managed  care  plans  and  should  have  the  option  to  seek  care  outside  the  plan  when 
special  expertise  is  needed. 

Expectations  that  managed  care  will  lower  spending  may  be  unrealistic.  Adequate 
risk  adjusters  are  not  yet  developed  to  insure  that  Medicare  does  not  pay  too  much 
for  healthier  beneficiaries  who  choose  managed  care.  An  expansion  of  managed  care 
options  could  actually  increase  overall  costs  if  healthier,  lower  cost  beneficiaries 
choose  managed  care  and  sicker  beneficiaries  remain  in  fee  for  service  Medicare. 

Quality  managed  care  plans  coupled  with  consumer  education  about  managed 
care  could  increase  participation  of  Medicare  beneficiaries  and  reduce  costs  over 
time. 

Means  Testing 

Subsidies  for  low  income  beneficiaries  make  sense,  but  income-based  premiums  do 
not.  Medicare  is  not  a  welfare  program.  Means  testing  the  Medicare  Part  B  pre- 
mium would  undermine  broad  based  support  for  Medicare.  If  the  concern  is  that 
Medicare  is  not  progressive  enough,  Congress  has  already  acted  to  make  Medicare 
more  progressive  by  raising  the  taxable  wage  base  for  Medicare  payroll  taxes  in 
1990  to  $125,000  and  eliminating  the  wage  base  altogether  in  1993.  In  the  long  run, 
the  Medicare  Part  B  subsidy  for  upper  income  beneficiaries  will  be  more  than  made 
up  by  Medicare  Part  A  taxes  in  excess  of  Part  A  benefits,  according  to  a  study  by 
Lewin-VHI  commissioned  by  the  National  Committee.  Financing  the  so-called  sub- 
sidy through  income  taxes  falls  most  heavily  on  upper  income  taxpayers. 

Vouchers  and  Medical  Savings  Accounts 

One  of  the  most  serious  threats  to  the  integrity  of  Medicare  is  the  idea  of  vouch- 
ers. Policy  makers  extol  the  virtue  of  consumer  controlled  health  care,  even  though 
consumers  would  lose  the  more  substantial  bargaining  power  of  the  government. 
Consumer  control  would  be  meaningless  if  Congress  slowly  reduces  the  purchasing 
power  of  the  voucher.  Under  the  budget  resolution,  most  savings  are  in  the  final 
two  years  and  would  require  a  cap  on  voucher  amounts  far  below  the  cost  of  private 
policies.  It  is  a  bad  bargain  for  seniors  to  trade  in  the  universal,  guaranteed  cov- 
erage under  Medicare  for  the  risks  and  high  costs  in  the  private  insurance  market. 

Innocuous  sounding  proposals  to  make  vouchers  available  for  medical  savings  ac- 
counts on  an  optional  basis  are  really  the  worst  of  both  worlds.  They  would  appeal 
to  the  healthy  but  leave  the  more  expensive  beneficiaries  in  Medicare.  This  very 
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predictable  "adverse  selection"  is  actuarially  unsound  and  would  undermine  Medi- 
care, making  it  more  costly. 

Potential  Savings 

The  National  Committee  can  support  careful  and  equitable  efforts  to  restrain 
health  care  inflation  necessary  to  secure  Medicare's  long-term  stability.  We  recog- 
nize the  need  to  look  for  reasonable  savings  to  slow  the  growth  of  Medicare  in  the 
short-term.  Some  short-term  and  long-term  proposals  that  the  National  Committee 
has  endorsed  or  would  consider  as  part  of  an  equitable  proposal  are  listed  below. 
If  all  these  proposal  are  adopted,  it  would  save  over  $150  billion  in  the  Medicare 
Part  A  trust  fund  and  slow  the  growth  in  Medicare  Part  B  spending. 

In  the  recent  budget,  the  President  proposed  to  save  $10  billion  over  five  years 
by  making  permanent  several  temporary  provisions  in  current  law,  including  setting 
Part  B  program  premiums  at  25  percent.  Other  provisions  included  extending  Medi- 
care secondary  payer  provisions  and  permanently  lowering  payments  to  home  health 
agencies  and  nursing  homes.  These  "extenders"  were  adopted  by  the  Ways  and 
Means  Committee  but  the  revenue  was  not  used  for  deficit  reduction  or  to  shore  up 
the  Part  A  Medicare  trust  fund.  Instead,  the  savings,  were  diverted  to  help  pay  for 
tax  cuts.  The  National  Committee  believes  that  these  savings  should  be  used  to 
strengthen  Medicare. 

The  National  Committee  supports  the  extension  of  Medicare  coverage  to  include 
state  and  local  government  employees  not  now  covered.  This  would  not  only  raise 
$7  billion  over  five  years,  but  it  would  also  extend  Medicare  coverage  and  insure 
that  all  future  Medicare  beneficiaries  contribute  toward  Medicare. 

Increasing  the  tobacco  tax  to  $2  per  pack  will  generate  $15  billion  a  year  for  Med- 
icare Part  A  in  addition  to  $1.5  billion  for  medical  research.  (H.R.  1455) 

A  reevaluation  of  Medicare  pavments  for  hospital  capital  costs  and  professional 
education  could  reasonably  save  between  $7  billion  and  $23  billion  over  five  years. 

Formula  driven  overpayments  to  hospitals  for  outpatient  surgery  and  radiology 
also  can  be  reduced  $20  billion  over  five  years  according  to  a  recent  HHS  study,  but 
these  savings  should  be  used  to  offset  the  cost  of  reducing  beneficiary  copayments, 
which  averaged  43  percent  of  total  payments  rather  than  20  percent  in  1993. 

Stricter  utilization  review  and  streamlining  of  Medicare  administrative  costs,  in- 
cluding combining  Part  A  and  Part  B. 

Increasing  the  eligibility  age  for  Medicare  by  tying  it  to  eligibility  for  Social  Secu- 
rity will  create  savings  beginning  in  2003.  This  is  also  supported  by  the  AMA. 

Conclusion 

Medicare  provides  valuable  insurance  protection  to  millions  of  entitled  seniors  and 
disabled  individuals,  insurance  that  would  be  difficult  for  many  to  obtain  in  the  pri- 
vate market.  The  problems  in  the  health  care  system  in  this  country  must  be  ad- 
dressed, but  attempting  to  abruptly  dismantle  Medicare  will  not  solve  the  problem. 
We  must  continue  to  improve  and  refine  Medicare  as  we  search  for  a  resolution  to 
this  nation's  overall  health  care  dilemma.  The  National  Committee  is  committed  to 
finding  solutions  which  preserve  Medicare  as  a  universal,  comprehensive  federal 
health  care  program  for  all  entitled  senior  and  disabled  Americans. 
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GENERAL  FUND  RECEIPTS  FT  '94 
GENERAL  FUND  OUTLAYS  FY  94 
FEDERAL  DEFICIT  FY  '94 
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FY  1994  FEDERAL  DEFICIT  PROGRAM  CATEGORIES  AND  FINAL  HOUSE/SENATE 
BUDGET  RESOLUTION  REDUCTIONS  IN  SPENDING  FOR  PROJECTED  NEEDS  OF 
THOSE  CATEGORIES  IN  FY  1996  -  2002  TO  ACHIEVE  BALANCED  BUDGET  IN  2002 
AND  PROVIDE  FOR  CERTAIN  TAX  CUTS: 


Spending  Category 

Share  of  the  FY1994  Deficit 

Share  of  Deficit 

(Including  Share  of 

Reduction  (Conference 

Interest) 

Resolution) 

FY1996-20O2 

Oefao.se 

36% 

(8%) 

Non-Defense  Discretionary 

29% 

25% 

Social  Security 

0% 

1%* 

Medicare 

6%  (PartB) 

35%  (Parts  A  and  B) 

Medicaid 

11% 

24% 

Other  Mandatory 

19% 

23% 

Total  (billions) 

$564 

$769 

Column  l  allocates  the  FY  1994  deficit  to  all  programs  except  interest  Column  2  calculates  reductions  in  each 
program  area  as  a  percentage  of  total  program  reductions.  Percentage  in  parentheses  indicate  spending 
increase  rather  than  reduction. 

The  concurrent  budget  resolution  assumes  a  .2  percent  reduction  in  the  CPI  beginning  in  1999.  This  would 
reduce  the  Social  Security  COLA. 
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Mr.  Bilirakis.  Thank  you. 

Mr.  Hansen,  your  statement,  please. 

STATEMENT  OF  JAKE  HANSEN 

Mr.  Hansen.  Thank  you,  Mr.  Chairman. 

My  name  is  Jake  Hansen,  and  I  am  Vice  President  of  Govern- 
ment Affairs  for  the  Seniors  Coalition.  I  have  come  today  to  speak 
about  an  issue  that  is  of  paramount  importance  to  every  older  per- 
son in  this  country,  not  just  the  2  million  members  and  supporters 
in  my  organization. 

I  was  very  pleased  with  most  of  what  I  heard  the  last  panel  had 
to  say.  Let  me  take  a  minute  to  put  that  into  perspective. 

No.  1,  Medicare  is  going  broke,  and  we  are  looking  to  Congress 
to  help  us  avert  that  disaster. 

Medicare  is  out  of  control  with  waste,  fraud,  and  abuse,  and  we 
believe  that  there  are  ways  that  we  can  fix  it. 

Medicare  is  out  of  date,  and  we  have  to  find  ways  of  making  it 
efficient  and  modern  without  destroying  those  parts  that  work  well. 

Medicare  is  putting  too  many  healthcare  decisions  in  the  hands 
of  bureaucrats,  and  we  have  to  find  ways  to  re-empower  seniors  so 
that  they  have  control  over  their  healthcare  money  and  their  lives. 

In  1965,  when  Medicare  was  created,  the  world  was  a  very  dif- 
ferent place.  Then,  if  you  wanted  to  watch  TV,  there  were  three 
major  networks,  a  few  independent  stations  on  UHF,  and  that  was 
about  it. 

Today,  there  are  cable  and  satellite  systems  bringing  viewers 
scores  of  channels  from  not  only  across  the  country  but  around  the 
world. 

In  1965,  if  you  wanted  to  place  a  long-distance  call,  you  had  no 
option  but  to  dial  zero  and  wait  for  a  great  deal  of  time. 

Now,  calling  anywhere  in  the  world  is  almost  as  simple  as  calling 
next  door,  and  you  even  have  a  choice  of  what  company  will  place 
the  call  and  how  you  are  going  to  pay  for  it. 

It  was  a  world  without  E-mail,  personal  computers,  microwave 
ovens,  or  cellular  phones,  but  most  important,  Mr.  Chairman,  in 
1965,  medicine  was  very  different. 

If  you  injured  your  knee  in  a  fall  30  years  ago,  there  were  no 
MRIs  to  tell  the  doctor  about  damage  to  tendons  and  ligaments. 
There  were  only  x-rays  and  exploratory  surgery. 

There  were  no  heart  transplants  in  1965,  no  angioplasty  to  open 
clogged  arteries,  and  very  few  drugs  to  prevent  heart  attacks  or 
treat  related  conditions.  There  were  no  mammograms. 

We  did  not  know  much  about  preventive  medicine.  We  did  not 
fully  understand  the  relationship  between  many  behaviors  and 
their  long-term  health  consequences,  nor  did  we  know  much  at  all 
about  biology  and  the  sociology  of  aging. 

That  was  because,  until  the  middle  of  the  20th  century,  there 
had  never  been,  in  the  entire  history  of  the  world,  a  significant 
population  of  adults  who  grew  old  before  dying. 

Thus,  it  is  understandable  that  a  system  we  created  was  reactive 
rather  than  proactive,  centralized  rather  empowering,  but  today, 
Mr.  Chairman,  we  do  know  better. 

Today,  we  have  scores  of  new  medicines  and  procedures.  There 
are  bone-marrow  transplants  for  cancer  and  beta-blockers  for  hy- 
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pertension.  From  just  1981  to  1982,  the  death  rate  from  heart  at- 
tacks declined  over  32  percent.  In  1991,  the  5-year  relative  survival 
rate  for  victims  of  prostate  cancer  had  increased  over  81  percent. 

Nor  is  the  science  of  medicine  the  only  thing  that  has  changed. 
The  practice  of  medicine  is  also  quite  different. 

Today,  there  are  private  practices,  group  practices,  clinics, 
HMOs,  PPOs,  and  who  knows  how  many  other  arrangements. 
There  is  out-patient  surgery,  homeinfusion  therapy,  et  cetera. 

In  short,  Mr.  Chairman,  thanks  to  technology,  research,  and  the 
competitive  forces  of  a  free-market  system,  we  have  treatments  and 
options  in  health  care  that  in  no  way  could  have  been  envisioned 
in  1965  when  the  Medicare  system  was  created. 

We  have  tried  to  amend  it,  jerry-rig  it,  patch  it  up,  but  we  have 
not  succeeded.  Instead  of  making  it  adaptable,  we  have  created  a 
bureaucracy  that  limits  options,  takes  away  the  control  seniors 
should  have,  and  in  fact,  often  stands  in  the  way  of  progress. 

There  is  a  much  better  way,  a  way  that  will  not  only  help  to  ad- 
dress the  monumental  financial  crisis  facing  Medicare  but  also  the 
anachronistic  way  in  which  Medicare  operates. 

We  have  an  opportunity  this  year,  an  amazing  opportunity  to 
save  Medicare  while  at  the  same  time  making  it  better. 

Mr.  Chairman,  on  behalf  of  the  members  of  the  Seniors  Coalition, 
I  ask  you  to  help  make  this  happen,  and  we  pledge  to  work  with 
you  in  helping  to  make  it  happen. 

Let  us  save  Medicare  by  bringing  it  into  the  21st  century  as  a 
viable  and  flexible  system  which  protects  seniors  and  puts  them  in 
charge  of  their  money,  their  health,  and  their  lives.  Thank  you. 

[The  prepared  statement  of  Jake  Hansen  follows:] 

Prepared  Statement  of  Jake  Hansen,  Vice  President  for  Government 
Affairs,  The  Seniors  Coalition 

Mr.  Chairman,  my  name  is  Jake  Hansen  and  I  am  Vice  President  for  Government 
Affairs  for  the  Seniors  Coalition.  I  have  come  today  to  speak  about  an  issue  that 
is  of  paramount  importance  to  every  older  person  in  this  country,  not  just  the  two 
million  members  and  supporters  of  my  organization. 

Medicare  is  going  broke,  Mr.  Chairman,  and  we  are  looking  to  you  protect  us  from 
that  disaster. 

Medicare  is  out  of  control  with  waste,  fraud  and  abuse,  Mr.  Chairman,  and  we 
are  looking  to  you  to  end  the  bureaucratic  mess  that  permits  such  corruption  to 
flourish — and  eat  away  the  dollars  which  should  be  devoted  to  real  healthcare 

needs. 

Medicare  is  out  of  date,  Mr.  Chairman,  and  we  are  looking  to  you  to  find  ways 
to  make  it  efficient  and  modern  without  destroying  those  parts  of  it  that  work  well. 

Medicare  is  putting  too  many  healthcare  decisions  into  the  hands  of  bureaucrats, 
Mr;  Chairman,  and  we  are  looking  to  you  to  find  ways  to  re-empower  seniors  so  that 
they  have  control  over  their  healthcare,  their  money,  and  their  lives. 

In  1965  when  Medicare  was  created,  the  world  was  a  very  different  place. 

Then,  if  you  wanted  to  watch  TV  there  were  three  major  networks  and  a  few  inde- 
pendent stations  on  UHF.  That  was  about  it.  Today,  there  are  cable  and  satellite 
options  bringing  viewers  scores  of  channels  from  not  only  around  the  country  but 
around  the  world. 

In  1965,  if  you  wanted  to  place  a  long  distance  call,  you  had  no  option  but  to  dial 
"O,"  and  wait  for  an  operator  to  assist  you.  Often  you  waited  hours  for  a  call  to  be 
placed,  especially  if  you  were  dialing  overseas.  Today,  calling  anywhere  to  almost 
any  developed  nation  is  as  simple  as  calling  next  door.  You  can  even  choose  what 
company  places  the  call  and  how  you  are  going  to  pay  for  it. 

It  was  a  world  without  E  Mail  and  personal  computers,  microwave  ovens  or  cel- 
lular phones. 


421 

But  most  importantly,  Mr.  Chairman,  in  1965  medicine  was  very  different.  If  you 
injured  your  knee  in  a  fall  30  years  ago,  there  were  no  MRIs  to  tell  the  doctor  about 
damage  to  tendons  and  ligaments,  there  were  only  Xrays  and  exploratory  surgery. 

There  were  no  heart  transplants  in  1965,  no  angioplasty  to  open  clogged  arteries, 
and  very  few  drugs  to  prevent  heart  attacks  or  treat  related  conditions.  There  were 
no  mammograms. 

We  did  not  know  much  about  preventive  medicine.  We  did  not  fully  understand 
the  relationships  between  many  behaviors,  and  their  long  term  health  consequences. 
Nor  did  we  know  much  at  all  about  the  biology  and  sociology  of  aging.  That  was 
because  until  the  middle  of  the  20th  century  there  had  never  been,  in  the  entire 
history  of  the  world,  a  significant  population  of  adults  who  grew  old  before  they 
died. 

Thus  it  is  understandable  that  the  system  we  created  was  reactive  rather  than 
proactive,  centralized  rather  than  empowering. 
But  today,  Mr.  Chairman  we  do  know  better. 

Today,  we  have  scores  of  new  medicines  and  procedures.  There  are  bone  marrow 
transplants  for  cancer  and  beta  blockers  for  hypertension.  From  just  1981  to  1992, 
the  age-adjusted  death  rate  from  heart  attacks  declined  over  32%.  In  1991,  the  5 
year  relative  survival  rate  for  victims  of  prostate  cancer  had  increased  to  over  81% 
(up  from  on  43%  in  the  mid  50s.) 

Nor  is  the  science  of  medicine  the  only  thing  that  has  changed.  The  practice  of 
medicine  is  also  quite  different.  Today  there  are  private  practices,  group  practices, 
clinics,  HMOs,  PPOs,  and  who  knows  how  many  other  arrangements.  There  is  out 
patient  surgery  and  home  infusion  therapy,  etc.  etc.  etc. 

In  short,  Mr.  Chairman,  thanks  to  technology,  research  and  the  competitive  forces 
of  the  free  market  system,  we  have  treatments  and  options  in  healthcare  that  in 
no  way  could  have  been  envisioned  in  1965  when  the  Medicare  system  was  created. 

We  have  tried  to  amend  it,  jerryrig  it,  patch  it  up,  but  we  have  not  succeeded. 
Instead  of  making  it  adaptable,  we  have  instead  created  a  bureaucracy  that  limits 
options,  takes  away  the  control  seniors  should  have  and,  in  fact,  often  stands  in  the 
way  of  progress. 

There  is  a  better  way,  a  way  that  will  not  only  help  to  address  the  monumental 
financial  crisis  facing  Medicare  but  also  he  anachronistic  way  in  which  Medicare  op- 
erates. 

We  have  an  opportunity  this  year,  an  amazing  opportunity  to  save  Medicare  while 
at  the  same  time  making  it  better. 

Mr.  Chairman,  on  behalf  of  the  members  of  the  Seniors  Coalition  I  ask  you  to  help 
make  this  happen — to  save  Medicare  by  bringing  it  into  the  21st  century  as  a  viable 
and  flexible  system  which  protects  seniors  and  puts  them  in  charge  of  their  money, 
their  health  and  their  lives. 

Mr.  Bilirakis.  Thank  you,  Mr.  Hansen. 

Mr.  Korby,  I  am  going  to  ask  your  indulgence.  I  am  going  to  run 
to  vote.  Dr.  Ganske  is  already  gone.  He  will  be  back  any  moment. 
When  he  comes  back,  he  will  take  over  the  Chair,  and  then  pos- 
sibly we  can  go  on  to  your  testimony  and  then  the  questions. 

Thank  you. 

[Brief  recess.] 

Mr.  Ganske  [presiding].  In  the  interest  of  time,  so  you  do  not 
have  to  wait  so  long,  why  don't  we  proceed?  I  believe  Mr.  Korby 
is  still  to  give  us  his  statement. 

STATEMENT  OF  MIKE  KORBY 

Mr.  Korby.  Thank  you,  Mr.  Chairman.  I  want  to  also  thank 
Chairman  Bilirakis,  for  allowing  me  to  say  a  few  words  for  Con- 
gressman Beau  Boulter,  who  unfortunately  could  not  be  here  to 
give  his  testimony.  May  I  ask  that  his  testimony  be  inserted  for  the 
record? 

Mr.  Ganske.  Without  objection. 

Mr.  Korby.  Mr.  Chairman,  we  all  know  that  Medicare  is  collaps- 
ing, and  it  is  collapsing  big-time.  The  numbers,  the  deficits,  payroll 
tax  increases  that  we  are  facing  are  simply  staggering.  Let  me  give 
you  one  statistic. 
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If  there  were  no  changes  in  the  program  to  pay  workers  today 
all  their  promised  benefits,  depending  on  the  assumptions  that  you 
use,  it  would  require  a  250  percent  to  600  percent  increase  in  the 
payroll  tax,  it  would  also  require  an  equivalent  increase  in  the 
monthly  premiums  for  the  Part  B,  from  400  percent  to  700  percent, 
and  it  would  require  an  increase  in  the  general  revenue  contribu- 
tion to  the  Part  B  program  a  figure  that  surpasses  the  total  annual 
deficit  this  year.  It  would  actually  be  somewhere  in  the  neighbor- 
hood of  $250  billion. 

We  obviously  need  to  make  some  fundamental  changes  looking  at 
the  Medicare  program,  and  I  think  we  simply  have  a  couple  of 
choices. 

We  can  stay  with  the  current  system,  which  is  basically  a  bu- 
reaucratic command-and-control-type  system,  or  you  can  go 
through  a  system  which  is  basically  market-oriented  and  offers  con- 
sumers, in  this  case  seniors,  choices  and  would  rely  on  competition 
to  drive  down  costs. 

Before  I  get  to  describing  the  plan  that  we  have,  I  just  want  to 
talk  to  you  a  bit  about  our  conversations  with  seniors  and  give  you 
one  example. 

We  recently  held  some  town  hall  meetings  in  Florida — this  was 
Congressman  Dan  Miller's  district — and  it  became  very  clear  that, 
when  seniors  know  that  there  is  a  problem,  that  when  you  have  a 
program  that  is  basically  spending  a  lot  more  on  an  individual 
basis,  or  if  you  want  to  look  at  it  on  the  macro  basis,  spending  a 
lot  more  than  comes  in,  when  they  realize  what  it  will  take,  taxes 
on  their  children,  let  alone  figuring  out  whether  the  program  would 
be  available,  when  they  begin  to  realize  the  seriousness  with  which 
Medicare  finds  itself,  then  they  are  willing  to  say,  basically,  what 
do  we  need  to  do  to  fix  it.  Unless  they  are  convinced — because  you 
know,  the  cynicism  toward  Washington  is  at  an  all-time  high — that 
is,  I  am  sure,  nothing  new — and  they  have  questions  about — when 
you  talk  to  them— about,  well,  the  program  is  going  bankrupt — 
they  do  not  quite  know  what  that  means. 

You  know,  some  of  the  airlines  are  bankrupt,  and  they  keep  on 
flying.  We  told  them  Social  Security  was  going  bankrupt,  and  of 
course,  because  of  the  commission  back  in  1983,  it  got  fixed,  but 
there  is  a  great  deal  of  skepticism.  When  they  know  some  key  sta- 
tistics, they  are  willing  to  say  what  can  they  do  not  only  to  fix  the 
program  but  to  help  also  with  another  major  problem  that  we  have 
to  deal  with,  and  that  is  balancing  our  budgets.  The  United  Seniors 
Association  supports  balancing  the  budget,  what  the  leadership  is 
trying  to  do,  and  we  support  a  balanced-budget  amendment,  and 
we  appreciate  all  that  you  are  doing. 

Let  me  talk  very  briefly  about  our  plan  which  basically  would  in- 
volve giving  each  Medicare  beneficiary  control  over  Medicare  funds 
on  a  risk-adjusted  basis. 

They  would  be  able  to  take  those  funds  and  do  a  number  of 
things.  They  could  stay  in  the  current  program,  although  I  would 
say  that  there  would  be  some  changes  to  that  program.  They  could 
go  into  an  HMO,  which  they  can  do  now  under  the  current  pro- 
gram. They  could  combine  an  MSA  and  an  HMO.  They  could  get 
an  MSA  with  a  catastrophic  plan. 
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They  could  stay  with  their  former  employer,  which  was  some- 
thing that  came  up  in  Florida.  A  number  of  people  said,  well,  I  was 
with  GM,  and  they  had  a  great  plan,  why  couldn't  I  stay  with  them 
if  I  had  the  funds  and  so  forth. 

So,  we  would  give  them  a  variety  of  options. 

We  also  agree  that  there  should  be  no  payroll  tax  increases.  The 
worst  thing  we  could  do  not  only  for  Medicare  but  for  Social  Secu- 
rity is  to  start  throwing  more  people  out  of  work,  and  the  payroll 
tax,  basically,  as  it  stands  now,  is  a  disincentive  for  hiring,  and 
payroll  tax  increases  need  to  be  avoided. 

At  some  point,  because  as  I  described  earlier,  the  financing  prob- 
lem, you  will  have  to  look  at  raising  the  retirement  age,  and  that 
is  one  of  the  reasons  why  we  are  very  enthusiastic  about  a  medical 
savings  account. 

There  is  no  way,  considering  the  demographics,  that  you  will  be 
able  to  pay  promised  benefits  without,  as  I  said  earlier,  taxes  going 
through  the  roof. 

So,  I  believe,  long  down  the  road,  if  Medicare  pays  catastrophic, 
you  will  have  people  saving  up,  and  you  will  have  a  high  deduct- 
ible, and  they  could  pay  that  out  of  their  medical  savings  account, 
and  basically,  we  will  maintain — and  again,  this  is  decades  out,  but 
we  will  maintain  the  Medicare  system. 

Mr.  Ganske.  If  you  can  summarize,  please. 

Mr.  Korby.  Mr.  Chairman,  I  would  just  ask  that,  if  we  can,  that 
our  proposal,  which  we  proposed  back  in  1994  and  that  we  have 
updated  in  1995  be  entered  into  the  record.  It  explains  it  in  detail, 
with  all  the  background,  and  I  thank  you  for  the  opportunity  to  tes- 
tify. 

[The  prepared  statement  of  Hon.  Beau  Boulter  follows:] 

Prepared  Statement  of  Hon.  Beau  Boulter  on  Behalf  of  United  Seniors 

Association,  Inc. 

Good  morning  Chairman  Bilirakis  and  Members  of  the  Subcommittee.  I  am  Beau 
Boulter,  Legislative  Counsel  for  United  Seniors  Association.  As  a  former  Member  of 
the  Congress,  it's  always  good  to  see  many  of  my  old  friends  and  colleagues. 

As  all  of  you  know,  the  Medicare  system  faces  an  impending  financial  collapse. 
The  Board  of  Trustees  of  the  Hospital  Insurance  program  have  concluded  that  the 
HI  trust  fund  will  be  broke  by  2002. 

The  current  spending  growth  is  unsustainable.  Maintaining  the  program  with  no 
change  would  require  a  250  percent  to  600  percent  increase  in  the  payroll  tax  to 
pay  benefits  to  today's  young  workers.  Financing  all  promised  Medicare  benefits 
would  also  require  an  equivalent  increase  in  the  monthly  premiums  paid  by  the  el- 
derly for  Part  B  from  400  percent  to  700  percent. 

In  short,  unless  we  act  soon,  continuing  the  current  system  unchanged  means  dra- 
matic increases  in  premiums  and  payroll  taxes  in  the  not  too  distant  future. 

It  would  be  nice  to  be  able  to  sit  here  and  say ...  as  I'm  sure  representatives  of 
some  seniors  groups  will . . .  that  Congress  has  to  keep  its  hands  off  Medicare  and 
that  you  have  to  simply  find  the  money  elsewhere  to  solve  these  problems. 

It  would  be  nice.  We  could  go  back  to  our  members  and  tell  them  that  we  are 
fighting  tooth  and  nail  to  protect  their  interests  and  benefits  no  matter  what. 

But  it  would  be  irresponsible  and  a  disservice  to  our  members  to  do  that.  Our 
members  weren't  born  yesterday  and  neither  was  I.  They  know  that  to  really  protect 
their  legitimate  interests  we  have  to  recognize  these  problems  and  work  with  you 
to  find  solutions  to  them. 

That  is  why  United  Seniors  Association  has  put  forth  a  comprehensive  and  re- 
sponsible plan  to  deal  with  Medicare's  financial  crisis,  (and,  to  our  knowledge,  we 
are  the  only  seniors  organization  with  such  a  plan).  We  also  look  forward  to  working 
with  groups  like  the  American  Medical  Association  and  the  Heritage  Foundation 
who  have  proposed  their  own  Medicare  reform  plans  with  similar  goals. 
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If  any  of  us  ignore  the  impending  crisis,  the  system  is  going  to  crash . . .  and  that's 
in  no  one's  interest. 

In  fact,  our  members,  and  millions  of  other  seniors,  are  already  beginning  to  suf- 
fer from  the  band  aids  previous  Congresses  and  Administrations  have  applied  to 
avoid  the  overall  reforms  we  all  know  are  necessary  and  inevitable. 

The  looming  Medicare  financing  crisis  already  poses  threats  to  the  quality  of  care 
available  to  seniors.  The  federal  government,  starting  in  1983,  has  imposed  a  series 
of  new  controls,  restrictions  and  procedural  regulations,  restricting  medical  treat- 
ments doctors  can  choose  to  provide  and  second-guessing  the  choices  doctors  are  al- 
lowed to  make. 

The  result  is  rationed  care.  Everv  year,  more  Medicare  beneficiaries  report  dif- 
ficulty finding  a  doctor  willing  to  take  them  as  patients.  Bureaucratic  rationing  has 
led  to  more  Medicare  beneficiaries  discharged  from  the  hospital  in  unstable  condi- 
tion, with  a  greater  likelihood  of  death  for  those  discharged  unstable. 

Clearly,  the  system  must  be  fixed.  United  Seniors  Association's  plan  to  revamp 
the  Medicare  system  allows  seniors  greater  choice,  thereby  creating  competition  to 
control  the  growth  in  Medicare  spending.  The  first  step  of  our  proposal  is  a  prohibi- 
tion on  tax  increases  and  limits  on  Medicare  premium  increases.  These  bold  steps 
address  two  problems.  One,  capping  revenues  into  the  system  forces  Congress  to  de- 
sign and  the  Administration  to  implement  a  program  that  lives  within  a  budget. 
The  current  system  is  completely  lacking  in  any  such  discipline.  Two,  these  financ- 
ing reforms  give  Congress  sorely  needed  credibility  as  it  proceeds  with  systemic  pro- 
gram reforms. 

Systemic  reforms  are  then  required  to  match  program  outlays  with  capped  reve- 
nues. First,  Congress  should  delay  the  retirement  age.  Life  expectancy  nas  grown 
significantly  since  Medicare  was  adopted,  and  eligibility  began  at  age  65;  it  now 
stands  at  80  for  males  and  84  for  females.  Raising  the  eligibility  age  to  70  would 
eliminate  about  40  percent  of  the  projected  Medicare  deficits.  You  will  be  interested 
to  know  that  as  recently  as  two  years  ago  we  asked  our  members  which  reforms 
they  thought  ought  to  be  adopted  and  a  significant  majority  said  that  they  would 
support  raising  the  age  of  retirement  and  eligibility. 

But  the  most  important  changes  to  the  Medicare  system  are  those  that  realign 
incentives  for  beneficiaries  in  the  program.  Today,  Medicare  encourages  over  con- 
sumption of  medical  services,  through  low  deductibles  and  coverage  of  routine  care. 
The  current  rationing  scheme  seeks  to  limit  the  availability  of  services  to  com- 
pensate for  the  incentives  in  the  system.  Instead  of  bureaucratic  centralized  ration- 
ing, our  approach  puts  the  incentives  for  saving  into  the  hands  of  seniors  them- 
selves. Our  approach  would  replace  the  current  laundry  list  of  limits  on  the  use  of 
each  specified  Medicare  benefit  with  comprehensive  coverage  of  all  listed  benefits 
once  beneficiaries  have  satisfied  a  reasonable  deductible. 

The  vast  majority  of  seniors  already  purchase  Medigap  insurance  to  cover  the 
services  Medicare  does  not  cover.  The  premiums  spent  on  Medigap  plans,  combined 
with  the  savings  from  capping  future  Part  B  premium  increases,  will  provide  seniors 
with  significant  cash  reserves  to  cover  the  higher  deductible.  Seniors  could  choose 
to  buy  comprehensive  Medigap  coverage  designed  to  match  up  with  the  new  Medi- 
care benefits  package,  or  they  could  pay  out-of-pocket  for  expenses  below  the  deduct- 
ible. Under  either  approach,  seniors  would  have  a  vested  interest  in  seeking  cost- 
effective  coverage  for  routine  services. 

Our  proposal  would  allow  the  Medicare  deductible  to  increase  in  the  future  to  en- 
sure that  Medicare  spending  does  not  exceed  revenues.  While  the  deductibles  would 
remain  fairly  low  under  this  provision  for  the  next  several  years,  over  time  the  de- 
ductible would  increase  substantially.  None  of  us  want  to  see  that  happen,  but  we 
see  it  as  necessary  to  real  reform.  We  propose  expanding  current  IRAs  to  allow  baby 
boomers  and  younger  workers  to  save  now  in  preparation  for  the  deductibles  they 
will  face  after  retirement.  Allowing  tax-free  withdrawal  of  funds  after  age  65  for 
medical  expenses  would  provide  seniors  with  the  cash  they  need  to  cover  the  new 
Medicare  deductible  without  distorting  the  incentives  for  seniors  to  seek  cost-effec- 
tive care. 

Finally,  we  recommend  allowing  all  seniors  to  take  the  funds  spent  by  Medicare 
for  their  care  and  purchase  any  private  insurance  plan  of  their  choosing.  Seniors 
would  have  the  choice  of  remaining  in  the  restructured  Medicare  program,  purchas- 
ing expanded  benefit  coverage  through  an  HMO,  or  buying  traditional  insurance 
coverage  from  a  private  insurer.  Our  proposal  also  recommends  health  insurance 
vouchers  for  the  poor  elderly,  to  ensure  that  the  added  deductible  in  the  Medicare 
package  will  not  prevent  low-income  elderlv  from  obtaining  needed  care. 

We  firmly  believe  that  any  reform  of  the  Medicare  system  must  be  undertaken 
to  save  the  system  and  ensure  that  it  continues  to  fulfill  its  role  of  providing  health 
benefits  to  seniors.  Addressing  the  financial  structure  and  the  benefit  structure  to 
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improve  the  Medicare  program  will  also  have  the  beneficial  effect  of  helping  Con- 
gress address  the  nation's  budget  crisis. 

Seniors  want  to  leave  their  children  and  grandchildren  a  better  world  than  they 
inherited.  They  support  responsible  government  and  believe  the  federal  budget 
should  be  balanced,  but  reforms  adopted  simply  to  achieve  this  goal  could  prove  dis- 
astrous for  current  and  future  retirees  which  nave  planned  their  retirement  assum- 
ing the  existence  of  Medicare  benefits  now  available  to  them. 

Seniors  will  support  Medicare  reform  that  serves  both  their  own  interests  and  the 
interests  of  future  generations.  Our  proposal  does  that.  It  eliminates  the  long-term 
financing  crisis,  while  at  the  same  tune  allowing  the  elderly  full  control  over  their 
Medicare  funds.  Saving  the  system  from  bankruptcy  is  important  to  all  seniors.  It 
is  today's  seniors  who  will  bear  the  burden  if  the  system  collapses  under  its  own 
weight.  I  urge  you  to  consider  our  proposals  to  reform  Medicare  in  order  to  strength- 
en it  and  save  it  from  bankruptcy.  That  approach  will  garner  support  for  reform 
from  seniors  around  the  nation. 

Thank  you. 

Mr.  Ganske.  Thank  you. 

I  believe  all  the  panel  has  had  a  chance,  then,  to  give  your  testi- 
mony, and  I  will  recognize  the  chairman  of  the  committee. 

Mr.  Bilirakis.  I  have  not  had  an  opportunity  to  look  at  all  of 
your  written  statements.  I  have  glanced  through  a  couple  of  them. 

Well,  let  me  ask  this  of  Mr.  Hansen.  Close  to  my  heart,  of  course, 
as  you  have  already  heard,  are  fraud  and  abuse  problems,  and  you 
said  that  Medicare's  bureaucratic  mess  permits  waste,  fraud,  and 
abuse  to  flourish  in  the  Medicare  program. 

It  sounds  like  you  and  your  members  agree  with  the  many  ex- 
perts who  have  stated  that  the  problem  of  Medicare  waste,  fraud, 
and  abuse  is  in  large  part  to  government's  control  of  the  program. 

In  light  of  this,  do  you  believe  that  giving  seniors  more  control 
over  their  health  care  will  help  to  stop  abuses  in  the  Medicare  pro- 
gram? 

Mr.  Hansen.  We  believe  it  definitely  would  help.  We  think  that, 
if  you  give  seniors  incentives  to  find  and  to  weed  out  that  type  of 
corruption  and  abuse  and  mistakes  and  errors  that  they  see,  that 
they  are  going  to  take  advantage  of  that. 

In  focus  groups  we  have  done  and  town  hall  meetings  we  did 
down  in  Florida,  one  of  the  things  that  kept  coming  up,  to  the  point 
where  it  outrages  seniors  when  they  take  the  initiative  to  try  to  do 
something  about  these  problems,  they  get  a  letter  back  from  HCFA 
thanking  you  for  writing  to  us,  we  will  be  back  to  you  within  6 
weeks  or  6  months,  whatever  it  is,  and  then  they  never  hear  back. 
I  talked  to  some  who  said  that  they  have  tried  two  or  three  times 
and  they  finally  gave  up.  I  think,  if  we  find  ways  to  empower  sen- 
iors and  make  them — give  them  the  feeling  that  they  can  do  some- 
thing about  it,  that  they  will  definitely  do  it. 

Mr.  Bilirakis.  Over  this  past  weekend,  I  had  a  neighbor  who 
was  desperate  to  reach  me,  called  up  here,  and  finally,  I  walked 
into  a  particular  place  of  business  down  there.  He  was  complaining 
about  physical  therapy. 

He  had  a  problem,  and  he  went  to  this  one  particular  physical 
therapist,  and  they  treated  him  and  gave  him  a  bill  for  $500  and 
then,  he  went  to  another  physical  therapist  afterwards.  I  mean  it 
is  all  part  of  the  doctor's  prescription,  but  it  was  a  different  loca- 
tion, different  therapist,  and  he  said,  for  the  same  treatment,  the 
bill  was  about  $2,000.  He  did  raise  a  question,  and  the  answer  was, 
well,  Medicare  will  pay  for  this,  Medicare  will  accept  this.  I  have 
asked  him  for  copies  of  the  statements,  so  that  we  can  see  whether 
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we  are  talking  about  apples  and  apples,  I  have  not  received  them 
yet,  but  I  do  get  that  from  my  seniors  down  there,  Jake,  and  the 
polls  seem  to  show  that  they  are  concerned  with  that,  too.  I  guess 
we  have  also  got  to  be  concerned  with  the  fact  that  what  they  con- 
sider to  be  fraud  and  abuse  may  or  may  not  be,  such  as  in  this  par- 
ticular case.  We  will  find  out  when  we  see  the  billings. 

We  have  a  problem.  We  are  trying  to  fix  it.  We  have  worked  aw- 
fully hard  to  try  to  include  all  of  the  groups,  including  yours,  ail 
of  yours,  into  the  process,  and  we  have  basically  said  to  you,  I 
think,  in  one  way  or  another— I  know  I  have  been  with  the  Speaker 
through  dozens  of  meetings  with  groups,  and  we  have  basically 
said  to  them,  look,  if  you  were  king,  how  would  you  do  it,  what 
would  you  do  in  terms  of  reforming  Medicare,  in  terms  of  finding 
some  of  the  savings,  things  of  that  nature.  Some  have  responded, 
and  some  have  not  responded,  and  I  guess  the  easiest  thing  in  the 
world  is  to  not  respond  and  then  complain  about  it  afterwards. 

So,  I  guess  I  am  a  little  disappointed  that  I  have  not  had  better 
input  from  groups,  maybe,  such  as  yours,  as  well  as  some  of  the 
others  in  that  regard,  because  you  are  representing  the  grassroots, 
and  we  are  in  an  ivory  tower  up  here,  and  we  need  your  input,  and 
it  cannot  just  be  basically  a  negative  input. 

Quite  frankly,  I  think  it  is  too  many  dollars  in  savings,  too,  but 
the  fact  of  the  matter  is  that  is  our  world,  that  is  our  real  world, 
and  what  we  are  trying  to  do  is  to  find  ways  to  reach  those  savings 
without  hurting  the  beneficiaries  in  any  way,  without  hurting  the 
quality  of  medical  care,  and  in  fact,  improving  it. 

I  do  not  know  if  you  all  have  any  comments  toward  that  end. 

Mr.  Hansen.  Well,  the  only  thing  I  will  mention  is  a  guarantee 
that  you  will  continue  to  hear  from  us  and  you  will  continue  to 
hear  from  our  members,  and  we  will  try  to  be  as  supportive  as  we 
can. 

Mr.  Bilirakis.  Thank  you. 

Ms.  McSteen.  I  would  like  to  say  that  fraud  and  abuse,  as  you 
know,  has  been  something  that  I  have  been  very  interested  in  since 
the  beginning  of  the  Medicare  program.  Many  beneficiaries  whom 
I  talk  to  are  reluctant  to  take  a  bill  that  they  think  might  be  too 
high  or  the  durable  medical  equipment  they  did  not  need,  because 
they  live  in  a  small  town  where  the  patient  has  a  relationship  with 
the  supplier  or  the  provider  or  the  physician,  and  I  can  appreciate 
that  sensitivity. 

I  do  think  that  we  are  at  fault  in  not  going  after  fraud  and  abuse 
when  the  Inspector  General  of  HHS  says,  for  every  one  dollar  that 
you  give  me,  I  can  save  $80  in  Medicare  expenditures. 

So,  the  National  Committee's  list  of  possible  reductions  in  order 
to  bring  the  Medicare  program  around  is  about  $150  billion,  and 
we  really  have  not  seen  specifics  as  to  exactly  what  the  Republican 
plan  would  begin  to  cut.  I  think,  in  order  to  be  as  responsive  to  you 
all,  that  we  need  to  know  exactly  what  would  be  cut  and  how  it 
would  be  cut. 

Mr.  Bilirakis.  Well,  there  are  not  going  to  be  any  cuts  in  the 
first  place.  Do  not  use  that  word.  Reduce  the  rate  of  increase. 
Ms.  McSteen.  All  right.  All  right. 

Mr.  Bilirakis.  Well,  what  we  are  asking  is  to  help  us  formulate 
that  plan  before  we  say  here  it  is,  because  once  we  say  here  it  is, 
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we  can  get  all  your  comments,  but  probably  the  cow  has  left  the 
barn. 

Ms.  McSteen.  Well,  I  think  we  really  need  to  at  least  do  some 
test  in  various  States.  Just  to  dramatically  go  and  reduce  the 
spending  in  Medicare  is  really  ill-thought-through,  and  I  think  try- 
ing to  do  some  experiments  in  various  States  holds  a  lot  of  poten- 
tial. 

Mr.  Ganske  [presiding].  Mr.  Deutsch? 
Mr.  Deutsch.  Thank  you,  Mr.  Chairman. 

I  guess  this  is  just  a  comment,  Mr.  Chairman.  I  appreciate  this 
panel,  and  again,  I  have  mentioned  it  previously,  but  I  think  you 
really  have  shown  great  leadership  in  setting  up  these  panels. 

I  think,  at  some  point,  although  all  three  of  these  organizations 
purport  to  represent  grassroots,  you  know,  I  think  there  is  some 
question  about  that,  and  hopefully,  at  some  point,  we  will  have  a 
chance  to  hear  beneficiaries  directly  in  terms  of  the  real-world  per- 
spective. 

I  am  somewhat  disappointed  that  Mr.  Boulter  was  not  here,  be- 
cause I  actually  did  read  through  his  testimony,  and  I  guess  I  will 
give  Mr.  Korby  at  least  a  chance  to  respond,  but  specifically  in  it — 
and  again,  hopefully  you  are  familiar  with  it,  because  you  are  rep- 
resenting him — on  page  two,  in  the  next-to-last  paragraph,  the  sen- 
tence reads,  "The  Federal  Government,  starting  in  1981,  has  im- 
posed a  new  series  of  controls,  restrictions,  procedural  regulations 
restricting  medical  treatment  doctors  can  choose  to  provide  a  sec- 
ond-guessing the  choices  doctors  are  allowed  to  make."  I  would  like 
to  know  what  they  are. 

You  know,  your  boss  makes  it  as  a  definitive  statement,  which 
I  think  is,  again,  sort  of  the  demagoguery  at  its  best.  I  mean  I  real- 
ly welcome  you  to  respond.  If  you  are  not  able  to  respond,  I  would 
hope  he  can  respond  in  writing. 

Mr.  Korby.  May  I  respond  in  writing,  and  we  will  give  you  a  de- 
tailed answer. 

Mr.  Deutsch.  The  second  comment — again,  if  you  are  not  able 
to  respond  to  this  either,  that  is  not  surprising,  but  on  page  three, 
he  specifically  states  bureaucratic  rationing  has  led  to  more  Medi- 
care beneficiaries  discharged  from  the  hospital  in  unstable  condi- 
tion, with  a  greater  likelihood  of  death  for  those  discharged  unsta- 
ble. 

Mr.  Korby.  I  will  comment  on  that. 
Mr.  Deutsch.  Okay. 
[Response  follows:] 

The  Medicare  Rationing  Crisis 

The  pressure  of  Medicare's  financial  problems  has  already  led  the  Federal  Govern- 
ment to  adopt  new  controls,  restrictions,  and  procedural  regulations  on  Medicare 
payments  to  doctors,  hospitals  and  other  health  care  providers.  As  these  measures 
proliferate,  they  add  up  to  rationing,  and  are  reducing  the  quality  of  care  seniors 
receive. 

This  Medicare  rationing  system  began  in  1983  with  the  adoption  of  the  Prospec- 
tive Payment  System  (PPS)  for  payment  for  hospital  services  under  Medicare. 

Under  PPS,  the  government  classifies  illnesses  requiring  hospital  treatment  into 
almost  500  categories  called  Diagnostic  Related  Groups  (DRGs),  Then  the  govern- 
ment sets  the  amount  it  will  pay  under  Medicare  in  each  locality  for  treatment  of 
illnesses  in  each  category. 

The  government-set  fees  are  supposed  to  be  based  on  an  average  of  local  hospital 
charges  for  treating  each  illness.  If  the  hospital  can  treat  the  patient  for  less,  it  can 
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keep  the  difference.  If  the  treatment  costs  more,  however,  the  hospital  cannot  collect 
the  extra  charges  from  the  patient  and  must  absorb  the  loss. 

The  idea  was  to  give  hospitals  new  incentives  to  reduce  costs  and  improve  effi- 
ciency, but  in  actuality  the  PPS  seems  to  create  powerful  incentives  for  hospitals 
to  take  short  cuts  and  to  shortchange  medical  consumers  in  quality  of  care.  The  hos- 
pital can  maximize  income  only  by  processing  patients  as  quickly  and  cheaply  as 
possible.  Even  if  patients  want  to  pay  more  for  less-hurried  service  and  for  more 
personal  attention,  they  are  prohibited  from  doing  so. 

Under  PPS,  the  hospital  cannot  accept  extra  payments  from  the  patient  for  serv- 
ices covered  by  Medicare.  Indeed,  the  hospital  faces  the  same  economic  incentives 
in  treating  the  patient  as  it  would  if  it  were  providing  charity.  Because  the  hospital 
receives  the  same  flat  fee  from  the  government  upon  admission  of  the  patient,  re- 
gardless of  the  care  and  services  it  provides,  any  expenses  the  hospital  incurs  for 
treatment  in  effect  come  out  of  its  own  pocket. 

Consequently,  services  provided  during  each  hospital  stay  tend  to  be  minimized, 
and  hospitals  may  discharge  patients  sooner  than  objective  medical  judgment  would 
suggest.  Patients  who  are  slow  to  respond  to  treatment  may  find  themselves  icily 
classified  as  hopeless.  The  end  result  is  reduced  access  to  care  and  a  lower  quality 
of  care  for  the  elderly  under  Medicare. 

For  those  hospitals  whose  legitimate,  unavoidable  costs  are  above  the  payments 
set  by  the  government,  PPS  effectively  operates  as  a  system  of  price  controls.  In- 
deed, over  time,  the  price-control  aspect  of  the  system  has  worsened  as  the  govern- 
ment has  routinely  adopted  arbitrary  freezes  on  the  set  fees  and  the  fees  and  illness 
categories  have  become  outdated  and  ill-suited  for  varying  local  conditions. 

As  a  further  result  of  this  Medicare  payment  system,  hospital  bureaucracies,  peer 
review  groups,  and  government  auditors  are  effectively  imposing  more  detailed,  cen- 
tralized restrictions  on  the  medical  treatments  doctors  can  choose  to  provide,  and 
engaging  in  more  bureaucratic  second-guessing  of  the  choices  doctors  are  allowed  to 
make.  Hospital  bureaucracies  are  now  much  less  willing  to  allow  doctors  to  freely 
pursue  their  medical  judgment  because  of  concern  over  whether  reimbursement  can 
be  collected  under  PPS. 

Doctors  in  the  U.S.  have  traditionally  had  the  freedom  and  authority  to  choose 
a  course  of  medical  treatment  based  on  their  own  best  judgment  and  the  preferences 
of  the  patient.  Such  freedom  has  been  a  key  factor  in  creating  an  extremely  high- 
quality,  innovative,  flexible  system  of  medical  care.  The  trend  towards  more  central- 
ized restrictions  and  bureaucratic  second-guessing  is  undermining  those  features — 
again,  especially  for  seniors  under  Medicare. 

In  addition,  the  PPS  slows  the  adoption  of  new  technologies  and  innovations  for 
Medicare  patients.  The  PPS  categories,  or  DRGs,  do  not  include  payments  for  the 
cost  of  such  new  technologies  and  innovations,  because  the  payments  under  each 
category  are  based  on  historical  costs  that  do  not  include  such  new  developments. 
The  government  will  be  slow  in  updating  the  DRGs  for  such  new  costs,  and  will 
often  deliberately  delay  to  keep  costs  down.  Without  reimbursement  for  the  costs, 
doctors  and  hospitals  are  far  less  likely  to  provide  the  new  service. 

The  new  tests  will  become  part  of  the  PPS  payments  only  when  the  new  tech- 
nologies and  innovations  become  so  routine  and  widely  adopted  that  doctors  and 
hospitals  must  provide  them.  The  doctors  and  hospitals  will  then  suffer  losses  for 
several  years  until  the  costs  become  part  of  the  current  expenditure  base  for  the 
PPS  categories. 

Another  payment  system  is  now  being  phased  in  for  payment  of  services  under 
the  SMI  program.  Under  the  Medicare  Fee  Schedule  (MPS)  to  be  fully  phased  in 
by  1995,  payments  are  fixed  for  the  range  of  services  under  SMI  based  on  a  Relative 
Value  Scale  (RVS).  RVS  is  a  system  in  which  the  government  estimates  the  value 
of  various  components  necessary  for  providing  a  particular  service — for  example,  the 
value  of  a  physician  or  surgeon  s  time.  The  government  uses  a  formula  to  determine 
payments  based  upon  these  values. 

To  understand  how  this  operates,  imagine  if  this  system  was  used  to  set  your  sal- 
ary. Various  factors  about  you  and  your  job — the  amount  of  training  you've  received, 
the  level  of  skill  required  for  your  job,  the  importance  of  your  job  to  society,  etc. — 
would  be  quantified  (measured  on  a  scale  of,  say,  0  to  100)  and  fed  into  a  computer, 
and  a  number  would  come  out,  and  that  would  be  your  salary. 

But  who  is  to  say  whether  your  job  is  a  "17"  or  a  "37"  or  a  "62"  on  a  particular 
scale?  Certainly  not  bureaucrats  who  have  little  knowledge  of  you  and  your  respon- 
sibilities. That's  the  problem  with  an  RVS  or  similar  system;  it  depends  on  the  sub- 
jective judgment  of  people  whom  you  wouldn't  trust  to  make  even  the  simplest  deci- 
sions for  you,  let  alone  determine  your  salary. 

Yet  that's  the  kind  of  system  by  which  SMI  payments  are  to  be  determined, 
i 


429 

Consider:  The  payment  for  each  service  is  the  same  regardless  of  which  doctor  or 
surgeon  provides  it,  so  no  difference  is  allowed  for  the  quality  or  skill  of  each  doctor 
or  surgeon.  And  the  payments  are  skewed  to  provide  less  than  was  paid  previously 
for  surgery  and  other  procedure-based  services  and  more  for  primary  care  and  con- 
sultations. Differences  are  allowed  across  geographic  areas  to  reflect  differences  in 
cost,  but  payments  are  again  skewed  to  provide  more  than  previously  for  rural  areas 
and  less  for  urban  areas.  Health  providers  can  bill  Medicare  patients  directly  no 
more  than  about  10  percent  of  the  maximum  Medicare  payment  for  the  service. 
Limits  are  also  placed  on  the  volume  of  services  that  can  be  billed,  with  payment 
rates  reduced  if  the  volume  exceeds  those  limits. 

The  ultimate  impact  of  this  system  will  be  to  ration  and  reduce  the  quality  of  care 
under  Medicare  as  well.  With  no  differential  allowed  for  more  highly  skilled  doctors 
or  surgeons  or  higher-quality  services,  doctors  and  surgeons  will  have  no  incentive 
to  provide  the  best  care  possible,  the  best  doctors  and  surgeons  will  limit  their  serv- 
ices under  the  program,  or  withdraw  altogether. 

Moreover,  the  (reduced)  payments  for  surgery  and  other  treatment  procedures  are 
completely  arbitrary  and  will  result  in  reduced  access  to  surgery  and  other  proce- 
dures for  seniors  under  Medicare,  especially  in  urban  areas.  Over  the  long  ran, 
lower  payments  will  mean  a  lower  supply  of  services  provided.  Surgeons  will  be  less 
willing  to  provide  services  under  Medicare,  and,  if  services  are  not  denied  outright, 
there  will  be  waiting  lines  and  other  delays.  Those  most  in  need  of  care  will  be  hurt 
the  most. 

Another  element  of  rationing  in  Medicare  is  that,  as  new  medical  technology  is 
developed,  the  Medicare  bureaucracy  within  the  Federal  Government  must  decide 
whether  and  when  to  include  innovations  under  Medicare's  coverage.  Over  time,  the 
government  will  tend  to  delay  coverage  for  such  new  treatments  in  order  to  keep 
costs  down. 

To  understand  how  new  technology  makes  costs  seem  to  increase,  consider  this 
example: 

You  are  using  an  adding  machine  that  costs  $100.  Someone  invents  a  computer 
that  will  do  100  times  as  much  work,  but  the  computer  costs  $200.  If  you  buy  the 
computer,  your  efficiency— the  amount  of  work  you  can  do  for  a  dollar — increases 
by  a  factor  of  50.  Unfortunately,  you  are  on  a  budget  with  an  arbitrary  spending 
limit,  and  you  aren't  allowed  to  buy  the  computer  because  it  will  cause  your  costs 
to  increase.  So  you  keep  doing  things  the  old,  inefficient  way. 

Now,  consider  what  happens  if  everyone  has  the  same  spending  limit.  No  one  can 
buy  the  new  computer.  The  company  that  spent  millions  to  develop  it  goes  out  of 
business.  After  that  happens,  no  one  even  tries  building  such  machines.  Computer 
technology,  which  is  based  on  the  accumulated  achievements  of  generations,  grinds 
to  a  halt.  Decades  later,  we're  still  using  adding  machines. 

(Or  maybe  we're  counting  on  our  fingers  and  toes,  because,  under  a  system  of 
price  controls,  no  one  would  have  invented  adding  machines  in  the  first  place.) 

It  would  be  bad  enough  if  the  government  were  to  limit  technology  for  business. 
But  it  would  be  criminal  to  limit  technology  for  medicine,  to  reduce  the  length  and 
quality  of  life  of  senior  citizens,  most  of  them  sacrificed  for  decades  to  provide  for 
their  children  and  grandchildren  and  for  their  country. 

Unfortunately,  in  the  case  of  Medicare,  the  government  may  be  able  to  get  away 
with  limitations  on  new  technology.  That's  because  people  won't  know  what  they^re 
missing.  Members  of  the  public  are  not  experts  in  the  latest  medical  technologies 
and  treatments,  and,  in  most  cases,  will  never  know  about  the  treatment  they 
would  have  received. 

Moreover,  this  element  of  rationing  will  tend  to  hurt  at  any  time  only  the  rel- 
atively small  proportion  of  the  population  who  most  need  the  new  technology  that  .. 
is  being  delayed. 

A  final  element  of  rationing  is  that,  over  time,  the  fixed  payment  under  the  Medi- 
care Fee  Schedules  will  be  subject  to  arbitrary  freezes  and  deductions  due  to  budget 
pressures,  and  the  whole  system  will  operate,  in  effect,  as  a  system  of  price  controls. 
The  pernicious  effects  of  price  controls  can  be  seen  clearly  in  the  Medicaid  program 
for  the  poor,  in  which  strict  payment  limits  have  become  more  and  more  out  of  date 
over  the  years,  leading  to  reduced  access  to  services  and  sharply  reduced  quality. 

Look  at  Medicaid,  and  see  the  future  of  Medicare.  While  the  Federal  Government 
has  been  anxious  to  demonstrate  that  these  negative  effects  are  not  occurring,  its 
own  studies  already  show  some  important  impacts: 

•  Medicare  patients  were  admitted  to  hospitals  in  a  sicker  condition,  after  longer 
delays,  following  introduction  of  the  PPS,  with  a  resulting  increase  in  mortality  of 
one  percent  at  30  days  after  admission,  and  an  increase  of  1.6  percent  at  180  days 
after  admission. 
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•  Fewer  Medicare  patients  were  admitted  to  hospitals  after  adoption  of  the  PPS, 
with  a  decline  in  the  hospitalization  rate  of  17  percent  from  1987  to  1989. 

•  Medicare  patients  admitted  to  hospitals  stayed  for  shorter  periods  of  time  after 
adoption  of  the  PPS,  with  a  decline  of  11.5  percent  in  average  length  of  stay  from 
1983  to  1989. 

•  Medicare  patients  received  fewer  days  of  hospital  care  after  adoption  of  the 
PPS,  with  a  decline  of  27  percent  in  days  of  care  per  1,000  beneficiaries  from  1983 
to  1989. 

•  A  study  by  the  government-funded  RAND  Corporation  found  a  22  percent  in- 
crease in  patients  discharged  from  hospitals  in  unstable  condition  among  those  suf- 
fering one  of  five  serious  illnesses,  with  a  greater  likelihood  of  death  for  those  dis- 
charged unstable.  The  study  concluded  that  Medicare  patients  were,  in  fact,  being 
discharged  "quicker  and  sicker"  under  PPS. 

•  Cochlear  implants  far  superior  in  treatment  for  hearing  loss  were  developed 
after  adoption  of  the  PPS.  The  DRG  for  hearing  loss  does  not  include  their  cost. 
Consequently,  providing  them  would  result  in  a  loss  of  $3,000  to  $5,000  for  each 

Satient  As  a  result,  these  implants  are  not  generally  available  to  the  elderly  under 
ledicare. 

•  The  Medicare  bureaucracy  conducted  only  10  assessments  of  new  technologies 
and  innovations  for  coverage  under  Medicare  in  1991,  and  only  eight  in  1992.  Some 
ongoing  assessments  have  been  under  consideration  for  over  three  years. 

Bad  as  these  effects  have  been,  it  is  important  to  remember  a  lesson  from  planned 
economies  in  countries  around  the  world:  As  time  goes  by,  the  negative  effects  of 
government  planning  get  worse. 

That  is  why  rationing  problems  such  as  those  under  Medicare  will  become  even 
more  obvious  and  onerous  as  time  passes,  as  the  rationing  mechanisms  discussed 
above  have  more  time  to  work. 

Mr.  Korby.  Well,  it  is  widely  known  that  Medicare  pays — de- 
pending on  what  statistics  you  look  at — 60,  70  cents  on  the  dollar. 

There  has  been,  information  from  a  couple  of  our  members  about 
the  difficulty  of  finding  doctors  who  will  take  Medicare. 

There  has  been — I  believe  even  HCFA  mentioned  in  one  of  their 
reports,  I  think,  and  CBO,  that  there  is  evidence  that  there  is  early 
discharge  of  patients  from  hospitals. 

The  problem  is  it  is  hard  to  identify  it  exactly  and  prove  it  100 
percent,  because  who  is  going  to  admit  that  they  are  discharging 
patients  before  they  are  ready? 

I  think  it  stands  to  reason,  Congressman,  that  if  you  are  not  pay- 
ing 100  cents  on  the  dollar,  something  has  got  to  give  someplace. 

Mr.  Deutsch.  Let  me  just  follow  up.  I  mean  I  have  the  fortune 
of  actually  talking  to  real  Medicare  beneficiaries.  I  am  not  sure 
your  group  ever  really  does  that,  to  be  very  honest  with  you. 

Mr.  Korby.  We  get  many  calls  a  week,  Congressman. 

Mr.  Deutsch.  Right.  You  know,  having,  again,  served  as  the  di- 
rector of  a  Medicare  agency,  dealing  with  seniors  on  a  daily  basis — 
that  is  why  my  office  does. 

You  know  something,  next  time  you  have  a  problem  finding  a 
doctor  that  accepts  a  Medicare  assignment,  give  me  a  call.  I  do  not 
care  where  it  is  in  the  United  States  of  America.  I  mean  Medicare, 
through  HCFA,  has  instituted  a  system  that  encourages  doctors  to 
accept  assignment. 

In  terms  of  DRGs  and  the  effect  that  you  just  described,  you 
know,  what  the  Republicans  are  proposing,  what  your  group  is  pro- 
posing— I  mean,  you  know,  you  cannot  have  it  both  ways.  You  can- 
not have  it  both  ways. 

If  you  are  saying  DRGs  lead  to  predictable  economic  results, 
which  I  believe  they  do — I  think  there  clearly  are  cases  of  people 
being  pushed  out  of  hospitals,  and  there  is  a  bureaucratic  proce- 
dure to  deal  with  that  in  terms  of  people  who  do  it,  and  my  office — 
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I  have  dealt  with  people,  my  office  has  dealt  with  people  in  situa- 
tions where  DRGs  are  pushing  people  out  of  the  hospital,  and  there 
is  a  procedure  to  deal  with  it. 

Any  system  the  human  mind  makes  is  going  to  have  faults,  and 
you  are  going  to  have  to  work  through  a  bureaucratic  situation,  but 
to  say  that  at  the  same  time  and  saying  that  you  are  going  to  have 
a  lowest-cost  denominator  system — and  I  believe  the  marketplace 
works.  I  am  proud  of  being  a  capitalist.  It  is  a  great  society  we 
have,  and  capitalism  works. 

The  reality  is  that  we  are  going  to  create  by  these  proposals  that 
you  are  supporting  a  system  where  the  lowest  common  denomina- 
tor— we  are  going  to  bid  out  services  in  every  place  in  the  country 
where  we  can,  and  just  as  you  say,  yes,  it  makes  sense  that  DRGs 
lead  to  kicking  people  out  of  the  hospital  early,  why  isn't  the  low- 
est-cost denominator  going  to  lead  to  substandard  care? 

I  mean,  yes,  someone  is  going  to  bid  at  70  percent  of  prevailing 
rate.  Someone  will  be  able  to  make  money.  I  would  hope,  again, 
that  each  of  you  have  an  opportunity  at  least  to  answer  or  at  least 
try  to  answer  that  particular  question. 

Mr.  Korby? 

Mr.  Korby.  Well,  again,  there  are  a  lot  of  points  I  want  to  make. 

You  look  at  the  Medicaid  program,  which  pays  doctors  and  hos- 
pitals at  a  lower  rate  than  Medicare,  and  by  evidence,  things  that 
I  have  read,  testimony  before  Congress,  many,  many  doctors  will 
not  even  go  near  Medicaid.  1 

Now,  you  keep  driving  down  reimbursement  rates  to  hospitals 
and  doctors,  which  I  do  not  think  is  the  right  thing  to  do.  I  mean 
whether  it  is  somebody  proposing  it — whether  it  is  the  President  or 
anybody  else,  I  do  not  think  it  is  right  to  save  money. 

So,  you  just  cannot  keep  pushing  down  these  costs — I  mean 
pushing  down  these  reimbursements  and  expect  there  to  be  no  ad-  - 
verse  consequences.  It  does  not  make  sense.  It  defies  economics. 

Mr.  Ganske.  The  gentleman's  time  has  expired. 

Mr.  Deutsch.  If  Ms.  McSteen  could  respond,  I  would  appreciate 
that. 

Mr.  Ganske.  Very  briefly,  please. 
Ms.  McSteen.  All  right. 

Well,  it  is  a  very  complex  issue  and  one  that  is  pretty  frightening 
when  you  address  it,  because  a  great  deal  of  our  concern  is  quality 
of  care  for  seniors,  and  the  more  you  continue  to  look  at  the  provid- 
ers and  say  we  will  cut  back,  we  will  cut  back,  we  will  cut  back, 
then  we  have  to  begin  to  wonder  if,  indeed,  providers  will  accept 
Medicare  patients. 

Mr.  Ganske.  Mr.  Greenwood? 

Mr.  Greenwood.  Ms.  McSteen,  on  page  five  of  your  testimony, 
you  said,  "We  believe  that  the  budget  resolution  has  been  driven 
more  by  political  promises  to  balance  the  budget  in  7  years  and  to 
cut  taxes  than  by  concern  over  the  solvency  of  Part  A."  Does  your 
organization  support  balancing  the  budget  over  the  course  of  the 
next  7  years? 

Ms,  McSteen.  Yes,  we  support  balancing  the  budget  but  not  sup- 
porting balancing  the  budget  on  Medicare  Part  A  or  B,  since  Part 
B  only  contributes  about  6  percent  of  the  Federal  deficit. 
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Mr.  Greenwood.  Does  your  organization  have  suggestions  as  to 
how  to  balance  the  budget?  Otherwise,  where  would  your  organiza- 
tion find  the  savings? 

Ms.  McSteen.  Look  at  tax  expenditures,  tax  loopholes,  whatever 
they  might  be  called,  yes.  We  have  asked  for  that,  a  look  at  that, 
and  do  not  look  just  at  entitlements.  Look  at  what  the  pie-chart 
shows  the  deficit  is  caused  by — interest  we  all  know,  defense 
spending,  discretionary  spending. 

Mr.  Greenwood.  We  cannot  not  pay  the  interest  on  the  debt,  can 
we?  I  mean  that  has  to  be  off  the  table,  right? 

Ms,  McSteen.  I  am  saying  that  we  are  not  looking  at  all  the 
areas  where  we  could  cut  back,  and  discretionary  domestic  spend- 
ing is  one  of  them. 

Mr.  Greenwood.  What  I  am  saying  is  we  have  to  accept  a  cer- 
tain number  of  things.  Your  statement  makes  the  point  that  Medi- 
care Part  B  accounts  for  6  percent  of  the  deficit  and  yet  the  budget 
resolution  targets  Medicare  Part  A  and  Part  B  for  35  percent. 

Ms.  McSteen.  Right. 

Mr.  Greenwood.  Okay.  I  am  not  exactly  sure  how  you  did  the 
math  on  that,  but  I  will  take  your  word  for  it. 

If  you  make  the  point  that  Medicare  Part  B  only  accounts  for  6 
percent  of  the  deficit,  so  let  us  only  get  6  percent  of  the  deficit  re- 
duction from  Medicare  Part  B,  then  since — you  want  Social  Secu- 
rity off  the  table,  right? 

Ms.  McSteen.  Yes. 

Mr.  Greenwood.  All  right.  So,  that  is  a  big  chunk  of  the  pie  that 
you  just  referred  to. 

So,  we  have  to  get  more  than  6  percent  of  the  deficit  from  Medi- 
care, because  we  are  going  to  take  interest  off  the  table,  we  are 
going  to  take  Social  Security  off  the  table,  right? 

Ms.  McSteen.  Yes.  What  about  domestic  discretionary  spending? 

Mr.  GREENWOOD.  Well,  domestic  discretionary  spending,  as  you 
may  know,  is  being  scaled  down  very  severely  in  this  proposal.  If 
you  look  at  every  one  of  the  appropriations  bills  coming  out  of  com- 
mittees, the  domestic  discretionary  spending  is  being  hardest  hit. 

Defense  spending  is  basically  being  frozen,  and  domestic  discre- 
tionary spending  is  being  cut  down.  So,  I  am  not  sure  where  you 
want  us  to  look  that  we  have  not  looked  so  far. 

Ms.  McSteen.  Well,  I  am  going  back  to  say  that  we  are  not  in 
this  country  looking  at  the  tax  loopholes  or  the  tax  credits  or  bene- 
fits or  expenditures.  We  are  not  looking  at  those  and  looking  to  em- 
ployers and  to  grants  for  promoting  international  advertisements. 

Mr.  Greenwood.  Actually,  we  are  looking  at  that.  I  am  sure  you 
know  you  are  talking  about  different  orders  of  magnitude.  When 
you  are  talking  about  hundreds  of  billions  of  dollars  over  7  years, 
you  are  talking  about  opportunities  to  save  pennies  compared  to 
the  dollar. 

Ms.  McSteen.  I  know,  but  all  the  pennies  added  together  would 
help,  rather  than  focus  so  directly  just  on  Medicare. 

Mr.  Greenwood.  Does  your  organization  make  specific  rec- 
ommendations about  specific  tax  loopholes? 

Ms.  McSteen.  Not  in  this  paper.  We  do  have  a  position  on  that, 
which  I  would  be  glad  to  give  you. 
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Mr.  Greenwood.  Would  you  do  that?  I  would  appreciate  that. 
This  new  Congress  has  not  had  an  opportunity  yet  to  pass  a  tax 
code  rewrite,  so  we  are  still  living  with  the  tax  rewrites  that  have 
been  written  over  the  past  40  years,  but  we  hope  to  get  to  that, 
as  well. 

I  yield  back  the  balance  of  my  time,  Mr.  Chairman. 

Mr.  Ganske.  The  gentleman  from  Oklahoma,  Dr.  Cob  urn. 

Mr.  COBURN.  Thank  you,  Mr.  Chairman. 

I  would  make  one  comment.  I  think  it  is  very  interesting  that  we 
have  three  sets  of  panelists  today,  and  Dr.  Feder,  who  has  been 
somewhat  contrary  in  her  testimony  to  everything  else  we  have 
heard,  did  not  stick  around  to  hear  what  the  other  experts  that 
have  come  to  advise  this  panel  on,  and  I  think  it  bodes  well  the 
explanation  of  why  we  are  having  difficulty  getting  this  from  a  po- 
litical plane  to  a  problem  solving  plane,  and  I  know  my  5  minutes 
are  not  up,  Mr.  Chairman,  as  my  red  light  just  came  on. 

I  would  just  ask  each  of  you  what  I  have  asked  basically  every- 
body else.  Are  we  setting  about  a  task  that  is  impossible? 

Can  we  not  reform  Medicare,  change  it  to  where  we  still  supply 
the  quality  health  care  that  seniors  need  at  an  affordable  price  and 
make  sure  that  they  can  have  the  security  to  know  that  it  is  there 
and  do  it  within  the  budget  constraints  that  we  are  talking  about 
doing?  Is  that  an  impossible  task  for  us? 

Go  on  and  start,  Mr.  Korby. 

Mr.  Korby.  I  would  answer  it  by  saying  that  you  have  no  choice. 
It  is  likely,  very  shortly,  you  will  have  no  choice  but  to  deal  with 
Social  Security. 

The  good  thing  about  this,  if  there  is  a  good  thing,  in  economics, 
that  is — I  remember  a  professor  telling  me,  unlike  philosophy, 
when  it  could  be  this  or  it  could  be  that,  when  you  look  at  num- 
bers, numbers  do  not  lie. 

You  have  to  reform  Medicare,  and  as  I  said  earlier  in  my  opening 
statement,  there  are  only  a  couple  of  ways  you  could  go. 

You  could  stay  with  the  basic  model  that  you  have  now  and  keep 
squeezing  hospitals,  squeezing  doctors,  squeezing  the  elderly,  and" 
ultimately,  you  still  will  not  resolve  the  solvency  of  the  program. 
Our  testimony  has  what  the  numbers  would  be. 

So,  you  have  to  do  it.  I  think  your  leadership,  the  chairman  and 
others  in  the  House,  are  to  be  encouraged,  and  I  firmly  believe- 
as  I  said  to  the  good  Congressman,  Mr.  Deutsch  of  Florida,  we 
speak  to  quite  a  few  seniors  on  a  weekly  basis.  We  get  tons  of  com- 
ment mail. 

When  seniors  know  what  the  problem  is,  they  say  fix  it.  They 
may  not  like  it,  but  they  also  are  looking  not  only  at  their  needs 
but  the  needs  of  their  children.  Their  children  basically  are  paying 
the  payroll  taxes,  and  their  grandchildren,  and  they  do  not  want 
them  crushed  either. 

So,  there  are  some  hard  choices,  we  should  not  be  fooled,  but  you 
have  no  choice  but  to  march  forward,  and  I  believe,  when  you  tell 
people  the  truth,  they  will  accept  it. 

One  last  point. 

Just  remember,  as  we  often  say,  that  seniors,  the  folks  that 
brought  us  through  the  war,  the  depression,  and  helped  build  the 
country  when  the  country  had  its  greatest  periods  of  economic 
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growth,  they  can  deal  with  a  situation  that — they  may  not  like  ev- 
erything, but  they  are  willing  to  do  their  part  to  save  it  and  save 
it  for  their  children. 

Mr.  Coburn.  Thank  you. 

Mr.  Hansen? 

Mr.  Hansen.  Well,  no  question  about  it,  we  have  a  big  challenge 
ahead  of  us,  but  I  believe  not  only  can  we  save  it,  we  can  improve 
it.  I  do  not  believe  that  the  numbers  that  are  out  there  are  all  that 
outrageous. 

It  is  not  just  the  idea  of  what  we  can  do  with  fraud,  but  I  believe, 
when  we  actually  get  the  free  market  kicked  in  and  doing  what  it 
does  best,  it  may  be  things  that  are  not  scoreable  immediately,  but 
I  think  we  are  going  to  see  bigger  savings  than  we  expect  to  see. 

Mr.  Coburn.  Ms.  McSteen? 

Ms.  McSteen.  Thank  you. 

Well,  I  do  feel  very  strongly  that  there  are  some  options  that  can 
improve  the  system,  and  our  great  concern  is  that  we  are  moving 
so  fast  that  we  may  find  ourselves  in  a  predicament  that  will  be 
much  worse  in  terms  of  the  delivery  of  care  and  the  quality  of  care, 
and  if  we  move  to  managed  care  or  if  we  offer  vouchers  or  entice- 
ments to  move,  I  think  that  clearly  has  to  be  tested. 

Seniors  can  make  good  choices,  but  they  are  not  accustomed  to 
having  to  deal  with  that. 

Mr.  Coburn.  You  know  what  I  find?  None  of  my  grandparents 
are  alive,  but  the  seniors  that  I  care  for  in  my  medical  practice — 
if  you  want  to  know  where  the  best  deal  in  town  is  on  anything, 
they  know  where  it  is,  and  you  know  what?  If  we  will  allow,  they 
will  know  where  the  best  deal  on  medicine  is  in  town,  and  what 
we  have  to  do  is  have  the  faith  to  trust  the  wisdom  of  our  seniors, 
and  we  will  solve  this  problem,  and  if  anything,  I  would  disagree 
with  you. 

First  of  all,  I  do  not  think  we  have  time  to  test  it.  No.  2  is  I  trust 
this  group  of  people  that  did  build  this  country,  that  did  suffer 
through  the  depression,  that  did  win  the  war,  that  did  do  the 
things  that  made  us  what  we  are,  and  I  think  that  they  will  make 
the  right  choices  if  we  will  allow  the  system  to  give  them  the  incen- 
tives to  do  that,  and  I  want  to  thank  each  of  you  all  for  being  here 
and  participating. 

It  is  nice  to  know  that  people  will  rise  above  the  political  level 
of  this  debate  to  the  true  concern,  and  I  appreciate  your  input. 

Thank  you. 

Mr.  Ganske.  Well,  I  will  yield  myself  a  few  minutes. 

Was  this  group  present  for  the  earlier  testimony?  Were  you 
present  for  the  last  panel  that  included  Dr.  Bristow  from  the  AMA? 

Mr.  Korby,  you  are  nodding  your  head  yes.  I  wonder  if  you  would 
care  to  comment  on  the  change  that  Dr.  Bristow  was  recommend- 
ing in  the  traditional  fee-for-service  part  to  allow  recipients  to  ben- 
efit some  from  wise  shopping. 

Mr.  Korby.  I  was  in  and  out,  but  anything,  basically,  that  pro- 
vides incentives — and  they  come  in  many  different  packages,  which 
is  basically  what  our  program  that  we  are  advocating  is  based  on — 
I  think  it  works  to  the  consumer's  advantage. 
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Whether  it  is  in  this  case,  whether  it  would  be  for  eliminating 
waste,  fraud,  and  abuse,  or  helping  try  to  eliminate  it,  incentives 
is  what  our  system  is  based  on,  and  it  is  extremely  powerful. 

So,  again,  I  am  not  totally  familiar  with  what  he  is  saying,  but 
if  it  along  the  lines  I  think  it  is,  I  think  it  might  be  a  good  thing. 

Mr.  Ganske.  Let  me  ask  Ms.  McSteen  a  question. 

My  wife  is  a  family  physician.  Just  this  last  weekend,  she  had 
a  patient  come  into  the  hospital  who  is  103  years  old.  This  lady 
lives  by  herself.  She  cooks  her  own  meals.  She  takes  care  of  her 
son,  who  has  developed  Alzheimer's. 

She  fell  down  one  night  and  scraped  her  arm  and  then  decided 
to  wait  until  the  next  morning  before  she  bothered  anybody  and 
then  came  into  the  emergency  room,  and  she  had  a  heart  rate  of 
40,  and  her  comment  was,  "well,  you  know,  I  just  thought  I  had 
gotten  up  too  fast  from  bed  and  that  is  why  I  fell  down." 

Now,  this  lady  is  totally  with  it.  She  is  taking  care  of  herself.  She 
probably  needs  a  cardiac  pacemaker.  She  is  103  years  old. 

I  will  tell  you  what  I  am  worried  about.  I  am  worried  that,  if  we 
continue  to  maintain  the  same  system  that  we  have,  with  the  con- 
tinual ratcheting  and  the  tightening  of  payments,  some  bureaucrat 
someday  is  going  to  say  this  lady,  does  not  meet  their  qualifica- 
tions. It  does  not  matter  whether  she  is  totally  with  it,  at  home, 
cooking  her  own  meals,  she  is  103  years  old,  and  she  does  not  get 
that  cardiac  pacemaker  battery. 

Does  that  concern  you,  also? 

Ms.  McSteen.  It  is  of  great  concern,  and  when  we  talk  about 
cutting  back,  cutting  back  provider  fees  and  doctor  fees,  you  have 
to  begin  to  wonder  what  will  happen. 

We  have  the  greatest  medical  system  in  the  world,  and  I  think 
it  would  be  a  crime  not  to  continue  to  offer  any  age  person  the 
quality  care  that  can  be  provided. 

Mr.  Ganske.  This  is  why  I  personally  am  interested  in  working 
toward  a  third  option. 

We  have  got  a  government  option,  where  we  have  an  increasing 
bureaucratic  attempt  to  control  these  costs. 

Managed  care  seems  to  be  part  of  what  we  will  be  doing,  and 
those  decisions  will  be  coming  from  essentially  an  insurance  bu- 
reaucracy. 

I  truly  believe,  like  Dr.  Cob  urn,  that  seniors  do  have  the  capabili- 
ties of  managing  their  choices,  and  I  am  going  to  try  to  look  for 
some  options  that  will  continue  to  give  you  those  choices,  and  that 
is  all  the  questions  I  have,  and  I  want  to  thank  the  panel  very 
much  for  coming. 
[Whereupon,  at  4:21  p.m.,  the  subcommittee  was  adjourned.] 
[Additional  material  submitted  for  the  record  follows.] 

Prepared  Statement  of  the  American  Association  of  Preferred  Provider 

Organizations 

The  American  Association  of  Preferred  Provider  Organizations  (AAPPO)  appre- 
ciates this  opportunity  to  add  its  testimony  to  the  record  of  the  Subcommittee's  July 
18  hearing  on  the  future  of  the  Medicare  program. 

AAPPO  is  the  national  trade  association  representing  a  large  segment  of  the  PPO 
industry  and  its  partners  in  managed  care,  such  as  employers,  insurers,  and  provid- 
ers. Since  its  founding  in  1983,  the  rapid  growth  of  the  association's  membership 
has  paralleled  the  dramatic  expansion  of  network-based  managed  care.  The  more 
than  1,000  members  include  comprehensive  medical/surgical  networks,  as  well  as 
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specialty  networks  offering  benefits  for  mental  health,  dental  and  opthalmic  serv- 
ices, workers'  compensation,  and  the  like.  Through  its  members,  AAPPO  represents 
a  significant  portion  of  both  the  delivery  systems  and  recipients  of  health  care  in 
the  United  States.  Data  just  in  from  AAPPO's  about-to-be  published  1995  Directory 
of  Operational  PPOs  documents  802  active  PPO  networks  in  the  United  States,  ex- 
tending coverage  to  approximately  79  million  eligible  employees. 

AAPPO  believes  strongly  that  Medicare  needs  to  come  into  step  with  the  private 
sector  in  delivering  and  paying  for  health  care  services.  The  public  program  s  need 
to  contain  cost  while,  maintaining  accessibility  and  quality  is  the  very  same  need 
that  motivated  the  employers  who  are  the  primary  private-sector  purchasers  to  de- 
velop new  health  care  strategies.  Among  the  successes  has  been  developing  a  means 
of  managing  fee-for-service  medicine:  the  PPO. 

The  private  health  care  market  today  is  immensely  competitive.  It  is  no  coinci- 
dence that  runaway  cost  trends — the  annual  double-digit  increases  that  marked  the 
last  decade — have  moderated.  This  is  the  way  the  marketplace  is  supposed  to  work. 
Robust  competition  encourages  product  improvement  and  brings  down  costs,  benefit- 
ing investors  and  consumers  alike.  In  this  case,  both  the  federal  government  and 
Medicare  beneficiaries  have  much  to  gain. 

We  agree  with  many  members  of  Congress  that  Medicare  beneficiaries  should 
have  the  same  choices  available  to  their  privately-insured  fellow  citizens.  The  suc- 
cess that  PPOs  have  achieved  in  delivering  choice  and  quality  while  substantially 
reducing  costs  offers  a  model  that  Congress  can  turn  to  in  meeting  the  twin  chal- 
lenges of  reducing  the  growth  in  Medicare  expenditure  while  expanding  choice  to 
older  Americans. 

The  PPO:  Another  Managed  Care  Option 

A  PPO  is  an  entity  through  which  employer  health  benefits  plans  and  health  in- 
surance carriers  (collectively,  payers)  contract  to  purchase  health  care  services  for 
covered  beneficiaries  from  a  selected  group  of  "preferred"  participating  providers,  in- 
cluding hospitals,  physicians,  and  diagnostic  facilities.  Benefit  plans  offer  a  PPO 
network  to  eligible  participants  is  an  effective  means  of  furnishing  access  to  an 
array  of  qualified  providers.  The  PPO  is  a  separate,  identifiable  legal  entity  that  can 
have  various  types  of  owners,  including  entrepreneurs,  insurers,  and  providers. 
PPOs  contract  directly  with  their  payer  customers — as  we  would  envision  them  con- 
tracting directly  with  HCFA  in  the  Medicare  context. 

A  PPO's  preterred  providers  generally  are  selected  on  the  basis  of  their  cost  effi- 
ciency, community  reputation,  and  scope  of  services.  Payers  offer  financial  incen- 
tives to  the  covered  beneficiaries  to  encourage  them  to  obtain  needed  health  care 
services  from  the  preferred  providers.  In  return,  the  participating  providers  agree 
to  conform  to  certain  utilization  management  and  quality  management  require- 
ments established  by  the  PPO  and  to  accept  contractually  set  reimbursement  levels 
for  their  services. 

Unlike  HMOs,  PPOs  do  not  require  their  members  to  use  only  PPO  providers.  In- 
dividuals with  PPO  coverage  are  permitted  to  use  non-PPO  providers  if  they  are 
willing  to  pay  higher  levels  of  coinsurance  or  deductibles.  As  a  result,  the  PPO  offers 
more  consumer  choice  of  provider. 

In  1994,  PPOs  were  offered  by  40  percent  of  employers  with  10  or  more  employ- 
ees, according  to  a  survey  of  employer-sponsored  health  plans  by  the  firm  Foster 
Higgins.  The  average  per-employee  cost  for  PPO  coverage  for  large  employers  actu- 
ally dropped  from  1993  to  1994,  and  four-fifths  of  plan  sponsors  characterized  their 
PPO  as  effective  in  controlling  costs. 

Benefits  of  a  Medicare  PPO  Option 

Since  the  early  1980s,  the  federal  government  has  sought  ways  to  reduce  spending 
for  Medicare-covered  health  services.  Notwithstanding  efforts  focused  on  price-set- 
ting, costs  have  continued  to  rise  because  of  utilization  increases.  It  has  become 
abundantly  clear  that  cost  containment  cannot  be  achieved  merely  by  cutting  back 
on  payment  rates  without  addressing  utilization  as  well.  For  more  than  90%  of  cur- 
rent beneficiaries,  Medicare  is  merely  an  unmanaged  fee-for-service  entitlement  pro- 
gram. By  contrast,  the  private  sector  has  controlled  its  fee-for-service  expenditure 
through  reliance  on  PPOs  to  manage  both  rates  and  utilization. 

Even  where  the  government  has  attempted  to  address  utilization  through  a 
capitated  payment,  it  has  met  with  limited  success  in  controlling  Medicare  expendi- 
tures. The  Department  of  Health  and  Human  Services  moved  into  managed  care  in 
the  1980s,  contracting  on  a  risk  basis  with  HMOs  for  the  provision  of  comprehensive 
health  services  to  Medicare  beneficiaries.  However,  enrollment  in  HMOs  by  Medi- 
care beneficiaries  has  been  quite  limited  over  the  years,  and  HMOs  have  not 
achieved  significant  penetration  of  the  Medicare  market. 
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The  private  insurance  market  in  the  early  1980s  also  had  just  two  options — in- 
demnity plans  based  on  fee-for-service  and  the  HMO  with  its  lock-in  requirement 
of  enrollment.  The  market  demanded  more,  and  PPOs  were  the  response.  As  de- 
scribed above,  payers  with  a  PPO  option  use  financial  incentives  to  encourage  the 
consumer's  use  of  the  managed  care  features  of  the  PPO.  I  have  found  in  my  own 
PPO  management  experience— and  my  AAPPO  colleagues  will  bear  me  out — that 
60-70%  of  health  care  services  obtained  by  PPO-eligible  persons  are  provided  by  net- 
work providers.  Because  of  the  flexibility  inherent  in  a  PPO,  these  arrangements 
are  popular  with  consumers  and  providers  alike. 

PPOs  are  successful  in  reducing  unnecessary  utilization  while  allowing  consumers 
to  choose  their  own  health  care  providers  from  a  select  panel  of  quality,  low-cost 
providers.  By  adding  a  PPO  option  to  Medicare,  increased  savings  and  controlled 
utilization  can  be  achieved  while  offering  an  attractive  managed  care  alternative  to 
beneficiaries.  Indeed,  those  who  have  been  reluctant  to  venture  into  managed  care 
because  of  the  'lock-in"  nature  of  provider  panels  should  find  PPOs  particularly  ap- 
pealing. 

PPOs  have  contractual  agreements  that  physicians,  hospitals,  and  other  providers 
accept  voluntarily,  pledging  to  help  develop  and  to  participate  in  utilization  review 
an  quality  assurance  programs.  A  collaborative,  non-adversarial  relationship  is  fos- 
tered between  the  PPO  and  its  physicians,  based  on  a  mutual  commitment  to  cost- 
effective,  high-quality  health  care  and  reinforced  by  the  dramatic  success  their  part- 
nerships have  enjoyed. 

As  PPOs  have  proliferated  across  the  nation,  they  have  developed  tremendous  ag- 
gregate capacity  for  the  enrollment  of  new  beneficiaries.  More  so  than  other  man- 
aged care  models,  PPOs  tend  to  be  characterized  by  a  broad  array  of  providers,  both 
physicians  and  hospitals. 

PPOs  offer  Medicare  savings  in  several  areas: 

•  Utilization  review:  Prospective  and  concurrent  reviews  reduce  unnecessary  admis- 

sions and  surgeries. 

•  Part  A:  PPOs  may  negotiate  hospital  rates  at  levels  lower  than  DRG  payments. 

DRGs  were  based  on  length-of-stay  assumptions  that  have  been  reduced  in 
practice.  Medicare  has  not  participated  in  the  savings  generated  by  this  reduc- 
tion. Most  PPOs  pay  a  per  diem  rate  and  manage  length-of-stay  with  their  phy- 
sicians. A  cost-per-admission  based  on  a  PPO  per  diem  may  easily  be  less  than 
the  corresponding  DRG  level. 

•  Part  B:  PPOs  make  extensive  use  of  freestanding  facilities  with  lower  overhead 

costs  than  hospitals  for  outpatient  diagnostic  and  treatment  services.  Payment 
typically  is  at  negotiated  fixed  rates,  less  than  the  cost-based  discount  rates  cur- 
rently payable  under  Medicare. 

PPOs  and  Risk 

Most  PPOs  are  not  licensed  as  insurers  and  do  not  bear  insurance  risk.  They  typi- 
cally are  compensated  on  the  basis  of  a  per-member-per-month  administrative  fee. 
Capitated  arrangements,  characteristic  of  HMOs,  are  not  common  among  PPOs. 
While  some  PPOs  are  exploring  the  process  of  becoming  legally  qualified  as  risk- 
bearing  entities,  and  some  indeed  have  done  so,  others  are  not  prepared  to  recast 
themselves,  in  effect,  as  insurance  carriers  or  HMOs. 

AAPPO  proposes  that  both  standard  and  risk-bearing  PPOs  be  recognized  by 
Medicare.  In  the  standard  arrangement,  a  PPO  would  qualify  as  an  eligible  Medi- 
care contractor  through  meeting  federal  standards  related  to  the  functions  it  per- 
forms (e.g.,  provider  credentialing  and  contracting,  utilization  and  quality  manage- 
ment, review  and  complaint  procedures).  A  qualified  PPO  would  receive  a  per-bene- 
ficiary-per-month  fee  in  return  for  making  available  its  network,  its  negotiated 
rates,  and  its  utilization  and  quality  management  services.  HCFA  would  thus  stand 
in  the  same  relation  to  the  PPO  as  self-insured  employers  do  now.  Such  employers 
enjoy  a  cost/benefit  trade-off  in  the  neighborhood  of  10  to  one,  savings  achieved 
through  PPO  management  compared  to  the  monthly  administrative  fee  paid. 

In  a  variation  on  the  standard  arrangement,  the  PPO's  administrative  fees  could 
be  augmented  or  reduced  based  upon  its  success  or  failure  to  meet  performance  tar- 
gets negotiated  between  the  PPO  and  HCFA. 

Finally,  as  noted,  some  PPOs  are  interested  in  pursuing  risk  contracts  with 
HCFA.  AAPPO's  proposed  risk  option  would  establish  by  law  a  means  whereby 
PPOs  could  become  federally  qualified,  irrespective  of  their  status  under  state  licen- 
sure, by  demonstrating  compliance  with  federal  standards  similar  to  those  now  es- 
tablished for  HMOs. 
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Conclusion 

AAPPO  has  been  pleased  to  receive  favorable  comments  from  members  of  this 
Subcommittee  about  adding  a  PPO  option  to  Medicare.  PPOs  have  been  a  boon  to 
the  private  sector,  and  will  prove  a  boon  to  Medicare  as  well.  AAPPO  understands 
that  PPO  participation  would  be  in  the  context  of  a  menu  of  choices  for  Medicare 
beneficiaries — a  prospect  that  we  applaud,  having  every  confidence  that  PPOs  can 
hold  their  own  in  healthy  competition.  We  ask  you,  though,  to  keep  in  mind  the  im- 
portance of  real  as  opposed  to  apparent  variety.  There  always  exists  a  temptation 
to  minimize  complication  by  putting  everyone  through  the  same  regulatory  sheer. 
PPOs  want  to  compete  as  PPOs,  not  as  some  quasi-HMO  hybrid  cut  to  fit  the  con- 
fines of  the  existing  risk-contracting  statute. 

AAPPO  looks  forward  to  working  with  you  as  the  Medicare  reform  legislation 
takes  shape.  We  will  be  happy  at  any  time  to  discuss  our  option  proposal  with  you 
in  greater  detail. 


THE  FUTURE  OF  THE  MEDICARE  PROGRAM 


THURSDAY,  AUGUST  3,  1995 

House  of  Representatives, 

Committee  on  Commerce, 
Subcommittee  on  Health  and  Environment, 

Washington,  DC. 
The  subcommittee  met,  pursuant  to  notice,  at  10:08  a.m.,  in  room 
2123,  Rayburn  House  Office  Building,  Hon.  Michael  Bilirakis, 
(chairman)  presiding. 

Members  present:  Representatives  Bilirakis,  Barton,  Klug,  Burr, 
Ganske,  Norwood,  Cob  urn,  Waxman,  Brown,  Lincoln,  Bryant,  and 
Pallone. 

Staff  present:  Mary  M.  McGrane,  majority  counsel;  Howard 
Cohen,  majority  counsel;  Melody  Harned,  majority  counsel;  Eric 
Berger,  majority  professional  staff  member;  and  Bridget  Taylor,  mi- 
nority professional  staff  member. 

Mr.  Burr  [presiding].  Good  morning.  At  this  time,  we're  going  to 
begin  the  Subcommittee  on  Health  and  Environment  hearing.  This 
morning's  topic  is  continuation  of  our  series  on  Medicare. 

At  this  time,  the  Chair  would  recognize  himself  for  an  opening 
statement.  I'm  very  pleased  to  chair  this  hearing  of  the  Subcommit- 
tee on  Health  and  Environment.  Today  we  will  continue  an  in- 
depth  analysis  of  the  Medicare  program  by  hearing  a  broad  range 
of  proposals  for  maintaining  its  long-term  viability. 

We  have  before  us  today  a  sobering  problem.  That  problem  is  the 
pending  bankruptcy  of  the  Medicare  program  by  the  year  2002.  It 
is  a  fact  that  the  President's  own  Medicare  trustees  have  declared 
that  Medicare,  in  its  current  form,  will  be  bankrupt  in  just  7  years. 
This  financial  crisis  jeopardizes  the  health  care  security  of  more 
than  36  million  seniors  and  disabled  persons  across  this  country 
who  depend  on  the  Medicare  system  every  day. 

No  community  is  untouched  by  the  perils  that  face  American  sen- 
iors if  we  fail  to  save  Medicare.  Not  only  will  millions  of  bene- 
ficiaries lose  their  Medicare  coverage,  thousands  of  hospitals  may 
be  forced  to  close  their  doors  and  countless  health  care  profes- 
sionals may  lose  their  jobs. 

The  challenge  has  been  laid  before  us.  I'm  confident  that  no 
member  of  this  committee,  Republican  or  Democrat,  underesti- 
mates the  seriousness  and  complexity  of  the  road  that  lies  ahead. 
There  is  no  turning  back.  Protecting  Medicare  from  bankruptcy  will 
require  the  first  major  effort  to  reform  this  massive  Federal  pro- 
gram since  its  inception  30  years  ago. 

Medicare  is  a  large  bureaucracy.  It  does  not  offer  the  degree  of 
choices  seniors  deserve.  It  has  not  been  nearly  as  successful  as  the 
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private  sector  in  containing  costs.  Its  inefficiencies  include  an  esti- 
mated $30  billion  of  annual  fraud  and  abuse.  Clearly,  the  stakes 
are  high,  but  so  too  are  the  sights  we  have  set  on  making  Medicare 
a  stronger,  more  responsive  and  more  effective  program. 

In  past  hearings,  we  have  heard  a  number  of  valuable  ideas 
about  how  we  can  make  this  ambitious  goal  a  reality.  The  expert 
testimony  we  will  hear  today  will  help  us  as  we  continue  this  im- 
portant effort.  As  I  have  in  the  past,  I  would  like  to  appeal  to  all 
participants  in  this  debate  to  move  beyond  rhetoric  and  replace  the 
political  attacks  with  constructive  questions.  No  one  will  benefit 
from  allowing  this  effort  to  be  transformed  into  a  political  ball, 
least  of  all,  seniors  who  are  depending  on  us  to  ensure  that  Medi- 
care is  there  for  them  today,  tomorrow  and  well  into  the  future. 

The  good  news  is  that  our  democracy  allows  us  the  ability  and 
flexibility  to  fix  what  is  broken.  Let  us  work  together  to  meet  the 
challenge  we  face  and  craft  a  solution  that  will  save,  protect  and 
simplify  the  failing  Medicare  system,  and,  in  doing  so,  provide  our 
seniors  with  the  choice,  quality  and  respect  most  certainly  de- 
served. 

At  this  time,  the  Chair  would  recognize  the  ranking  minority 
member,  Mr.  Waxman. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman.  Today  we  have  the 
final  hearing  on  the  future  of  the  Medicare  program  before  this 
House  adjourns  for  the  August  recess.  We  have  been  engaged  in 
this  process  throughout  July.  Unfortunately,  however,  we  know 
nothing  more  today  about  the  intentions  of  the  Republican  majority 
concerning  the  future  of  Medicare  than  we  did  when  we  started 
these  hearings. 

We  knew  when  we  started  that  the  Republicans  intended  to  re- 
duce Medicare  expenditures  by  $270  billion  over  the  next  7  years 
and  that  is  still  all  we  know.  We  also  know  that  that  amount  of 
money  is  not  what's  necessary  to  save  the  trust  fund.  So  as  the 
chairman  says,  we  ought  to  get  beyond  rhetoric.  Let's  understand 
the  rhetoric  of  saving  Medicare  does  not  require,  in  anybody's  esti- 
mate, a  cut  of  $270  billion. 

Whatever  the  rhetoric  about  vouchers  or  medical  savings  ac- 
counts or  managed  care,  the  fact  remains  that  the  policies  under 
consideration  for  the  future  of  Medicare  are  driven  by  the  stark  re- 
ality— $270  billion  to  be  taken  out  of  the  Medicare  spending — not 
to  shore  up  Medicare,  but  to  use  it  elsewhere. 

So  I  will  be  interested  to  hear  what  our  witnesses  have  to  say 
today.  I'll  be  interested  in  knowing  the  latest  academic  theory 
about  how  we  can  shift  the  risk  to  the  Medicare  beneficiary  and 
save  the  program  money.  But  I  would  be  a  lot  more  interested  if 
we  were  hearing  testimony  with  the  specifics  of  the  Republican 
plan  in  front  of  us. 

Today  we  seem  to  feature  medical  savings  accounts  as  the  idea 
of  the  moment  for  the  future  of  Medicare.  This  proposal  is  one  that 
is  largely  untested  through  real  world  experience,  particularly  for 
the  kind  of  population  covered  by  Medicare.  We  know  that  the 
American  Academy  of  Actuaries,  when  they  examined  MSAs  for  the 
employed  population,  reached  a  very  interesting  conclusion,  and  I 
quote,  "The  greatest  savings  will  be  for  the  employees  who  have  lit- 
tle or  no  health  care  expenditures.  The  greatest  losses  will  be  for 
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the  employees  with  substantial  health  care  expenditures."  They  are 
currently  studying  the  specifics  of  what  MSAs  will  mean  for  the 
Medicare  population,  but  the  conclusion  they  have  already  reached 
raises  very  grave  doubts  about  the  wisdom  of  MSAs  for  Medicare. 
Because  think  about  what  their  conclusion  means.  MSAs  are  okay, 
unless  you  get  sick.  Let's  put  that  in  the  context  of  what  one  of  our 
witnesses,  Dr.  Davis,  is  going  to  tell  us  today.  Ten  percent  of  Medi- 
care beneficiaries  account  for  70  percent  of  program  outlays,  with 
average  expenditures  of  over  $28,000.  There  obviously  are  some 
very  sick  people  who  rely  on  Medicare. 

Healthy  people  who  cost  the  program  less  than  average  might  be 
glad  to  get  the  cash,  but  is  this  the  policy  we  want?  Will  Medicare 
be  more  fiscally  sound  if  we  hand  cash  in  the  form  of  MSAs  to 
healthy  Medicare  beneficiaries  and  leave  the  sickest  and  highest 
cost  people  in  the  program?  Before  we  leap  into  that  kind  of  pro- 
gram change,  we'd  better  think  long  and  hard  and  we'd  better  find 
a  way  to  test  the  consequences  on  a  small  scale  over  time. 

I  fear  MSAs  will  segment  the  Medicare  population,  put  extra 
cash  in  the  hands  of  the  healthy  and  wealthy,  and  put  even  greater 
fiscal  pressure  on  the  program  left  with  the  sickest  of  the  sick.  I 
also  fear  MSAs  will  leave  the  individual  Medicare  beneficiary  pay- 
ing whatever  the  physician  decides  to  charge,  without  any  limita- 
tions of  reasonableness  established  by  the  program. 

I  can  understand  why  the  provider  community  might  find  this  at- 
tractive, but  its  appeal  for  an  aged  or  disabled  person  who  needs 
medical  care  is  considerably  less  obvious.  My  only  point  here  is 
that  in  their  zeal  to  redesign  this  program,  to  find  $270  billion  to 
help  finance  tax  cuts  and  to  balance  the  budget  with  Medicare 
money,  my  Republican  colleagues  seem  to  be  toying  with  a  lot  of 
ideas  that  could  shred  the  safety  net  that  Medicare  provides  today. 

Slogans  about  choice  aren't  going  to  cover  up  the  real  and  dev- 
astating fiscal  effects  on  Medicare  beneficiaries.  Mr.  Chairman,  I 
certainly  hope  we're  only  discussing  another  economist  theory 
today  and  not  the  proposal  you  or  your  Republican  colleagues  in- 
tend to  make,  because  betting  on  MSAs  as  the  future  of  Medicare 
is  truly  gambling  with  the  security  and  well  being  of  people  who 
depend  on  Medicare. 

In  the  meantime,  I  anxiously  await  your  plans.  I  look  forward  to 
hearing  our  witnesses  today.  Thank  you. 

Mr.  Burr.  The  Chair  would  once  again  thank  the  gentleman 
from  California  for  not  coming  to  any  conclusions  prior  to  hearing 
the  testimony.  At  this  time,  the  Chair  would  recognize  Mr.  Klug. 

Mr.  Klug.  No  opening  statement. 

[The  prepared  statements  of  Hon.  Michael  Bilirakis  and  Hon. 
Fred  Upton  follow:] 

Prepared  Statement  of  Hon.  Michael  Bilirakis,  Chairman,  Subcommittee  on 
Health  and  Environment 

It  is  with  great  pleasure  that  I  welcome  today's  witnesses  to  the  Health  and  Envi- 
ronment Subcommittee's  fourth  hearing  on  the  future  of  the  Medicare  program. 

During  previous  hearings,  we  have  heard  about  the  financial  threat  facing  the 
Medicare  program  and  the  factors  that  led  to  this  critical  problem.  Today  we  will 
benefit  from  expert  testimony  concerning  ways  that  the  Medicare's  long-term  sol- 
vency can  be  assured. 
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Saving  the  Medicare  part  a  trust  fund  from  its  projected  collapse  is  not  our  only 
objective.  One  of  the  principal  challenges  we  face  in  this  task  is  developing  a  Medi- 
care program  that  is  stronger,  more  effective,  and  more  responsive. 

I  am  proud  of  the  commitment  that  the  Congress  has  snown  in  tackling  this  dif- 
ficult issue.  It  would  be  easy  for  us  to  say  that  Medicare's  projected  collapse  can 
be  addressed  another  day.  But  doing  so  would  be  an  abrogation  of  our  responsibility 
to  the  seniors  who  did  so  much  to  build  this  Nation. 

I  welcome  today's  witnesses  and  thank  them  for  joining  us  as  we  continue  our  ef- 
forts to  preserve  the  Medicare  program  and  fulfill  the  promise  we  made  long  ago 
to  America's  seniors. 


Prepared  Statement  of  Hon.  Fred  Upton,  a  Representative  in  Congress  from 

the  State  of  Michigan 

Thank  you,  Mr.  Chairman.  I  think  that  it  is  fitting  that  just  before  we  leave  for 
our  August  District  Work  period,  our  last  hearing  in  this  Committee  concerns  the 
future  of  the  Medicare  program.  Last  November,  the  mandate  from  the  voters  was 
clear:  balance  the  budget  and  reform  government  programs  that  have  gotten  com- 
pletely out  of  control.  Medicare,  which  has  been  growing  at  an  astronomical  rate, 
has  expanded  from  only  5.4%  of  our  national  budget  in  1990  to  over  9.7%  in  1994. 
The  rate  is  even  more  amazing  when  you  consider  that  the  federal  budget  increased 
$250  billion  over  the  same  time  frame.  So,  not  only  was  the  size  of  the  Medicare 
slice  expanding,  but  so  was  the  overall  federal  pie. 

Throughout  these  hearings  we  have  looked  at  various  segments  of  the  Medicare 
urogram;  today  we  examine  some  of  the  quickest  expanding  programs  within  Part 

As  some  of  you  know,  I  have  a  particular  interest  in  the  Lab  services  portion  of 
Medicare.  Along  with  my  good  friend  and  colleague  Sherrod  Brown,  I  introduced  HR 
1461,  The  Clinical  Labs  Improvement  Act.  Lab  services  play  an  integral  part  in  di- 
agnosis of  disease,  and,  in  fact,  these  services  are  reimbursed  in  Part  A  as  part  of 
the  Diagnostic  Related  Groups  (DRG's),  and  Part  B.  It  is  the  Part  B  section  that 
I  am  most  concerned  about. 

HR  1461  would  introduce  direct  billing  for  lab  services  in  the  private-pay  market- 
place. Direct  billing  is  not  unknown  or  new;  Medicare  already  has  it.  To  assure  that 
the  government  did  not  have  to  pay  "marked-up"  costs  for  lab  services,  Medicare  has 
been  allowed  to  direct  bill  for  years.  Under  this  program,  the  lab  company  itself  sub- 
mits its  bill  to  HCFA  for  payment.  These  payments  are  "capped"  by  the  reimburse- 
ment schedule,  which  many  in  the  lab  industry  have  complained  for  years  is  too  low. 

Because  of  their  interest,  I  recently  began  close  examination  to  discover  whether 
or  not  this  was  the  case.  What  I  found  was  that  the  federal  government  is  system- 
atically paying  over  100%  higher  rates  than  those  charged  to  physicians  treating  pri- 
vate (non-Medicare)  patients. 

Now,  this  came  as  quite  a  shock.  I  don't  really  blame  the  lab  industry;  they  are 
only  responding  to  the  incentives  put  in  place  by  a  poorly  conceived  policy.  I  rec- 
ommend that  all  of  my  colleagues  carefully  examine  the  testimony  submitted  for  the 
record  by  Burt  Hood,  the  President  of  LabOne,  and  one  of  our  panelists  today.  I  be- 
lieve that  he  makes  a  very  good  case  for  considering  changes  in  the  program  which 
could  result  in  substantial  savings  without  subjecting  beneficiaries  or  lab  companies 
to  a  copay  requirement. 

I  thank  the  Chairman,  I  look  forward  to  hearing  from  our  witnesses,  and  I  yield 
back  the  balance  of  my  time. 

Mr.  Burr.  At  this  time,  the  Chair  would  call  up  our  first  panel. 
Dr.  Alan  Nelson,  Executive  Vice  President,  American  Society  of  In- 
ternal Medicine;  Dr.  Robert  LeBow,  Medical  Director,  Perry  Reilly 
Health  Services;  Mr.  Kenneth  Plitt,  American  Association  of  Nurse 
Anesthetists;  Dr.  Frederick  Humphrey,  Chairman  of  the  Board, 
American  Association  of  Colleges  of  Osteopathic  Medicine. 

Fd  like  to  take  the  opportunity  to  welcome  our  first  panel.  This 
is  an  ongoing  series  of  Medicare  hearings  for  this  subcommittee.  I 
can  assure  each  of  you  that  we  come  with  a  very  open  mind,  all 
members  of  the  subcommittee.  Our  intent  here  is  to  accept  the 
challenge  that  has  been  laid  before  us  by  the  trustees  of  Medicare 
and  to  look  at  all  options  that  are  possible  in  the  marketplace 
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today  to  transform  the  Medicare  delivery  system  for  the  first  time 
in  30  years  of  its  existence. 

We  look  forward  to  the  testimony  and  thank  each  of  you  for  the 
opportunity  to  have  you  here  today.  The  Chair  would  begin  with 
Dr.  Alan  Nelson. 

STATEMENTS  OF  ALAN  R.  NELSON,  EXECUTIVE  VICE  PRESI- 
DENT, AMERICAN  SOCIETY  OF  INTERNAL  MEDICINE;  ROB- 
ERT H,  LeBOW,  MEMBER,  POLICY  BOARD,  NATIONAL  RURAL 
HEALTH  ASSOCIATION;  KENNETH  C.  PLITT,  AMERICAN  AS- 
SOCIATION OF  NURSE  ANESTHETISTS;  AND  FREDERICK  J. 
HUMPHREY,  II,  CHAIRMAN,  BOARD  OF  GOVERNORS,  AMER- 
ICAN ASSOCIATION  OF  COLLEGES  OF  OSTEOPATHIC  MEDI- 
CINE 

Mr.  Nelson.  Thank  you,  Mr.  Chairman.  I  am  Alan  Nelson,  Exec- 
utive Vice  President  of  the  American  Society  of  Internal  Medicine. 
ASIM's  proposals,  which  are  explained  in  more  detail  in  our  writ- 
ten statement,  are  based  on  the  belief  that  all  stakeholders  must 
share  in  the  responsibility  to  keep  Medicare  affordable. 

Physicians  have  a  responsibility  to  deliver  services  to  more  pa- 
tients under  delivery  systems  that  will  require  them  to  accept  fi- 
nancial risk  and  to  be  accountable  for  the  cost  and  quality  of  their 
clinical  decisions.  Medicare  patients  have  a  responsibility  to  con- 
sider costs  in  selecting  sources  of  coverage  and,  for  those  who  can 
afford  it,  to  contribute  more  to  the  financial  support  of  Medicare  to 
help  assure  continued  coverage  for  those  of  lesser  means. 

Insurers  have  a  responsibility  to  compete  based  on  the  benefits 
offered  and  the  quality  of  services  provided  rather  than  on  risk 
avoidance  and  to  accept  reasonable  standards  that  assure  that  phy- 
sicians and  patients  remain  in  control  and  that  clinical  decision- 
making is  fair  and  based  on  accurate  information.  Also  the  Federal 
Government  has  the  dual  responsibility  to  exercise  appropriate 
oversight  over  the  private  insurance  market,  and  to  ensure  that  its 
financial  contribution  is  sufficient  to  guarantee  that  beneficiaries 
will  continue  to  have  access  to  good  quality  comprehensive  cov- 
erage. 

ASIM  believes  that  immediate  changes  are  needed  to  improve 
Medicare's  financing  along  lines  considered  by  the  bipartisan  enti- 
tlement commission.  These  include  increasing  the  eligibility  age, 
raising  the  contribution  of  high  income  beneficiaries,  applying  Part 
B  coinsurance  to  home  health  services,  limiting  disproportionate 
share  payments  to  only  those  hospitals  with  a  clear  need,  increas- 
ing taxes  on  alcohol  and  tobacco,  if  necessary,  and  reforming  fund- 
ing of  graduate  medical  education. 

Such  reforms  will  stabilize  Medicare  in  the  short  term.  However, 
long-term  restructuring  of  the  program  will  be  necessary,  including 
enacting  a  defined  Federal  contribution  or  voucher  system.  ASIM 
believes  several  key  elements  must  be  included  in  any  voucher  sys- 
tem. Beneficiaries  should  have  wide  choice  of  coverage  options, 
ranging  from  indemnity  health  plans  to  staff  model  HMOs  to  medi- 
cal savings  accounts,  Reasonably  priced  point-of-service  riders 
should  be  offered  by  all  network  plans. 

Two,  health  plans  should  be  required  to  accept  all  applicants  and 
offer  a  standard  minimum  Medicare  benefit  package  that  includes 
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preventive  services.  Three,  the  government's  contribution  should  be 
set  and  updated  in  a  manner  that  offers  incentives  for  cost-con- 
scious selection  of  health  plans  without  forcing  beneficiaries  into 
the  lowest  cost,  most  restrictive  health  delivery  systems. 

The  contribution  must  be  sufficient  to  enable  beneficiaries  to  af- 
ford private  insurance  with  benefits  at  least  equal  to  the  current 
Medicare  program.  Four,  beneficiaries  should  be  rewarded  through 
expanded  benefits  for  choosing  plans  that  cost  less  than  the  vouch- 
er amount.  Five,  beneficiaries  should  have  the  option  of  enrolling 
in  a  health  plan  during  an  annual  open  enrollment  period.  Once  60 
days  have  passed  fr6m  the  date  they  have  enrolled  in  a  plan,  bene- 
ficiaries should  be  prohibited  from  switching  plans  until  the  next 
annual  open  enrollment  period. 

Finally,  it's  tempting  to  assume  that  Medicare's  financial  prob- 
lems can  be  fixed  simply  by  cutting  payments  to  doctors.  The  fact 
is  that  because  of  absolute  cuts  passed  by  a  previous  Congress, 
payments  for  physicians'  primary  care  services  will  actually  go 
down  next  year  unless  corrections  such  as  those  proposed  by  the 
Physician  Payment  Review  Commission  are  enacted  by  Congress. 

Additional  reductions  will  occur  in  outyears.  So  that  unless  some 
action  is  taken,  payments  for  an  office  visit  will  actually  be  17  per- 
cent lower  in  2002  than  they  are  today,  and  that  doesn't  count  for 
the  effective  inflation.  Further  cuts  being  proposed  would  actually 
place  the  payment  for  Medicare  services  below  the  cost  of  providing 
that  service  for  primary  care  doctors.  Access  by  beneficiaries  to  a 
reasonable  choice  of  physicians  would  undoubtedly  suffer  if  pay- 
ments were  lower  for  Medicare  than  for  Medicaid,  as  would  be  the 
case  in  some  areas. 

ASIM  is  concerned  that  surgical  procedures  are  now  paid  under 
a  conversion  factor  that's  substantially  higher  than  primary  care 
and  other  non-surgical  services  involving  comparable  work,  distort- 
ing the  basic  intent  of  the  Medicare  fee  schedule.  ASIM  urges  the 
Congress  to  enact  a  single  conversion  factor  and  volume  perform- 
ance standard  for  all  physician  services  beginning  in  1996  and  re- 
verse the  reductions  for  primary  care  services  that  will  otherwise 
occur  under  current  law. 

The  Medicare  payment  schedule  has  been  badly  distorted  by  in- 
correct assumptions  surrounding  the  implementation.  It  should  be 
fixed  as  soon  as  possible. 

In  conclusion,  the  Medicare  program  has  been  successful  in  re- 
moving many  elderly  citizens  from  the  charity  line  and  has  allowed 
physicians  to  give  the  kind  of  care  for  our  seniors  that  they  would 
want  for  themselves  or  their  family.  On  its  30th  anniversary,  there 
is  much  to  be  proud  of.  However,  our  technological  capability  and 
success  in  extending  the  life  expectancy  of  Americans  has  brought 
new  challenges. 

Physicians  accept  their  responsibility  to  do  their  part  in  reigning 
in  costs  by  encouraging  price  sensitivity  and  competition,  by  work- 
ing with  Congress  to  rationalize  capacity  and  work  force  and  facili- 
ties, and  by  making  sure  that  Medicare  beneficiaries  receive  solid 
value  for  the  dollars  that  are  spent. 

[The  prepared  statement  of  Alan  R.  Nelson  follows:] 


445 

Prepared  Statement  of  Alan  R.  Nelson,  Executive  Vice  President,  American 
Society  of  Internal  Medicine 

Introduction 

Thirty  years  ago,  the  Medicare  program  was  created  to  ensure  that  the  nation's 
elderly  would  not  be  denied  medical  care  when  they  needed  it.  Today,  almost  all 
Americans  over  65  feel  secure  in  the  knowledge  that  health  care  services  will  be  ac- 
cessible to  them.  The  American  Society  of  Internal  Medicine,  representing  the  na- 
tion's largest  medical  specialty  and  the  principal  providers  of  medical  care  to  Medi- 
care beneficiaries,  is  committed  to  preserving  this  contract  with  older  Americans. 
However,  in  the  face  of  changing  demographics,  burgeoning  costs  and  the  need  to 
restrain  overall  federal  spending,  the  Medicare  program — as  well  as  all  those  af- 
fected by  its  policies — is  facing  an  unprecedented  challenge. 

Earlier  this  year,  the  trustees  for  the  Hospital  Insurance  Fund  declared  that  the 
Part  A  fund  which  finances  hospital  care  will  be  bankrupt  by  the  year  2002.  What 
few  realize  is  that  the  fund  has  already  begun  to  run  a  deficit.  Bankruptcy  is  merely 
the  end  product  of  the  red  ink  that  is  beginning  to  accumulate  in  the  system  today. 

As  the  population  of  Medicare  eligible  individuals  grows,  the  ratio  of  working 
Americans  who  support  the  program  with  their  payroll  taxes  to  beneficiaries  has  di- 
minished. Whereas  today  there  are  five  working-age  persons  for  each  person  over 
65,  by  2030 — when  today's  workers  retire  and  their  children  are  wage  earners — the 
ratio  will  be  three  working-age  persons  for  each  American  over  65.  Without  any  pol- 
icy changes,  Medicare  SMI  (Part  B)  will  grow  to  more  than  7  percent  of  the  payroll 
tax  base  by  2030 — up  from  one  percent  today.  Although  beneficiaries  overall  con- 
tinue to  have  ready  access  to  physicians  and  other  providers,  disturbing  trends  have 
been  identified  by  the  Physician  Payment  Review  Commission  (PPRC)  and  other  or- 
ganizations tracking  the  Medicare  program.  For  example,  the  PPRC  notes  in  its 
1995  report  to  Congress  "those  over  age  85,  individuals  living  in  poverty  areas  and 
the  disabled  continue  to  experience  access  barriers"  that  existed  prior  to  the  latest 
round  of  Medicare  reform.  The  Employee  Benefits  Research  Institute  (EBRD  re- 
cently issued  data  showing  that  the  number  of  Medicare  patients  seen  each  week 
by  internists  has  been  declining  steadily  since  1989.  At  the  same  time,  there  has 
been  a  significant  increase  in  internists  contracting  with  managed  care  plans.  In  the 
wake  of  continuing  cuts  in  Medicare  reimbursement  to  control  program  costs,  physi- 
cians may  be  entering  practice  environments  where  the  degree  of  involvement  with 
Medicare  patients  is  limited. 

Indeed,  savings  already  enacted  in  previous  budget  reconciliation  measures  that 
are  now  being  implemented  will  reduce  payment  levels  to  physicians  over  the  next 
seven  years  by  17  percent,  even  before  the  impact  of  inflation  is  taken  into  account. 
Under  one  of  the  savings  options  proposed  by  a  subgroup  of  the  House  Budget  Com- 
mittee, the  reductions  in  payment  levels  for  physician  services  will  increase  to  31 
percent  over  the  next  seven  years.  If  the  debate  beginning  now  in  Congress  is  about 
making  sure  the  elderly  have  access  to  appropriate,  high  quality  health  care  into 
the  next  century,  continued  reductions  of  this  type  will  only  undermine  this  promise 
and  create  a  Medicare  program  that  guarantees  access  in  name  only. 

If  no  action  is  taken,  the  hospital  side  of  Medicare  will  go  broke  in  less  than  a 
decade,  the  supplemental  medical  insurance  portion  of  Medicare  will  consume  in- 
creasing amounts  of  the  federal  budget  and  beneficiaries  may  face  increasing  dif- 
ficulty in  obtaining  needed  health  care.  This  is  clearly  not  a  viable  option. 

Policymakers  could  continue  with  the  historical  approach  to  attempting  to  reign 
in  Medicare's  costs— enacting  cuts  in  provider  payments  and  imposing  increasing 
regulatory  rules  on  the  program  as  part  of  massive  year-end  budget  reconciliation 
measures.  This,  of  course,  does  not  address  the  underlying  reasons  for  increasing 
costs  under  the  program  and  will  only  serve  to  exacerbate  many  of  the  growing 
problems  in  Medicare. 

The  third  option  i3  to  reform  Medicare  by  correcting  growing  inequities  in  the  cur- 
rent payment  system  that  discourage  the  delivery  of  primary  care,  by  placing  Medi- 
care's financing  on  a  sound  basis  and  by  introducing  the  kind  of  marketplace  incen- 
tives that  have  enjoyed  success  in  the  private  sector  in  holding  down  the  growth 
of  health  care  costs.  ASIM  strongly  believes  that  this  is  the  only  option  that  Con- 
gress should  consider. 

ASIM  recognizes  the  urgent  need  for  reforming  the  Medicare  program  and  re- 
straining growth  in  spending  under  other  federal  health  care  programs.  However, 
internists  also  believe  that  significant  changes  in  these  programs  ideally  should  be 
made  in  the  context  of  other  health  system  reforms.  Medical  liability  reform,  insur- 
ance market  reform,  measures  to  broaden  and  protect  choice  of  plan  and  physician, 
and  steps  to  ensure  due  process  for  patients  and  providers  in  health  plan  operations 
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and  clinical  decisions  are  important  system-wide  reforms  that  will  foster  an  environ- 
ment in  which  changes  in  Medicare  will  have  a  positive  impact. 

Nevertheless,  the  following  recommendations  comprise  ASIM's  response  to  policy- 
makers' calls  for  proposals  to  address  the  need  for  fundamental  changes  in  the  Med- 
icare program  so  that  it  may  continue  to  be  a  reliable  source  of  medical  care  for 
the  nation's  elderly  well  into  the  new  century.  The  recommendations  propose  both 
immediate  and  longer-term  reforms  in  the  following  areas: 

1.  Reforms  that  can  be  enacted  today  in  the  Medicare  fee  schedule  to  alleviate 
the  adverse  impact  on  primary  care  and  other  nonsurgical  services  of  current  and 
proposed  reductions  in  payments  for  physicians'  services. 

2.  Immediate  changes  to  be  made  in  Medicare  financing  and  the  existing  Medicare 
risk  contracting  program. 

3.  Longer  term  reforms  to  expand  beneficiaries'  choice  of  insurance  options 
through  enactment  of  a  defined  federal  contribution — or  voucher— program. 

Reforming  the  Medicare  Fee  Schedule 

ASIM  believes  that  any  attempt  to  reform  Medicare  that  does  not  address  existing 
inequities  in  the  Medicare  fee  schedule  that  distort  the  intent  of  the  resource  based 
relative  value  scale — and  that  also  create  strong  financial  disincentives  for  physi- 
cians to  enter  and  remain  in  primary  care — will  only  lead  to  further  imbalance  with- 
in the  system.  These  inequities  stem  from  a  number  of  decisions  made  by  past  Con- 
gresses in  enacting  and  modifying  the  original  1989  Medicare  physician  payment  re- 
form plan. 

Under  Medicare  law,  there  are  three  separate  target  rates  of  spending  growth — 
called  volume  performance  standards  (VPS) — for  surgical  procedures,  primary  care 
services,  and  all  other  nonsurgical  services.  This  has  resulted  in  three  separate  con- 
version factors — the  dollar  multiplier  which  translates  Medicare's  resource  based 
relative  value  scale  (RBRVS)  into  fees — for  surgical  procedures,  primary  care  serv- 
ices, and  other  nonsurgery.  Prior  to  1993,  there  were  only  two  separate  VPSs  and 
conversion  factors,  one  for  surgical  procedures  and  one  for  nonsurgery. 

In  OBRA  93,  Congress  added  a  VPS  category  for  primary  care  services — office, 
nursing  home,  home,  and  emergency  room  visits — in  addition  to  the  other  two  cat- 
egories. Creation  of  a  separate  primary  care  category  was  intended  to  moderate  any 
adverse  impact  on  primary  care  services  of  other  changes  made  by  OBRA  93  lower- 
ing payments  for  physician  services.  However,  all  services  paid  under  the  Medicare 
fee  schedule — including  primary  care  services — will  begin  experiencing  payment  re- 
ductions in  the  next  two  years  and  beyond  because  OBRA  93  doubled  from  two  to 
four  percent  the  required  "performance  standard  reduction"  that  is  subtracted  from 
the  five  year  historical  rate  of  increase  for  physician  services  for  the  purposes  of  cal- 
culating the  VPSs.  ASIM's  concern  about  the  impact  of  Medicare  cuts  is  exacerbated 
by  the  fact  that  the  current  formula  for  determining  Medicare  fee  schedule  updates, 
as  modified  by  OBRA  93,  will  have  a  greater  adverse  impact  on  primary  care  and 
other  nonsurgical  services  than  on  surgical  procedures.  These  are  the  facts: 

•  Under  current  law,  the  amount  that  Medicare  pays  for  primary  care  services  will 

automatically  be  cut  by  2.2  percent  in  1996,  unless  Congress  decides  otherwise. 
Primary  care  is  the  only  category  of  Medicare  expenditures  that  will  be  cut  next 
year  even  before  additional  savings  are  mandated. 

•  Under  current  law,  all  other  physician  services  are  expected  to  join  primary  care 

in  experiencing  annual  fee  cuts  beginning  in  1997  and  continuing  every  year, 
according  to  the  CBO  and  Physician  Payment  Review  Commission.  Medicare 

Jjayments  for  primary  care  will  be  cut  by  17  percent  over  the  next  seven  years, 
ditional  proposed  savings,  such  as  the  three  percent  reduction  in  updates  pro- 

Kosed  by  the  House  Budget  Committee's  Health  Care  Working  Group,  will  cut 
ledicare  fees  for  primary  care  services  by  more  than  31  percent  over  the  next 
seven  years,  even  without  considering  the  impact  of  inflation.  Other  proposals 
would  cut  fees  even  more. 

•  Under  previously  enacted  and  proposed  cuts,  Medicare  fees  nationwide  for  a  typi- 

cal 15  minute  office  visit  will  drop  from  about  $35.00  in  1995  to  $34.00  in  1996, 
$27.00  in  the  year  2000,  and  less  than  $24.00  in  2002. 

•  Because  of  the  cuts,  Medicare  fees  for  primary  care  services  will  not  cover  over- 

head. According  to  national  surveys,  internists  in  1992  incurred  annual  over- 
head costs  of  $172,900,  or  $3458  weekly  (assuming  50  work  weeks).  Internists' 
offices  are  open  an  average  of  27.3  hours  per  week.  This  means  that  the  over- 
head costs  are  $126  per  hour  for  each  hour  the  office  is  open.  In  1996,  internists 
will  barely  break  even  under  Medicare's  fees  for  a  15  minute  office  visit  ($136 
in  revenue  per  hour).  By  2000,  the  revenue  from  office  visits — $108  per  hour — 
would  not  cover  overhead  even  assuming  no  increase  in  overhead  costs  from  the 
1992  costs. 


447 

•  Many  internists  report  that  they  will  have  no  choice  but  to  limit  the  number  of 
Medicare  patients  in  their  practices,  to  curtail  services,  or  to  take  other  steps 
to  reduce  reliance  on  Medicare  if  the  current  and  proposed  cuts  are  allowed  to 
go  into  effect.  A  recent  ASIM  survey  of  a  typical  group  of  several  hundred  inter- 
nists nationwide  asked  how  they  would  respond  to  reductions  of  "up  to  20  per- 
cent" in  Medicare  fees.  Since  the  proposed  reductions  would  be  much  greater, 
their  responses  underestimate  the  probable  adverse  impact  on  patient  care. 
Only  25  percent  said  they  would  "make  no  change"  in  their  practice.  Forty-six 
percent  would  limit  the  number  of  new  Medicare  patients;  8  percent  would  dis- 
continue taking  care  of  current  Medicare  patients;  10  percent  said  they  would 
change  their  career;  31  percent  would  change  their  practices  so  that  they  are 
no  longer  dependent  on  Medicare  revenues;  38  percent  would  reduce  services  to 
beneficiaries;  and  21  percent  would  plan  an  earner  retirement. 
The  following  chart  illustrates  what  will  happen  to  payments  for  three  different 
types  of  primary  care  services  under  cuts  already  contained  in  the  law  and  under 
proposed  reductions.  The  "current  law"  column  reflects  established  1995  fees,  the 
1996  default  update  of  -2.2  percent  for  primary  care  services,  and  the  PPRC's  esti- 
mates of  the  conversion  factor  reductions  for  1997-2002  based  on  savings  mandated 
by  OBRA  93. 

The  "proposed  3  percent  reduction"  column  assumes  that  Congress  allows  the  -2.2 
percent  default  update  for  primary  care  services  to  go  into  effect  in  1996  and  re- 
duces the  conversion  factors  for  all  services  by  3  percent  per  year  beginning  in  1997. 
These  figures  assume  a  reduction  in  future  updates  of  3  percent  per  year  as  pro- 
posed by  a  subgroup  of  the  House  Budget  Committee  and  do  not  include  other  pro- 
posals in  the  subgroup's  document  that  would  save  another  $16  billion  in  physician 
services  paid  under  the  Medicare  fee  schedule.  Even  if  Congress  does  not  enact  the 
3  percent  conversion  factor  update  reduction  proposed  by  the  subgroup,  other  sav- 
ings proposals  that  would  result  in  a  comparable  reduction  in  Medicare  fee  schedule 
payments  would  have  the  same  impact  as  illustrated  below. 

Because  the  estimates  in  both  columns  do  not  take  into  account  the  impact  of  in- 
flation, they  understate  the  extent  of  the  reductions  in  payments  for  primary  care 
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Office  Visit  (level  3) 

1995  1996  2000  2002  Change 

Current  Law                                                            $34.92  $34.16  $30.50  $28.93  -17.2 

3%  CF  Reduction                                                      $34.92  $34.16  $26.90  $23.97  -31.4 

Nursing  Home  Visit  (level  2) 

1995  1996  2000  2002  Change 

Current  Law                                                              $48.39  $47.32  $42.25  $40.09  -17.2 

3%  CF  Reduction                                                        $48.39  $47.32  $37.27  $33.21  -31.4 

Home  Visit  (level  2) 

1995  1996  2000  2002  gjjj 

Current  Law                                                              $61.48  $60.13  $53.69  $50.94  -17.1 

3%  CF  Reduction                                                      $61.48  $60.13  $47.35  $42.20  -31.4 


To  correct  the  flaws  that  will  otherwise  worsen  the  impact  on  primary  care  and 
other  nonsurgical  services,  ASIM  strongly  supports  the  following  recommendations 
in  the  Physician  Payment  Review  Commission  s  1995  Report  to  Congress:  A  single 
volume  performance  standard  and  update  for  all  categories  of  services  should  be 
adopted.  If  separate  standards  and  updates  by  categories  of  services  are  retained, 
they  should  be  based  on  the  recent  trend  in  volume  and  intensity  growth  for  each 
category  as  called  for  by  the  Omnibus  Reconciliation  Act  of  1990,  and  differential 
updates  should  be  in  effect  for  one  year  only.  The  current  formula— five  year  histori- 
cal trends  minus  a  four  percent  performance  standard  reduction — should  be  re- 
placed by  per  capita  GDP,  plus  an  additional  factor  of  one  or  two  percent. 

There  are  several  reasons  why  these  changes  in  the  law  should  be  enacted: 
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First,  mandating  that  the  VPSs  be  based  on  GDP  plus  two  percentage  points  is 
needed  to  reduce  the  adverse  impact  on  access  and  quality  that  will  otherwise  occur 
from  fee  reductions,  Because  OBRA  93  doubled  the  performance  standard  reduction 
factor,  it  will  be  impossible  to  keep  spending  within  the  VPS  targets.  The  PPRC 
notes  that  "the  problem  is  that  this  [four  percent  performance  standard]  reduction 
is  now  permanently  embedded  within  the  default  formula  and  applies  even  as  the 
1991  to  1993  growth  rate  is  the  lowest  two-year  growth  rate  since  1985.  In  effect, 
the  formula  demands  that  however  well  physicians  did  in  meeting  the  previous 
year's  standard,  they  must  reduce  volume  by  an  additional  4  percentage  points  each 
year  or  pay  a  penalty  in  reduced  fees.  Clearly,  it  is  impractical  to  expect  that  physi- 
cians will  continue  to  achieve  such  savings  year  after  year."  The  current  formula 
sets  in  motion  a  steady  decline  in  Medicare  fees  beginning  in  1996  for  primary  care 
services,  and  in  1997  for  all  other  services,  that  will  continue  into  the  foreseeable 
future.  Because  overhead  costs  cannot  be  reduced  to  offset  these  cuts,  ASIM  esti- 
mates that  net  Medicare  payments  will  be  reduced  over  60  percent.  The  result  will 
be  a  serious  reduction  in  access  to  physician  services  and  especially,  access  to  pri- 
mary care.  Additional  savings  that  Congress  may  mandate  could  have  devastating 
consequences  for  access.  A  formula  of  GDP  plus  two  would  reduce  or  eliminate  the 
fee  reductions  and  the  need  to  constantly  reduce  the  number  of  services  provided 
to  patients.  To  maintain  budget  neutrality,  a  change  to  the  GDP  plus  two  formula 
could  be  offset  by  a  one  time  reduction  in  the  conversion  factors,  provided  that  this 
is  done  in  a  way  that  reduces  the  gap  between  the  surgical  conversion  factor  and 
the  other  two  categories. 

Second,  the  current  method  for  determining  the  fee  updates  and  VPSs  will  mag- 
nify and  accelerate  the  access  problems  resulting  from  budget  cuts.  The  elderly  de- 
pend on  primary  care  physicians  for  their  access  into  the  Medicare  system.  Primary 
care  is  therefore  the  first  place  where  access  problems  will  begin  to  become  evident. 
As  noted  earlier,  access  barriers  continue  to  exist  for  the  very  old,  the  disabled  and 
the  poor.  The  Physician  Payment  Review  Commission  staff  estimates  that  under  the 
current  formula,  the  1997  conversion  factor  for  surgical  procedures  will  be  26.7  per- 
cent higher  than  for  primary  care  services  and  29  percent  higher  than  for  other 
nonsurgical  services.  Because  the  conversion  factors  for  primary  care  and  other 
nonsurgical  services  start  out  so  much  lower  than  for  surgical  procedures,  any  addi- 
tional cuts  in  the  conversion  factors  will  disproportionately  hurt  primary  care  physi- 
cians and  other  medical  specialists.  It  is  irrational  to  have  in  place  a  policy  that 
is  inherently  disadvantageous  to  primary  care  when  access  to  primary  care  is  at  the 
greatest  risk  of  being  reduced. 

Third,  the  method  for  determining  the  VPSs  and  fee  updates  is  inherently  con- 
tradictory to  the  intent  of  the  resource  based  relative  value  scale  (RBRVS).  The 
RBRVS  was  intended  to  pay  physicians  the  same  amount  for  services  that  involve 
equal  physician  work.  But  the  current  policy  of  different  conversion  factors  will  re- 
sult in  surgeons  being  paid  25-30  percent  more  for  their  surgical  procedures  than 
primary  care  physicians  are  paid  for  a  non-surgical  service  requiring  the  same 
amount  of  time,  mental  effort  and  judgment,  technical  skill  and  stress.  It  is  pre- 
cisely the  kind  of  contradictory  federal  policy  exemplified  by  the  VPS  method  that 
has  led  to  widespread  distrust  and  dissatisfaction  with  way  that  Washington  does 
things. 

Fourth,  the  current  method  encourages  inefficiency,  since  it  penalizes  many  physi- 
cians for  changes  in  practice  patterns  that  may  reduce  Medicare  expenditures  while 
rewarding  others  for  reductions  in  volume  over  which  they  have  no  direct  control. 
Some  have  argued  that  the  policy  of  maintaining  separate  VPSs  and  conversion  fac- 
tors should  be  supported  because  it  "rewards"  surgeons  for  reducing  volume  by  more 
than  other  physicians.  The  evidence  suggests,  however,  that  the  reduction  in  sur- 
gical volume  is  due  principally  to  changes  in  practice  patterns,  such  as  the  substi- 
tution of  less  expensive  forms  of  treatment  by  internists  for  conditions  that  used  to 
require  surgical  intervention  and  a  predictable  reduction  in  the  need  for  certain  sur- 
gical procedures. 

One  of  the  objectives  of  physician  payment  reform  was  to  encourage  physicians 
to  reduce  the  need  for  high  cost  surgical  treatments  by  increasing  payments  for 
evaluation  and  management  services,  such  as  visits  and  consultations,  and  by  en- 
couraging the  substitution  of  less  costly  treatments  for  more  expensive  ones.  The 
shift  in  practice  patterns  to  less  invasive  outpatient  treatments  that  has  occurred 
over  the  past  several  years  is  dramatically  lowering  the  demand  for  surgical  proce- 
dures. Unfortunately,  when  non-surgeons  find  ways  to  treat  patients  that  avoid  the 
need  for  surgery,  they  are  penalized  under  the  current  VPS  and  update  methods  for 
providing  more  services,  even  though  those  services  allow  patients  to  be  treated 
more  efficiently  by  reducing  the  need  for  surgery. 
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Fifth,  the  current  method  is  overly  complicated.  A  single  VPS  and  conversion  fac- 
tor would  greatly  simplify  the  method  of  determining  Medicare  payments.  Cur- 
rently, HHS  must  calculate  three  separate  VPSs,  monitor  expenditure  trends  in 
each  category,  and  determine  three  separate  dollar  multipliers,  which  are  then 
transmitted  to  each  Medicare  carrier  for  use  in  calculating  what  is  in  essence  three 
different  fee  schedules,  depending  on  the  type  of  service  being  billed.  By  contrast, 
under  a  single  conversion  factor,  all  resource  based  relative  values  would  be  multi- 
plied by  the  same  dollar  multiplier,  thus  simplifying  the  Medicare  fee  schedule. 

ASIM  also  believes  that  Congress  should  mandate  transition  to  a  single  conver- 
sion factor  and  volume  performance  standard  beginning  in  1996.  Congress  should 
act  this  year  to  prevent  the  1996  default  updates — which  will  increase  the  existing 
distortions  in  the  Medicare  fee  schedule — from  going  into  effect.  The  PPRC  has  pro- 
posed that  the  1996  default  updates  be  replaced  by  a  1.1%  update  for  all  services. 
This  recommendation  would,  however,  lock  in  the  existing  inequities  for  at  least  an- 
other calendar  year  and  unnecessarily  delay  transition  to  a  single  conversion  factor. 
As  an  alternative  to  both  the  default  updates  and  a  1.1%  "all  services"  update, 
ASIM  supports  enactment  of  legislation  that  would  establish  1996  updates  that  are 
consistent  with  achieving  a  single  conversion  factor  as  expeditiously  as  possible.  The 
chart  attached  to  this  statement  provides  preliminary  estimates  of  what  the  1996 
updates  would  be  for  each  category  of  service  under  current  law  (default  update), 
the  PPRC's  recommendation,  and  under  a  mandate  that  a  single  conversion  factor 
be  implemented  in  1996.  (It  is  ASIM's  understanding  that  HCFA's  Office  of  the  Ac- 
tuary will  be  calculating  the  impact  of  various  transition  options  in  the  near  future. 
The  attached  chart  is  based  on  the  best  information  currently  available  to  ASIM.) 

Changing  the  Medicare  Financing  System 

Many  analysts  and  policymakers  contend  that  only  complete  transformation  of  the 
Medicare  program  can  solve  its  financing  problems.  Any  type  of  restructuring,  how- 
ever, will  be  the  subiect  of  considerable  debate  and,  given  tne  realities  of  the  policy- 
making process,  could  take  a  number  of  years  to  implement.  In  the  meantime,  the 
red  ink  will  grow  and  problems  of  access  will  be  exacerbated.  Steps  can  be  taken 
now  to  reform  the  current  Medicare  program  so  that  future  efforts  to  change  the 
system  need  not  be  enacted  in  an  atmosphere  of  crisis. 

Last  December,  a  report  on  entitlement  reform  options  was  issued  by  staff  from 
the  Bipartisan  Commission  on  Entitlement  and  Tax  Reform  (hereinafter  referred  to 
as  the  Commission).  That  report  identified  a  number  of  measures  that  could  be  en- 
acted in  the  existing  Medicare  program  to  stem  the  imbalance  in  funding.  These  im- 
provements can  be  made  with  or  without  enactment  of  other  long  term  reforms, 
such  as  a  voucher  program.  Among  those  improvements  ASIM  supports  are: 

1.  increasing  the  eligibility  age  for  Medicare  to  align  it  with  eligibility  for  Social 
Security.  By  early  in  tne  next  century,  the  eligibility  age  for  Social  Security  will  be 
67.  It  would  make  sense,  both  financially  and  administratively,  to  couple  the  eligi- 
bility age  for  Social  Security  with  that  for  Medicare.  However,  such  a  change  must 
come  in  concert  with  insurance  market  reforms  and  other  measures  to  assist  those 
elderly  under  67  with  chronic,  but  not  disabling,  illnesses  in  maintaining  insurance 
coverage. 

2.  increasing  the  amount  contributed  by  upper  income  beneficiaries  to  financing 
the  Medicare  system.  The  Commission  staff  proposed  reducing  the  Part  B  premium 
subsidy  and  creating  a  new  Part  A  premium  indexed  according  to  growth  in  pro- 
gram costs.  ASIM  believes  this  premium  should  instead  be  indexed  to  income.  This 
would  avoid  imposing  an  excessive  burden  on  those  with  modest  means  while  con- 
comitantly calling  for  appropriate  contributions  from  those  with  greater  ability  to 
finance  their  health  care. 

3.  applying  the  Part  B  coinsurance  to  home  health  services.  Current  law  requires 
no  cost  sharing  by  beneficiaries  for  these  services.  Home  health  care  has  been 
among  the  fastest  growing  parts  of  the  Medicare  budget  and  cost  sharing  has  been 
demonstrated  effective  in  stemming  overutilization  of  services. 

4.  including  in  taxable  income  the  value  of  health  insurance  benefits  beyond  a  set 
value  of  insurance  premium.  Today,  employers  and  workers  benefit  from  a  system 
that  gives  preferential  tax  treatment  to  high  cost  health  plans.  Placing  a  limit  on 
the  tax  deductibility  of  such  health  insurance  will  promote  the  purchase  of  cost-ef- 
fective but  moderately  priced  health  plans  and  would  bring  in  significant  revenue 
into  the  health  care  financing  system. 

5.  limiting  disproportionate  hospital  share  (DSH)  payments  only  to  those  facilities 
that,  in  fact,  care  for  a  disproportionate  share  of  Medicare  patients.  The  Commission 
staff  report  cited  studies  snowing  that  DSH  payments,  intended  to  compensate  hos- 
pitals for  services  provided  to  Tow  income  individuals,  have  been  used  by  some 
states  for  purposes  beyond  its  original  intent.  Without  harming  those  hospitals  truly 
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in  need  of  these  payments,  the  formula  should  be  changed — e.g.  elimination  of  DSH 
payments  for  hospitals  whose  disproportionate  share  index  is  below  the  80th  per- 
centile— to  avoid  inappropriate  uses  of  federal  payments. 

In  accord  with  ASIM's  longstanding  policy  that  Medicare  trust  fund  reserves 
should  be  augmented  through  a  combination  of  expenditure  reductions,  program  ef- 
ficiencies and  revenue  increases,  ASIM  also  supports: 

6.  increasing  federal  excise  taxes  on  alcohol  and  tobacco  if  the  revenues  from 
changes  identified  above  prove  inadequate  to  finance  an  appropriate  level  of  bene- 
fits. Not  only  would  these  additional  revenues  help  to  support  the  program  but  they 
would  discourage  certain  behaviors  that  result  in  increased  public  and  personal 
health  costs. 

Historically,  Medicare  has  served  as  a  major  source  of  financing  for  training  of 
this  nation's  doctors.  However,  changes  have  been  proposed  in  Medicare's  funding 
of  graduate  medical  education  (GME)  as  another  avenue  for  achieving  significant 
savings  in  the  program's  budget.  One  proposal  offered  by  the  Health  Care  Working 
Group  of  the  House  Budget  Committee  would  cut  direct  and  indirect  GME  spending 
by  $27.24  billion  over  seven  years. 

ASIM  believes  it  is  time  to  rethink  Medicare  funding  of  graduate  medical  edu- 
cation, not  simply  as  a  device  to  reduce  federal  spending,  but  in  order  to  respond 
to  the  changing  health  care  delivery  environment  and  to  ensure  that  all  components 
of  the  health  care  system  that  benefit  from  highly  trained  physicians  contribute  to 
the  cost  of  their  education.  To  those  ends,  ASIM  supports: 

7.  creation  of  a  national  all-payer  funding  pool  for  GME.  All  payers  and  health 
plans  should  contribute  a  percentage  of  their  premiums  to  a  financing  pool  for  grad- 
uate medical  education.  With  managed  care  plans  and  other  health  delivery  organi- 
zations seeking  qualified,  well-trained  physicians  for  their  networks,  they,  as  well 
as  all  payers  interested  in  providing  the  best  care  possible  for  their  insureds,  have 
a  stake  in  the  education  of  the  physicians  that  will  contract  with  their  plans.  Until 
now,  no  one  has  asked  these  health  plans  and  insurers  to  help  support  the  cost  of 
training  this  nation's  physicians.  However,  given  Medicare's  financial  condition,  the 
federal  government  can  no  longer  be  viewed  as  a  major  source  of  funding  for  the 
future  supply  of  doctors. 

8.  creation  of  a  private  sector  physician  workforce  planning  initiative.  The  Amer- 
ican Medical  Association  has  proposed  that  a  taskforce  be  established  with  partici- 
pation of  both  public  and  private  sectors  to  offer  recommendations  to  Congress 
about  the  physician  workforce  supply  and  the  future  of  GME.  If  the  all-payer  GME 
pool  is  established,  such  a  task  force  will  be  necessary  to  advise  how  the  funds  in 
the  all-payer  pool  would  be  distributed. 

9.  increasing  the  direct  GME  weighting  factor  for  general  internal  medicine  and 
other  primary  care  residency  positions  while  decreasing  the  weighting  factor  for  oth- 
ers. Currently,  direct  medical  education  payments  are  based  on  hospital-specific,  per 
resident  costs  multiplied  by  the  number  of  residents.  Proposals  have  been  offered 
in  past  Congresses  to  reimburse  hospitals  more  for  primary  care  residents  than  for 
specialty  residents  in  order  to  encourage  training  of  more  primary  care  physicians. 
The  need  for  more  primary  care  physicians  has  grown  with  the  increase  in  the  el- 
derly population  as  well  as  with  the  desire  of  health  plans  for  physicians  to  manage 
the  care  of  their  enrollees.  Alterations  in  the  financing  of  medical  education  will  en- 
courage changes  in  training  programs  to  meet  those  needs. 

10.  decreasing  the  number  of  funded  residency  positions  to  110  percent  of  U.  S. 
medical  school  graduates.  The  Physician  Payment  Review  Commission  has  rec- 
ommended that  the  number  of  funded  residency  positions  in  the  United  States  be 
reduced  in  order  to  respond  to  the  fact  that  the  country  is  facing,  in  general,  an 
excess  of  physicians.  By  taking  this  action,  the  U.  S.  would  cut  the  oversupply  of 
physicians  while  at  the  same  time— if  the  other  steps  are  taken — increase  the  pro- 
portion of  primary  care  physicians  relative  to  the  population. 

Instilling  Market-based  Incentives  in  the  Medicare  Program 

The  current  Medicare  program  includes  an  optional  program  intended  to  use  com- 
petition among  health  plans  as  a  means  to  moderate  costs.  The  Medicare  risk  con- 
tracting program — in  which  Medicare  contracts  with  health  plans  and  pays  them  a 
capitated  payment  based  on  less  than  95%  of  the  adjusted  actual  per  capita  costs 
of  caring  for  Medicare  patients — was  intended  to  encourage  health  plans  to  control 
utilization  of  services  and,  subsequently,  costs.  Because  of  flaws  in  the  formula  for 
paying  risk  contracting  plans  and  because  healthier  beneficiaries  are  more  likely  to 
enroll  in  these  health  plans  than  other  beneficiaries,  the  risk  contracting  program 
has  not  been  as  successful  at  reducing  Medicare  spending  as  originally  anticipated. 
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Again,  steps  can  be  taken  to  improve  this  existing  mechanism  designed  to  en- 
hance market  competition  until  more  substantial  reforms  are  implemented.  These 
include: 

1.  changing  the  adjusted  average  per  capita  cost  (AAPCC)  formula  used  to  pay 
health  plans.  The  current  AAPCC  is  based  on  historical,  fee-for-service  costs  in  an 
area.  This  has  resulted  in  overgenerous  payments  to  health  plans  in  high  cost  areas 
and  modest  payments  to  health  plans  in  regions  where  health  care  costs  have  been 
kept  relatively  low.  Changes  in  the  AAPCC  should  reward  cost  effective  health 
plans  in  areas  with  historically  low  utilization  rates  instead  of  penalizing  such  plans 
with  less  generous  AAPCC  payments. 

2.  applying  risk  adjustments — such  as  severity  of  illness — in  setting  payments  to 
risk  contracting  plans.  This  change  should  be  coupled  with  other  reforms  in  the 
AAPCC  to  avoid  driving  away  from  the  program  managed  care  plans  that  might  at- 
tract more  seriously  ill  patients  and  to  make  regional  plan  payments  more  equi- 
table. 

3.  broadening  managed  care  choices  for  beneficiaries  to  include  HMOs  with  point- 
of-service  and  preferred  provider  organizations  (PPOs),  instead  of  limiting  participa- 
tion only  to  health  plans  that  require  beneficiaries  to  obtain  services  from  con- 
tracted physicians  and  other  providers.  Under  the  current  risk  contracting  program, 
beneficiaries  have  a  limited  range  of  health  plans  from  which  to  choose  and  are  pre- 
cluded from  taking  advantage  of  the  numerous  managed  care  products  that  have 
arisen  in  recent  years  in  the  private  market. 

4.  requiring  that  beneficiaries  be  provided  comparative  information  concerning  all 
Medicare  risk  contracting  plans  that  are  available  to  them.  In  order  for  beneficiaries 
to  make  fully  informed  choices  about  their  health  plan,  they  should  be  provided  suf- 
ficient data  that  will  enable  them  to  compare  these  plans  on  costs,  physicians  and 
other  providers,  quality  and  benefits. 

5.  giving  beneficiaries  one  opportunity  per  enrollment  year  to  disenroll  from  a 
plan  within  60  days  of  enrollment.  Once  a  beneficiary  has  been  in  a  plan  over  60 
days,  he  or  she  should  be  required  to  wait  until  the  next  open  enrollment  period. 
Under  current  law,  beneficiaries  may  disenroll  from  a  health  plan  with  only  a  30 
days  notice.  This  makes  it  difficult  for  many  risk  contracting  plans  to  anticipate 
costs  for  a  health  plan  year.  It  is  also  contrary  to  most  enrollment  policies  effective 
in  the  private  sector  which  call  for  enrollment  or  disenrollment  during  a  particular 
"open  season".  Asking  beneficiaries  to  stay  with  a  plan  until  the  next  open  season 
once  they  have  been  in  a  plan  for  two  months  would  offer  additional  stability  to  a 
risk  contracting  plan  without  limiting  too  severely  beneficiaries'  ability  to  change 
their  minds  about  managed  care.  Such  a  requirement  would  make  Medicare  more 
consistent  with  the  private  sector  in  which  workers  are  required  to  make  an  annual 
selection  of  a  health  plan  and  to  stay  with  that  plan  for  an  entire  year.  Limiting 
the  disenrollment  opportunity  to  one  per  year  would  also  prevent  cases  in  which 
people  jump  from  plan  to  plan  every  so  often  prior  to  the  60  day  deadline.  Medicare 
patients  should  accept  the  same  degree  of  responsibility  in  choosing  a  health  plan 


6.  mandating  reasonable,  non-punitive  increases  in  premiums  and  other  cost  shar- 
ing for  beneficiaries  who  choose  to  remain  with  the  traditional  fee-for-service  Medi- 
care program.  With  improvements  in  the  risk  contracting  program,  it  is  reasonable 
to  expect  that  those  who  choose  to  remain  with  the  higher  cost  fee-for-service  side 
of  Medicare  should  bear  a  portion  of  those  higher  expenditures. 

The  current  risk  contracting  program  would  be  repealed  upon  enactment  of  a 
voucher  program  as  described  below. 

Medicare  Vouchers 

Making  changes  in  the  existing  fee-for-service  Medicare  program  and  improve- 
ments in  the  current  risk  contract  program  will  help  to  stabilize  the  program  for 
the  short  term.  However,  to  achieve  a  system  that  relies  on  competition  to  control 
costs  and  broaden  beneficiary  choices,  that  instills  individual  responsibility  for  the 
appropriate  use  of  scarce  medical  resources  and  that  assures  the  long  term  survival 
of  Medicare,  major  restructuring  of  the  program  will  be  required.  One  way  to  do  this 
is  for  the  government  to  offer  beneficiaries  the  opportunity  to  take  a  defined  govern- 
ment contribution — or  voucher — and  purchase  private  insurance  coverage  with  those 
funds. 

There  are  a  number  of  issues  that  must  be  addressed  for  any  voucher  plan  to  be 
successfully  implemented.  ASIM  supports  creation  of  a  voucher  system  and  believes 
that  the  following  elements  are  necessary  to  any  voucher  program  designed  for  Med- 
icare to  ensure  that  beneficiaries  have  access  to  the  widest  range  of  cost-effective, 
high  quality  health  plans,  physicians  and  providers. 
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1.  Medicare  beneficiaries  should  be  given  the  option  of  staying  in  the  current  Med- 
icare program  or  using  a  voucher  to  buy  any  private  health  plan  that  meets  certain 
conditions  of  participation. 

If  a  plan  purchased  with  a  voucher  becomes  insolvent,  or  ceases  operation  in  a 
beneficiary's  area,  beneficiaries  should  be  able  to  enroll  in  another  plan.  When  the 
annual  enrollment  period  occurs,  beneficiaries  should  be  able  to  return  to  the  tradi- 
tional Medicare  program  at  that  time. 

Transition  to  a  voucher  program  should  be  done  gradually  to  account  for  the  fact 
that  some  areas  of  the  country  may  not  have  the  degree  of  managed  care  penetra- 
tion necessary  to  make  competition  among  health  plans  work.  Retaining  traditional 
Medicare  would  provide  reassurance  to  oeneficiaries  while  serving  as  a  spur  to 
voucher  plans  to  make  their  products  attractive  enough  to  encourage  enrollment  by 
Medicare  recipients. 

2.  Under  a  voucher  program,  beneficiaries  should  have  access  to  a  variety  of  plans 
ranging  from  indemnity  models  to  staff  model  HMOs.  All  voucher  plans  that  restrict 
enrollees  to  the  use  of  network  providers  should  be  required  to  offer  at  an  actuari- 
ally-determined  cost  an  optional  rider  that  would  provide  point-of-service  access  to 
non-network  physicians  for  those  enrollees.  Enrollees  should  be  able  to  select  from 
among  a  network  plan's  panel  of  physicians  an  internal  medicine  subspecialist  as 
their  primary  care  physician  and  plans  should  be  prohibited  from  discriminating 
against  physicians  in  their  selection  processes  based  on  a  physician's  patient  popu- 
lation. 

Under  the  present  Medicare  system,  beneficiaries  are  entitled  to  receive  all  cov- 
ered benefits  from  any  provider  of  their  choice.  A  voucher  system  could  undermine 
this  basic  premise  of  the  program.  For  example,  depending  on  the  amount  of  the 
voucher  and  other  rules  governing  the  voucher  program,  oeneficiaries  could  find 
their  choice  of  health  plan  in  reality  to  be  quite  limited.  Furthermore,  if  the  voucher 
is  inadequately  funded,  some  beneficiaries  may  be  compelled  to  select  a  plan  that 
limits  the  physicians  and  providers  they  may  see  for  services.  Adequate  choice  of 
physician  and  health  plan  can  be  promoted  by  offering  beneficiaries  a  wide  menu 
of  plans  and  by  establishing  the  federal  contribution  at  a  level  that  does  not  force 
patients  to  choose  the  cheapest  plan  available,  as  discussed  below.  By  requiring 
voucher  plans  that  use  a  network  of  physicians  to  offer  enrollees  the  opportunity 
to  buy  a  point-of-service  rider,  enrollees  who  want  the  flexibility  to  go  outside  the 
network  will  be  able  to  select  this  option  while  those  beneficiaries  who  wish  to 
choose  a  closed-panel  HMO  may  do  so.  In  addition,  a  POS  rider  requirement  for  all 
health  plans  with  restricted  provider  networks  might  ameliorate  adverse  risk  selec- 
tion arising  from  the  tendency  of  very  ill  beneficiaries  in  an  area  to  gravitate  toward 
traditional  Medicare  and/or  one  plan  with  point-of-service. 

3.  Beneficiaries  should  have  the  option  of  using  their  government  contribution — 
e.g.  the  voucher — to  establish  a  Medical  Savings  Account  (MSA)  rather  than  to  pur- 
chase coverage  through  a  health  plan.  The  MSA  would:  a)  be  coupled  with  a  cata- 
strophic health  insurance  policy  purchased  through  a  purchasing  group  to  help  pre- 
serve community  rating;  b)  be  comprised  of  a  fund  from  which  a  beneficiary  could 
pay  deductible  medical  expenses  and  would  be  coupled  with  purchase  of  catastrophic 
health  insurance  to  cover  expenses  that,  in  the  aggregate,  exceed  the  catastrophic 
insurance  deductible;  c)  permit  accumulation  of  unspent  balances  within  the  fund; 
d)  allow  state  and  federally  tax  exempt  distribution  of  funds  only  for  medical  ex- 
penses, health  insurance  premiums  and/or  long  term  care. 

Since  1987,  ASIM  has  supported  the  concept  of  medical  savings  accounts  and  the 
idea  of  integrating  medical  savings  accounts  into  an  overall  health  system  in  which 
people  could  choose  among  a  variety  of  health  plans,  including  medical  savings  ac- 
counts. These  accounts  are  useful  as  part  of  a  continuum  of  health  care  coverage 
options,  particularly  for  their  impact  in  enhancing  consumers'  awareness  of  the 
costs  of  health  care. 

ASIM  feels  strongly,  however,  that  MSAs  should  not  be  used  as  the  sole  source 
of  health  care  coverage  but  should  be  established  in  concert  with  a  catastrophic 
health  insurance  policy.  Furthermore,  ASIM  agrees  with  the  concerns  of  some  MSA 
critics  that  these  accounts  would  adversely  affect  community  rating  of  insurance 
and  diminish  the  potential  for  widening  insurance  coverage.  Ways  to  ameliorate 
these  effects  include  ensuring  that  money  in  an  MSA  be  used  only  for  health  care, 
including  long  term  care,  and  making  MSAs  available  for  purchase  only  through 
purchasing  groups  to  address  problems  with  community  rating. 

ASIM  acknowledges  that  MSAs  appear  to  run  counter  to  the  trend  in  the  health 
care  system  toward  managed  care.  On  the  other  hand,  a  spokesman  for  the  Amer- 
ican Academy  of  Actuaries  Workgroup  on  MSAs  predicted  that  managed  care  plans 
may  respond  "creatively"  to  these  savings  accounts  by  offering  managed  care  prod- 
ucts compatible  with  MSAs.  Because  MSAs  appeal  to  so  many  patients  and  pnysi- 
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cians,  ASIM  believes  efforts  should  be  made  to  include  them  in  the  menu  of  cov- 
erage options  available  to  beneficiaries.  To  make  medical  savings  accounts  a  reality 
under  the  Medicare  program,  however,  will  require  many  more  provisions  than  the 
outline  provided  above.  To  implement  MSAs,  answers  will  be  needed  to  questions 
such  as:  how  will  the  government  ensure  that  the  funds  in  an  MSA  are,  in  fact,  used 
for  health  care  purposes?;  will  beneficiaries  be  able  to  contribute  their  own  money 
to  MSAs  and,  if  so,  will  there  have  to  be  separate  accounts  established  for  private 
funds  and  the  federal  contribution?;  can  the  savings  instrument  into  which  the  gov- 
ernment contribution  is  placed  be  protected  against  adverse  market  downturns  so 
that  beneficiaries  do  not  lose  their  medical  coverage?;  should  copayments  be  re- 
quired as  part  of  the  catastrophic  coverage? 

4.  Voucher  plans  should  be  required  to  accept  all  applicants  during  an  open  en- 
rollment period  to  minimize  adverse  risk  selection.  Beneficiaries  should  be  allowed 
one  opportunity  per  enrollment  year  to  disenroll  from  a  plan  within  60  days  of  en- 
rollment. Once  a  beneficiary  has  been  in  a  plan  over  60  days,  he  or  she  should  be 
required  to  wait  until  the  next  open  enrollment  period.  Beneficiaries  should  be  ex- 
plicitly informed  of  this  requirement  by  the  health  plan  and  should  be  required  to 
sign  a  written  acknowledgement  of  the  conditions  of  enrollment. 

A  reinsurance  mechanism  should  be  available  to  those  plans  subject  to  adverse 
risk  selection  or  to  a  sudden  influx  of  voucher  enrollees  whose  previous  plan  has 
gone  bankrupt. 

Another  set  of  problems  related  to  choice  of  physician  and  plan  has  to  do  with 
the  response  of  health  plans  to  those  beneficiaries  holding  vouchers.  To  avoid  cir- 
cumstances in  which  health  plans  sought  to  avoid  covering  the  very  ill,  all  plans 
should  be  required  to  enroll  any  beneficiary  with  a  voucher  who  seeks  entrance  into 
the  plan.  On  the  other  hand,  mandated  acceptance  and  the  ability  of  beneficiaries — 
under  current  Medicare  risk  contract  rules — to  enroll  and  disenroll  outside  of  any 
prescribed  enrollment  period  leaves  plans  vulnerable  to  unanticipated  costs.  In  such 
a  scenario,  beneficiaries'  right  to  choice  of  plan/physician  conflicts  with  health  plans' 
needs  to  maintain  their  cost  and  utilization  control.  The  Congressional  Budget  Of- 
fice has  suggested  that  an  annual  enrollment  period  with  a  point-of-service  policy 
"would  permit  Medicare  enrollees  to  go  to  providers  outside  [a  managed  care  plan's] 
panel  when  they  wanted  to  and  yet  it  need  not  increase  benefit  costs  for  either  the 
[the  plan]  or  Medicare."  To  avoid  circumstances  in  which  beneficiaries  enroll  in  and 
disenroll  from  plans  multiple  times  using  the  60  day  window,  there  should  only  be 
one  opportunity  during  an  enrollment  year  to  disenroll  from  a  plan  within  two 
months,  after  which  the  beneficiary  would  have  to  wait  for  the  next  open  enrollment 
period.  For  such  changes  to  work,  beneficiaries  must  be  given  enough  information 
at  the  outset  to  understand  that,  in  signing  up  for  a  managed  care  plan,  they  must 
remain  with  that  plan  until  the  next  open  enrollment  period  once  they  have  been 
in  a  plan  over  two  months.  This  puts  the  burden  of  education  on  the  managed  care 
plan  and  the  decision  in  the  hands  of  the  beneficiary.  In  addition,  such  an  approach 
would  make  managed  care  more  palatable  to  both  beneficiaries  and  physicians. 

5.  The  defined  contribution — or  voucher — should  be  set  at  a  level  that  would 
produce  incentives  for  beneficiaries  to  consider  cost  in  choosing  a  health  plan  with- 
out forcing  them  into  the  cheapest  plans  that  are  most  restrictive  of  choice  of  physi- 
cian. The  voucher  should  not  be  set  at  the  cost  of  the  lowest  priced  plan  in  a  region. 

The  voucher  amount  should  be  adjusted  according  to  age,  sex,  disability  status, 
institutional  status,  and  Medicaid-buy  in  status  and  applied  by  region.  Once  the  re- 
gionally adjusted  voucher  amount  was  established,  HHS  or  HCFA  would  accept  ap- 
plications from  health  plans  to  participate  in  the  voucher  program. 

If  the  voucher  is  set  too  high  it  will  have  little  impact  on  controlling  Medicare 
costs.  Set  too  low  and  beneficiaries  choosing  the  voucher  option  may  find  their 
choice  of  plan  and,  ultimately  choice  of  physician,  quite  limited.  In  addition,  for  a 
segment  of  the  Medicare  population,  a  voucher  will  not  cover  what  a  health  plan 
would  spend  on  treating  them.  This  would  seem  to  call  for  some  type  of  adjustment 
in  the  value  of  the  voucher  through  mechanisms  that  are  reasonably  simple  and  in- 
expensive to  administer.  Otherwise,  health  plans  might  attempt  to  discourage  cer- 
tain beneficiaries  from  selecting  that  plan  by  adopting  discriminatory  policies  or 
marketing  strategies. 

A  voucher  set  at  some  national  average  would  fail  to  reflect  the  appropriate  re- 
gional differences  in  costs  of  health  care  delivery.  Setting  a  regional  voucher  amount 
is  a  more  accurate  way  for  the  voucher  to  reflect  local  health  care  costs,  would  be 
less  likely  to  drive  people  into  restrictive  health  plans  and  would  ensure  that  there 
would  be  at  least  one  plan  in  a  region  that  could  serve  Medicare  beneficiaries  for 
the  price  of  the  voucher.  Any  process  used  to  set  the  voucher  amount  in  which  plans 
submit  their  premiums  to  the  government  and  the  government  then  sets  the  vouch- 
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er  on  some  portion  of  those  premiums  must  ensure  that  the  resulting  voucher  is  not 
so  low  as  to  make  it  worthless  to  most  beneficiaries. 

6.  The  voucher  should  be  updated  on  a  regular  basis  to  keep  pace  with  the  costs 
of  providing  services  to  beneficiaries.  In  the  event  that  spending  under  the  voucher 
program  exceeds  estimated  savings  goals  or  targets,  the  voucher  should  not  be  sub- 
ject to  arbitrary  caps.  Mechanisms  to  keep  spending  within  designated  limits  or  to 
recoup  excess  expenditures,  such  as  a  "Iook  back  sequester",  should  be  rejected.  In- 
stead, an  independent  board  or  commission  should  be  established  that  would  involve 
all  participants  in  the  health  care  system  in  devising  a  response  to  cost  control  that 
would  not  focus  solely  on  cuts  to  providers  and  increased  costs  to  beneficiaries.  If 
spending  is  greater  than  projected  due  to  development  of  valuable  new  technologies 
or  increased  patient  utilization  of  services  deemed  medically  necessary,  there  should 
be  a  commitment  to  increasing  the  amount  of  funds  devoted  to  the  voucher  program 
in  order  to  ensure  vouchers  retain  sufficient  purchasing  power  and  to  assure  appro- 
priate medical  outcomes. 

The  way  in  which  the  voucher  is  updated  will  determine  to  a  large  extent  how 
much  purchasing  power  the  voucher  continues  to  give  beneficiaries.  Given  too  great 
an  increase  and  the  voucher  will  be  ineffective  in  controlling  health  costs.  Given  too 
little,  and  the  voucher  may  drive  some  beneficiaries  into  lower  quality,  more  restric- 
tive health  plans.  There  is  also  always  a  risk  that  the  voucher  update  could  fall  vic- 
tim to  budget  politics  and  be  "frozen"  or  "capped"  at  some  point  to  meet  deficit  re- 
duction targets. 

If  spending  under  a  voucher  program  is  higher  than  anticipated  because  valuable 
new  technologies  or  treatments  have  become  available  and  patients  have  sought  to 
take  advantage  of  these  advances  in  medicine,  it  does  not  make  sense  to  penalize 
physicians  by  cutting  their  payments  when  costs  increase  for  legitimate  reasons. 
Furthermore,  if  beneficiaries  do  not  participate  in  the  voucher  program  in  numbers 
sufficient  to  keep  costs  down,  physicians  snould  not  be  held  financially  responsible 
for  beneficiaries  independent  decisions.  In  addition,  across-the-board  cuts  in  physi- 
cian and  provider  payments  do  not  target  those  areas  where  health  care  costs  have 
inappropriately  increased  and  penalize  caregivers  who  may  in  fact  have  kept  their 
costs  down.  Arbitrary  reductions  in  payments  will  serve  only  to  perpetuate  inequi- 
ties in  the  Medicare  payment  system  and  compel  physicians  to  limit  their  exposure 
to  Medicare  patients. 

Finally,  a  cap  on  spending  for  the  voucher  implies  a  lack  of  confidence  in  the  abil- 
ity of  the  market  to  control  the  cost  of  health  plan  premiums  and  may  have  the  un- 
intended consequence  of  becoming  a  "floor"  rather  than  a  ceiling.  If  health  plans 
know  that  the  government's  contribution  will  be  capped  at  a  certain  percentage  rate 
of  growth,  this  may  serve  as  an  incentive  to  those  plans  whose  rates  of  growth  are 
lower  than  that  percentage  to  allow  their  premiums  to  rise  to  meet  the  government's 
growth  rate. 

In  the  event  federal  health  program  costs  remain  uncontrollable,  some  entity — 
such  as  a  commission  or  board — should  be  established  separate  from  any  govern- 
ment financing  office  to  involve  all  parties  in  the  health  care  system  in  devising  a 
response  to  cost  control  that  would  not  focus  solely  on  cuts  to  providers  and  in- 
creased costs  to  beneficiaries.  If  beneficiaries  are  to  be  assured  of  getting  all  the  nec- 
essary care  they  need  when  they  need  it,  the  voucher  amount  should  keep  pace  with 
the  costs  of  providing  services.  If  the  value  of  the  voucher  is  allowed  to  erode  over 
time,  beneficiaries  may  lose  access  to  many  high  quality  health  plans  offering  com- 
prehensive services  or  they  may  be  forced  to  pay  increasing  amounts  out-of-pocket 
to  maintain  a  certain  level  of  service.  This  would  be  especially  detrimental  for  those 
beneficiaries  of  low  and  moderate-income  who  may  be  unable  to  bear  an  increasing 
financial  burden.  If  the  market  is  unable  to  deliver  health  care  to  patients  within 
a  predetermined  cap,  this  should  not  be  used  as  an  excuse  to  diminish  the  govern- 
ment's commitment  to  Medicare  beneficiaries. 

7.  A  reassessment  of  the  voucher  program  should  be  required  after  five  years. 
This  reevaluation  should  be  undertaken  by  an  agency  or  commission  not  responsible 
for  funding  Medicare. 

Given  the  untried  nature  of  a  voucher  program  for  Medicare,  there  should  be  an 
evaluation  of  the  program  relatively  early  in  its  life.  There  was  little  comprehensive 
evaluation  of  the  original  Medicare  program  in  its  early  stages  and  many  of  the 
present  troubles  in  the  system  derive  from  that  oversight.  If  the  voucher  program 
does  not  seem  to  be  living  up  to  its  expectations,  Congress  and  the  admimstration 
should  not  merely  tinker  at  the  edges  to  provide  short  term  fixes  but  should  step 
back,  take  a  hard  look  at  the  program  and  even  consider  starting  all  over  again. 

8.  Beneficiaries  opting  for  the  voucher  program  should  be  provided  incentives  that 
encourage  their  selection  of  an  economically  priced  plan  but  that  do  not  force  enroll- 
ees  into  those  plans  that  are  most  restrictive  of  choice  of  physician  and  that  impose 
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the  strictest  limits  on  access  to  services.  Incentives  should  come  in  the  form  of  addi- 
tional benefits  or  services  provided  by  the  health  plan  and  not  in  the  form  of  a  cash 
rebate.  With  rules  in  place  to  ensure  that  all  beneficiaries  have  access  through 
voucher  plans  to  the  full  range  of  Medicare  covered  benefits  and  services,  bene- 
ficiaries should  pay  the  difference  between  the  voucher  amount  and  any  premium 
charged  by  a  plan  that  exceeds  the  voucher  amount. 

Some  analysts  contend  that  beneficiaries  should  be  provided  incentives  to  select 
a  health  plan  that  costs  less  than  the  federal  contribution  amount,  or  voucher. 
These  incentives  typically  fall  into  two  categories — cash  rebates  or  additional  serv- 
ices. Giving  beneficiaries  a  cash  rebate  if  their  premium  is  less  than  the  voucher 
amount  would  remove  funds  from  the  health  care  system  that  ought  to  be  providing 
for  health  care  services.  Instead,  any  excess  value  should  be  returned  to  the  bene- 
ficiary in  the  form  of  additional  benefits  such  as  coverage  of  additional  services,  pro- 
viding coverage  for  long  term  care  or  creating  a  health  care  spending  account.  There 
is  also  debate  over  whether  beneficiaries  should  bear  the  full  cost  of  a  health  plan 
more  expensive  than  the  voucher  to  encourage  enrollees  to  select  more  economical 
health  plans.  Although  there  is  concern  that  such  an  incentive  might  drive  bene- 
ficiaries to  select  plans  of  lesser  quality  or  that  don't  cover  the  full  range  of  benefits, 
this  is  less  of  a  problems  if  all  plans  offer  the  full  range  of  Medicare-covered  serv- 
ices. 

9.  Reasonable  cost  sharing  under  voucher  plans — both  fee  for  service  and  man- 
aged care — should  be  imposed  to  assure  consumer  cost  consciousness  in  utilization 
of  services.  Lower  cost  snaring  should  be  imposed  on  clinically-proven  preventive 
services  so  that  people  are  not  unduly  discouraged  from  obtaining  beneficial  care. 
Preventive  services  should  be  subject  only  to  copayments,  not  deductibles. 
Copayments  for  preventive  services  should  be  set  lower  than  those  for  other  serv- 
ices. 

To  avoid  unjustified  restrictions  on  choice  of  physician,  POS  voucher  plans  should 
not  impose  unreasonable  coinsurance  on  services  provided  by  out-of-network  physi- 
cians. To  prevent  beneficiaries  who  seek  out-of-network  care  from  being  subject  to 
unexpected  out-of-pocket  costs,  POS  plans  and  physicians  should  be  required  to  es- 
tablish their  own  conversion  factors  to  be  used  against  an  improved  resource  based 
relative  value  scale  (RBRVS).  This  would  determine  the  rates  the  POS  plan  would 
pay  and  the  fees  the  physicians  would  charge  for  their  services.  Plans  and  physi- 
cians would  be  required  to  supply  enrollees  in  the  POS  plan  with  information  based 
on  these  conversion  factors  to  enable  enrollees  to  determine  in  advance  how  much 
they  would  pay  in  going  out  of  the  plan's  network  of  physicians. 

As  an  incentive  to  promote  greater  price  consciousness  in  the  traditional  Medicare 
program  and  to  encourage  the  movement  of  beneficiaries  into  the  voucher  system, 
those  who  choose  to  stay  in  the  traditional  Medicare  program  should  be  subject  to 
reasonable  and  non-punitive  increases  in  cost-sharing.  As  with  POS  plans,  in  order 
to  buffer  beneficiaries  from  unexpected  costs,  a  requirement  could  be  imposed  under 
traditional  Medicare  that  physicians  must  establish  their  conversion  factor  for  their 
services  each  year  concomitant  with  the  announcement  of  Medicare's  conversion  fac- 
tor. Enrollees  in  traditional  Medicare  would  be  supplied  annually  with  information 
comparing  the  charges  of  physicians  in  their  area  to  Medicare's  fees  based  on  their 
respective  conversion  factors.  In  this  fashion,  beneficiaries  would  know  in  advance 
whether  or  not  they  would  have  to  pay  out-of-pocket  for  services  charged  under  tra- 
ditional Medicare. 

Beneficiaries  should  not  be  subject  to  charges  in  excess  of  Medicare's  payment 
amounts  under  the  following  circumstances:  in  the  case  of  low  income  beneficiaries; 
emergency  situations;  when  the  beneficiary  has  little  voice  in  the  selection  of  a  phy- 
sician or  in  areas  of  the  country  where  there  is  no  competition  for  a  particular  medi- 
cal specialty. 

If  true  reform  is  to  be  instituted  in  the  Medicare  system,  enrollees  must  under- 
stand the  nature  of  the  costs  of  their  care  under  that  program.  At  the  same  time, 
policymakers  should  not  lose  sight  of  the  fact  that  83  percent  of  Medicare  expendi- 
tures go  to  beneficiaries  with  incomes  at  or  below  $25,000  and  thus  their  exposure 
to  additional  costs  should  be  limited. 

ASIM  believes  it  is  especially  important  that  cost  sharing  on  preventive  services 
be  reduced  and  deductibles  on  these  services  be  eliminated  entirely  to  avoid  discour- 
aging patients  from  obtaining  necessary  care.  By  erecting  barriers  to  cost-effective 
preventive  care — for  example,  imposition  of  cost  sharing  on  mammograms— patients 
may  avoid  those  services  and  wind  up  with  more  serious,  and  expensive,  illnesses 
in  the  future. 

In  addition,  ASIM  supports  limits  on  the  degree  to  which  additional  cost  sharing 
can  be  imposed  on  those  enrolled  in  managed  care  plans  who  use  a  plan's  point- 
of-service  (POS)  option  to  seek  care  outside  the  plan's  network  of  physicians.  The 
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intent  behind  POS  is  to  allow  beneficiaries  greater  choice  in  physician  and  provider. 
If  the  cost  sharing  imposed  on  a  beneficiary  for  going  outside  a  health  plan's  physi- 
cian network  is  excessively  burdensome,  then  the  promise  of  greater  choice  is  a  hol- 
low one. 

Obviously,  if  beneficiaries  are  to  be  encouraged  to  enter  the  voucher  program, 
those  who  opt  to  stay  in  traditional  Medicare  must  bear  a  greater  share  of  the  cost 
of  remaining  in  the  more  expensive  program.  Nevertheless,  any  additional  cost  shar- 
ing should  follow  the  principles  stated  above  so  that  primary  care  and  preventive 
services  are  sheltered  from  deductibles  and  are  subject  to  cost  sharing  at  a  rate 
lower  than  that  imposed  on  other  services.  Because  high  deductibles  can  act  as  a 
disincentive  for  patients  to  receive  needed  primary  care  and  preventive  services, 
ASIM  does  not  support  replacing  the  current  coinsurance  requirements  under  tradi- 
tional Medicare  with  a  single  high  deductible. 

ASIM  believes  that  its  Competitive  Pricing,  Informed  Choices  proposal — issued  in 
1992 — offers  a  means  to  instill  price  competition  among  physicians,  enhance 
consumer  cost  consciousness  and  prevent  price  gouging  by  unscrupulous  providers. 
If  health  plans  that  pay  according  to  a  fee  schedule  (POS  plans,  traditional  Medi- 
care, indemnity  insurers)  and  physicians  were  required  to  set  and  publish  the  con- 
version factors  thev  would  use  each  year  to  determine  their  charges  and  fees,  this 
information  could  be  used  by  beneficiaries  to  determine  what  they  would  pay  out- 
of-pocket,  if  anything,  if  they  joined  a  particular  health  plan  or  used  a  particular 
doctor.  Beneficiaries  would  then  be  able  to  decide  if  the  value  they  derived  from  a 
health  plan  and/or  physician  in  terms  of  quality  and  service  was  worth  the  price 
of  any  additional  costs. 

For  example,  assume  Mrs.  Jones  is  a  Medicare  beneficiary  who  receives  from 
HCFA  a  booldet  listing  all  the  health  plans  and  physicians  in  her  area.  Among  the 
information  contained  in  the  booklet  might  be  the  percentage  difference  between  the 
conversion  factors  used  by  traditional  Medicare  and  POS  plans  and  the  physicians 
listed  in  the  booklet.  Mrs.  Jones  might  see  that  Dr.  Smith  has  a  conversion  factor 
10  percent  higher  than  Medicare's  conversion  factor.  If  she  went  to  Dr.  Smith  for 
care  under  traditional  Medicare,  she  would  know  that  she  would  pay  an  additional 
ten  percent  on  Dr.  Smith's  charges  beyond  the  payment  traditional  Medicare  would 
make.  Or,  Mrs.  Jones  might  see  that  health  plan  ABC  has  a  conversion  factor  for 
its  POS  option  20  percent  lower  than  Dr.  Smith's  conversion  factor.  She  would  then 
know  that  Plan  ABC  would  pay  20  percent  less  for  the  services  of  Dr.  Smith — who 
does  not  participate  in  her  health  plan  physician  network — and  she  would  be  re- 
sponsible for  the  20  percent  difference  between  the  health  plan's  payments  and  Dr. 
Smith's  fees,  in  addition  to  any  additional  cost  sharing  required  by  Plan  ABC  for 
enrollees  going  out  of  the  network. 

While  ASIM  generally  supports  cost  sharing  by  patients  in  order  to  enhance  cost 
consciousness  in  the  utilization  of  scarce  health  care  resources,  there  are  situations 
in  which  billing  beyond  Medicare's  payment  rates  or  additional  cost  sharing  should 
not  be  imposed.  These  situations  arise  where  beneficiaries'  income  is  simply  too  low 
to  sustain  any  additional  out-of-pocket  financial  burden,  where  they  have  no  oppor- 
tunity to  "shop  around"  for  a  physician  (e.g.  emergency  situations),  where  bene- 
ficiaries have  but  one  choice  of  physician  (such  as  typically  occurs  during  hos- 
pitalizations when  patients  are  essentially  assigned  certain  hospital-based  doctors 
to  deliver  designated  services)  or  where  there  are  so  few  physicians  in  a  particular 
specialty  within  a  community  that  there  is  no  chance  for  competition  among  physi- 
cians to  operate. 

10.  To  qualify  as  a  voucher  plan  under  Medicare,  health  plans  should  have  to: 
offer  a  standard  minimum  Medicare  benefits  package  that  includes  preventive  serv- 
ices; meet  certain  utilization  review  and  quality  assurance  standards;  involve  par- 
ticipating physicians  in  development  of  the  plan's  utilization  review  (UR)  and  qual- 
ity assurance  (QA)  and  provider  selection  policies  and  procedures;  disclose  their  uti- 
lization review  and  quality  assurance  policies,  restrictions  on  choice,  risk  arrange- 
ments and  provider  selection  criteria;  establish  due  process  mechanisms  in  selection 
of  plan  providers;  meet  certain  solvency  standards;  report  certain  information — such 
as  premium  costs,  out-of-pocket  liability,  consumer  satisfaction  and  the  percentage 
of  premium  dollars  devoted  to  administration  versus  benefits — to  a  central  data  col- 
lection entity  so  that  this  information  can  be  distributed  to  beneficiaries  and  use 
uniform  claims  forms  and  standard  billing  and  claims  processing  procedures. 

Health  plans  that  selectively  contract  with  physicians  should  be  required  to  offer 
enrollees  the  opportunity  to  buy  a  rider  that  provides  point-of-service  access  to  non- 
network  physicians,  in  addition  to  meeting  the  foregoing  standards. 

Health  plans  should  play  by  the  same  rules  if  competition  is  truly  to  be  effective 
in  controlling  costs.  Given  that  the  idea  behind  many  Medicare  voucher  proposals 
is  to  enhance  competition  within  the  program  so  as  to  bring  down  costs,  it  would 
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seem  equally  advisable  that  health  plans  should  be  required  to  meet  certain  rules 
if  they  wish  to  participate  in  the  voucher  program  and  market  themselves  to  bene- 
ficiaries as  Medicare  voucher  plans. 

A  uniform  minimum  benefit  policy  would  assure  a  basic  level  of  care  for  all  bene- 
ficiaries. In  addition,  it  would  facilitate  beneficiaries'  comparison  of  health  plans.  If 
beneficiaries  are  to  have  sufficient  information  to  make  informed  choices  with  their 
vouchers,  they  will  need  data  on  a  plan's  costs,  patient  out-of-pocket  liability,  pro- 
vider panels,  and  quality.  Furthermore,  disclosure  of  UR  and  selection  standards 
benefits  not  only  the  providers  involved  with  a  health  plan  but  helps  beneficiaries 
as  well  by  giving  them  another  piece  of  information  on  which  to  compare  health 
plans. 

In  addition,  it  is  important  that  physicians  have  a  role  in  developing  and  imple- 
menting health  plan  policies  and  procedures  that  directly  affect  clinical  decision- 
making—e.g.  benefits  coverage  criteria,  determination  of  medical  necessity, 
preautnorization  of  services,  quality  assurance  standards,  protocols  and  processes 
for  selection  and  deselection  of  physicians.  To  leave  decisions  affecting  patient  care 
solely  in  the  hands  of  health  plan  administrators  whose  concerns  center  largely  on 
cost  containment  may  jeopardize  the  quality  of  care  given  to  enrollees  and  deny  pa- 
tients access  to  medically  necessary  services.  Furthermore,  health  plans  that  involve 
physicians  in  development  of  these  policies  are  far  more  likely  to  obtain  the  coopera- 
tion of  their  network  physicians  in  proper  implementation  of  those  policies. 

Finally,  it  is  important  that  voucher  plans  be  required  to  operate  under  similar 
billing  and  claims  processing  procedures  to  avoid  unnecessary  red  tape.  All  plans 
that  currently  operate  within  the  Medicare  svstem  must  abide  by  the  uniform 
claims  form  and  trilling  rules  and  it  would  be  logical  to  expect  that  voucher  plans 
should  use  a  standard  format  and  follow  standard  claims  processing  procedures  for 
this  new  variation  of  the  Medicare  program. 

The  type  of  standards  to  which  ASIM  refers — involvement  of  physicians  in  clinical 
policymaking,  providing  information  to  enrollees  and  prospective  enrollees  sufficient 
to  enable  them  to  make  informed  decisions  about  the  plan — are,  in  fact,  those  that 
are  being  adopted  by  many  well-run  health  plans  in  today's  marketplace.  In  a  com- 
petitive environment,  those  plans  that  pursue  "patient-friendly"  policies  such  as 
these  are  more  likely  to  succeed  than  others. 

11.  Because  Medicare  is  a  federally  funded  program,  the  federal  government  must 
continue  to  ensure  that  health  plans  are  accountable  for  the  care  they  give  to  bene- 
ficiaries and  that  they  abide  by  standards  set  out  for  Medicare  plans.  HCFA  or  an- 
other federal  agency  should  be  responsible  for  contracting  with  health  plans;  review- 
ing marketing  materials;  disseminating  to  beneficiaries  objective  data  about  each 
plan  in  a  region  in  a  standard  format;  ensuring  health  plan  compliance  with  certain 
standards  governing  their  rules  and  operations;  and  ensuring  that  health  plans 
meet  certain  quality  standards.  However,  private  accreditation  agencies  should  be 
able  to  achieve  "deemed"  status  to  fulfill  the  role  played  by  HHS  in  approving 
voucher  plans.  Mechanisms  should  be  available  for  patients  and  physicians  to  pur- 
sue grievances  against  health  plans  for  denial  of  medically  necessary  care.  Patients 
and  physicians  should  retain  access  to  fair  hearing  and  judicial  review  processes  at 
least  comparable  to  those  now  available  under  traditional  Medicare. 

Because  vouchers  would  require  more  thought  and  decisionmaking  by  Medicare 
recipients,  some  analysts  question  whether  beneficiaries  would  find  the  voucher  pro- 
gram truly  appealing.  Other  policymakers  argue  that  the  basic  premise  of  the 
voucher  program  is  simple  and  that  most  beneficiaries,  given  the  right  kind  of  infor- 
mation, will  be  able  to  make  proper  decisions  about  a  health  plan.  While  this  may 
indeed  be  the  case  for  healthy  beneficiaries  who  are  mentally  alert,  the  frail  and 
disabled  elderly,  those  who  do  not  speak  English  very  well  or  those  with  little  edu- 
cation may  find  the  task  of  sorting  through  health  plan  information  daunting.  To 
respond  to  some  of  these  concerns,  the  voucher  program  should  have  an  entity  with 
which  voucher  plans  would  contract  and  which  would  ensure  voucher  plan  adher- 
ence to  any  standards  adopted  governing  such  plans. 

Given  the  characteristics  of  the  Medicare  population,  an  ombudsman's  office 
should  be  created  to  receive,  investigate  and  resolve  complaints  against  voucher 
plans  as  well  as  to  offer  guidance  to  beneficiaries  with  questions  about  the  voucher 
program.  Finally,  beneficiaries  and  physicians  should  retain  access  to  the  current 
Medicare  appeals  process. 

ASIM  would  prefer  that  the  health  care  industry  voluntarily  abide  by  the  stand- 
ards established  for  a  voucher  program  and,  indeed,  supports  the  idea  of  a  private 
accreditation  body  responsible  for  ensuring  health  plan  adherence  to  voucher  pro- 
gram standards.  However,  the  voucher  program  will  be  funded  by  federal  dollars 
and  the  federal  government  should  not  relinquish  its  responsibility  for  ensuring  that 
health  plans  are  accountable  for  the  care  they  deliver  to  beneficiaries  and  for  seeing 
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that  corrective  actions  are  taken  when  deficiencies  are  found  if  a  plan  wishes  to  re- 
main in  the  voucher  program.  Health  plans  that  accept  the  government  contribu- 
tions should  understand  that,  if  they  are  going  to  compete  for  the  business  of  the 
federal  government  through  the  voucher  program,  they  must  accept  certain  stand- 
ards and  certain  reasonable  oversight. 

12.  Self-referral  restrictions  affecting  shared  laboratory  facilities  and  group  prac- 
tices should  be  removed  and  antitrust  reforms  enacted  to  enable  physicians  and  pro- 
viders to  negotiate  on  an  equal  footing  with  health  plans  and  purchasers. 

Antitrust  reforms  and  other  modifications  to  statutory  restrictions  on  physicians 
could  improve  the  functioning  of  health  plans  offered  under  a  voucher  system  and 
the  ability  of  physicians  to  deliver  services  within  their  context.  For  example,  self- 
referral  restrictions  on  group  practice  compensation  arrangements  not  only  interfere 
in  the  internal  affairs  of  private  businesses  but  lead  to  confusion  over  how  such 
practices  may  distribute  revenue  from  ancillary  services  without  indirectly  taking 
into  account  the  referrals  made  by  physicians.  Furthermore,  subspecialists — such  as 
oncologists  and  infectious  disease  specialists — in  many  group  practices  are  barred 
from  providing  drugs  and  other  services  to  their  patients  because  of  the  self-referral 
laws. 

Limitations  on  the  ability  of  physicians  to  share  information  in  order  to  form  inte- 
grated service  networks  may  impede  the  goals  of  voucher  advocates  who  wish  to  fos- 
ter competition  that  reduces  the  cost  of  care  and  increases  benefits  to  attract  vouch- 
er recipients.  Indeed,  antitrust  laws  developed  at  a  time  when  most  physicians  and 
other  providers  practiced  independently  of  one  another  now  prevent  these  caregivers 
from  organizing  preferred  provider  organizations,  health  plans  and  other  delivery 
networks  that  would  enable  physician-directed  health  care  organizations  to  compete 
in  the  marketplace  and  offer  Tbeneficiaries  a  wider  choice  of  health  care  options. 

Conclusion 

ASIM  is  under  no  illusion  that  reforming  Medicare  will  be  simple,  easy,  or  quick. 
Changes  of  the  magnitude  required  to  place  the  program  on  sound  financial  footing 
and  to  guarantee  that  beneficiaries  continue  to  receive  the  high  quality  health  care 
to  which  they  have  become  accustomed  and  to  which  they  are  entitled  will  require 
a  great  deal  of  thought  and  debate.  For  ASIM,  the  overarching  philosophy  on  which 
these  Medicare  reform  proposals  rest  is  that  of  shared  responsibility. 

Physicians  have  a  responsibility  to  deliver  care  to  greater  numbers  of  Medicare 
patients  under  health  care  delivery  systems  that  will  increasingly  require  them  to 
accept  financial  risk  and  to  be  accountable  for  the  cost  and  quality  of  their  clinical 
decisions — and  to  compete  within  this  new  system  on  the  basis  of  cost  and  quality. 

Medicare  patients  have  a  responsibility  to  consider  the  costs  of  alternative  sources 
of  health  care  coverage,  to  be  willing  to  contribute  more  in  out-of-pocket  costs  if  they 
choose  more  expensive  coverage  and — for  those  who  can  afford  to — to  contribute 
more  to  the  financial  support  of  Medicare  so  that  those  of  lesser  means  can  afford 
coverage. 

Taxpayers  have  a  responsibility  to  accept  changes  in  the  tax  code  that  would  raise 
revenue  and  introduce  positive  incentives  into  the  health  care  system  including  a 
limit  on  the  tax  deductibility  of  employer  paid  insurance  and  increased  taxes  on  to- 
bacco. 

The  insurance  industry  has  a  responsibility  to  compete  in  the  new  system — not 
solely  on  price  or  risk  avoidance  but  on  benefits  offered  and  quality — and  to  accept 
reasonable  standards  to  protect  beneficiaries  who  choose  private  insurance  coverage. 

And  the  federal  government  has  a  responsibility  to  assure  that  the  government's 
contribution  remains  adequate  to  guarantee  that  all  beneficiaries  can  obtain  high 
quality  coverage  through  traditional  Medicare  and  private  sector  alternatives — and 
to  provide  sufficient  oversight  over  the  market  to  protect  patients'  interests. 

Mr.  Burr.  Thank  you,  Dr.  Nelson.  At  this  time,  the  Chair  would 
recognize  Dr.  LeBow. 

STATEMENT  OF  ROBERT  H.  LeBOW 

Mr.  LeBow.  Thank  you,  Mr.  Chairman.  I  am  Dr.  Robert  LeBow, 
a  practicing  physician  and  a  member  of  the  policy  board  of  the  Na- 
tional Rural  Health  Association. 

The  National  Rural  Health  Association  feels  that  as  we  take  a 
much  needed  hard  look  at  changing  Medicare,  there  are  both  risks 
and  opportunities  for  rural  health.  What  will  happen  when  Medi- 
care reimbursement  to  providers  in  rural  areas  is  reduced  or  even 
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remains  flat?  There  are  more  elderly,  especially  poor  elderly  people 
in  rural  areas.  As  such,  rural  physicians  and  hospitals  are  much 
more  sensitive  to  changes  in  Medicare  reimbursement. 

Flat  or  decreased  Medicare  funding  in  a  rural  setting  means  that 
it  will  be  more  difficult  to  recruit  and  retain  health  care  providers. 
We've  seen  this  effect  in  my  own  community  health  center  in 
Idaho.  We've  had  essentially  the  same  funding  for  several  years.  At 
the  same  time,  with  rising  costs,  we've  had  to  serve  a  growing,  un- 
derserved,  mostly  poor  population.  It's  become  more  difficult  for  us 
to  keep  or  recruit  providers. 

Just  in  the  past  3  months,  we  almost  hired  a  physician  and  a 
physician's  assistant.  Both  loved  our  practice,  but  we  lost  them  be- 
cause we  couldn't  afford  to  pay  them  enough.  They  took  less  re- 
warding jobs  elsewhere  because  they  had  debts  and  offers  of  50 
percent  more  pay. 

If  a  community  loses  its  few  providers  and  is  unable  to  recruit 
new  ones,  access  to  care  will  suffer.  With  less  local  primary  care 
access,  rural  people  will  wind  up  using  more  expensive  hospital  or 
tertiary  care  services,  as  well  as  emergency  rooms.  Flat  or  de- 
creased Medicare  reimbursement  means,  as  we've  seen  in  Idaho, 
fewer  physicians  willing  to  take  Medicare  patients. 

Not  long  ago,  at  our  Nampa  Community  Health  Center,  we  were 
seeing  scores  of  Medicare  patients  who  were  coming  from  Boise,  25 
miles  away,  because  they  couldn't  find  a  primary  care  doctor  in 
Boise  who  would  see  them. 

What  can  be  done  to  make  Medicare  more  effective  in  rural 
areas?  The  NRHA  feels  that  we  should  do  away  with  the  geo- 
graphic differentials.  The  NRHA  also  feels  that  given  the  growing 
importance  of  primary  care,  Medicare  reimbursement  for  graduate 
medical  education  should  be  applied  to  ambulatory  training  sites 
and  rural  hospitals. 

The  NRHA  feels  that  the  commitment  to  narrow  the  reimburse- 
ment gap  between  primary  care  and  specialty  care  needs  to  be  re- 
emphasized  and  acted  upon.  Medicare's  RBRVS  was  designed  to 
narrow  the  gap,  but  right  now  it  looks  like  the  gap  is  widening 
again. 

In  order  to  take  advantage  of  the  market  changes  that  are  taking 
place  with  the  growth  of  managed  care  and  its  many  forms,  the 
NRHA  feels  there  are  opportunities  to  improve  rural  health  care. 
Yes,  there  are  risks  in  managed  care,  that  essential  rural  providers 
could  lose  their  patients  and  be  frozen  out  of  business  by  large 
managed  care  organizations  or  that  large  organizations  could  lure 
away  providers  from  rural  areas  and  thus  leave  communities  with- 
out providers. 

But  there  are  opportunities  to  create  viable  local  rural  networks, 
such  as  community  provider  hospital  organizations,  and  to  em- 
power communities.  Medicare  could  help  communities  with  incen- 
tive funding  or  technical  assistance  to  create  these  more  efficient, 
resource-saving  local  networks.  Such  networks  are  already  forming 
and  functioning  in  Idaho. 

To  make  it  possible  for  these  rural  networks  to  exist  and  survive, 
the  NRHA  feels  there  needs  to  be  changes  in  the  current  antitrust 
laws.  Rural  health  care  survival  depends  more  on  cooperation  than 
competition.  Without  modification  in  antitrust  laws,  local  health 
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networks  will  find  it  difficult  to  compete  with  large  outside  man- 
aged care  organizations.  The  NRHA  feels  it  may  be  necessary  to 
enact  a  patient  protection  act  that  would  specifically  include  guide- 
lines protecting  rural  areas  from  geographic  discrimination. 

As  a  measure  for  cost-effectiveness,  the  NRHA  endorses  the  idea 
that  Medicare  include  provisions  for  increased  resource  allocation 
to  prevention  and  public  health.  Given  the  current  competitive 
market,  with  the  growth  of  managed  care  into  rural  America,  and 
given  the  growing  difficulty  of  community  and  migrant  health  cen- 
ters to  be  able  to  compete  in  this  market,  the  NRHA  feels  that 
community  and  migrant  health  centers  would  be  allowed  to  retain 
their  yearly  balances  to  have  capital  funds  to  develop  networks  and 
be  more  competitive. 

With  flat  government  funding,  the  continuing  use  of  community 
and  migrant  health  centers  as  safety  nets  and  the  projected  sub- 
stantial increase  in  people  without  health  insurance,  and  some  pro- 
jections say  there  will  be  as  many  52  million  uninsured  by  the  year 
2000,  the  survival  of  community  and  migrant  health  centers  de- 
pends on  more  of  a  level  playing  field. 

In  conclusion,  rural  health  care  providers  have  been  on  a  finan- 
cial tightrope.  And  given  the  fragile  nature  of  rural  health  care  and 
the  relative  dependency  of  rural  health  on  Medicare  funding,  sud- 
den changes  in  Medicare  could  have  disastrous  effects  on  rural  peo- 
ple's access  to  care.  However,  given  that  our  health  system  is  in  a 
great  state  of  change,  the  NRHA  feels  that  there  are  opportunities, 
not  just  risks,  to  improve  Medicare  so  that  rural  communities  are 
strengthened  and  so  that  our  rural  elderly  population  can  have  im- 
proved health  services. 

We  have  an  opportunity  to  change  the  paradigms.  Instead  of  giv- 
ing the  lion's  share  of  Medicare  support  to  expensive  tertiary  care, 
we  have  the  opportunity  to  shift  more  Medicare  support  toward 
more  cost-effective  health  care  by  choosing  to  strengthen  primary 
care  and  prevention  and  by  empowering  rural  communities  to  take 
charge  of  their  own  destinies. 

Thank  you. 

[The  prepared  statement  of  Robert  H.  LeBow  follows:] 

Prepared  Statement  of  Robert  LeBow,  M.D.,  on  Behalf  of  National  Rural, 

Health  Association 

Chairman  Bilirakis  and  Members  of  the  House  Commerce  Subcommittee  on 
Health.  I  am  Dr.  Robert  LeBow.  Since  1972,  I  have  been  the  Medical  Director  of 
Terry  Reilly  Health  Services,  a  group  of  community  and  migrant  health  centers  in 
southwest  Idaho.  I  am  a  member  of  the  Rural  Health  Policy  Board  of  the  National 
Rural  Health  Association  and  the  President  of  the  Idaho  Rural  Health  Coalition. 

On  behalf  of  the  National  Rural  Health  Association  (NRHA),  I  appreciate  the  op- 
portunity to  present  our  views  on  the  potential  impact  of  Medicare  on  rural  health 
care  delivery. 

The  National  Rural  Health  Association  membership  is  comprised  of  small,  rural 
hospitals,  community  and  migrant  health  centers,  rural  health  clinics,  primary  care 
physicians,  non-physician  providers,  educators  and  other  rural  health  advocates. 

In  these  eventful  days  when  we  are  taking  a  much  needed  hard  look  at  the  fund- 
ing of  the  Medicare  program,  the  NRHA  feels  that  the  issues  we  are  addressing  here 
oner  both  risks  and  opportunities  for  the  health  care  of  rural  and  frontier  popu- 
lations. The  decisions  that  you  make  on  how  to  change  policies  for  Medicare  reim- 
bursement of  physicians  could  have  a  serious  negative  impact  on  rural  health  care. 
On  the  other  hand,  the  NRHA  feels  that  the  potential  exists  to  reform  Medicare  so 
that  the  impact  on  rural  health  care  access  and  delivery,  could  in  fact,  be  very  posi- 
tive. 
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PRIMARY  CARE  SERVICES  AND  MEDICARE 

Historically,  Medicare  has  reimbursed  less  (up  to  40  percent  less)  for  physician 
services  rendered  in  rural  areas  as  opposed  to  urban  areas.  Medicare  has  also  tradi- 
tionally reimbursed  primary  care  services  at  a  much  lower  rate  than  specialty  serv- 
ices— again  biasing  the  payment  schedule  against  rural  areas,  where  most  practi- 
tioners provide  primary  care  services. 

Although  Medicare's  Resource  Based  Relative  Value  Scale  (RBRVS)  was  an  at- 
tempt to  narrow  the  gap  between  primary  care  and  specialty  reimbursement,  it  ap- 
pears that,  given  the  present  guidelines,  the  gap  is  widening  again,  and  primary 
care  providers  may  be  about  to  see  their  Medicare  reimbursement  shrink. 

As  rural  populations  have  a  larger  proportion  of  elderly — and  poor  elderly — peo- 

Eie,  rural  physicians  and  hospitals  are  much  more  dependent  upon  Medicare  reim- 
ursement  than  are  urban  or  suburban  providers.  Rural  health  care  services  are 
much  more  fragile  and  vulnerable.  They  often  depend  upon  a  handful  of  providers, 
who,  if  they  leave,  could  signal  the  end  of  health  services  for  that  rural  area.  If  rural 
people  have  decreased  access  to  local  primary  care,  Medicare  spending  will  rise, 
since  rural  people  will  wait  until  they  are  sicker  to  come  in  for  care,  and  then  will 
require  expensive  specialty  or  tertiary  care  services.  And,  that  expensive  care  usu- 
ally begins  in  the  emergency  room.  When  better  access  to  primary"  care  services  are 
made  available  in  rural  and  frontier  areas,  the  explosion  in  Medicare  costs  will  come 
down. 

Given  budgetary  realities,  Medicare  spending  needs  modification  so  that  our 
scarce  resources  are  spent  more  wisely.  But  what  happens  when  Medicare  reim- 
bursement for  providers  in  rural  areas  remains  flat — or  even  reduced,  as  is  likely 
to  happen? 

First,  as  we  have  seen  in  Idaho  access  to  care  is  affected.  Many  primary  care  pro- 
viders refuse  to  take  Medicare  patients— even  at  the  current  reimbursement  rate. 
Not  long  ago,  at  our  Nampa  community  health  center,  we  were  seeing  scores  of 
Medicare  patients  who  were  coming  from  Boise,  25  miles  away,  because  they  could 
not  find  a  primary  care  physician  in  Boise  who  would  see  them.  According  to  the 
American  Academy  of  Family  Physicians  "nearly  one-quarter  of  family  physicians 
nationwide  no  longer  accept  new  Medicare  patients".  Why  are  these  providers  not 
serving  the  elderly?  It  is  quite  simple.  They  cannot  afford  to  do  so.  Taking  on  addi- 
tional elderly  patients,  with  chronic  illnesses,  coupled  with  inadequate  Medicare  re- 
imbursement puts  the  provider  at  financial  risk. 

Let  us  examine  this  one  step  further.  If  additional  fee  cuts  are  adopted  by  the 
Congress  this  year,  coupled  with  the  fee  reductions  as  a  result  of  OBRA  1993,  pri- 
mary c  ire  physician  fee  levels  could  shrink  below  those  paid  by  Medicaid:  Moreover, 
it  will  i^ean  a  greater  disparity  between  what  the  Medicare  program  fees  allow  ver- 
sus private  fee  rates,  which  in  effect,  could  force  more  primary  care  physicians  not 
to  accept  Medicare  patients. 

Flat  or  decreased  Medicare  funding  in  a  rural  setting  means  that  it  will  be  more 
difficult  to  recruit  and  retain  health  care  providers.  We  have  seen  this  effect  within 
our  own  community  health  centers.  We  have  essentially  received  flat  funding  for 
several  years.  At  the  same  time,  with  rising  costs,  v/e  have  had  to  serve  a  growing 
underserved,  mostly  poor,  population.  When  trying  to  keep  or  recruit  new  providers, 
we  find  it  very  difficult  to  keep  up  with  the  market. 

Just  in  the  past  three  months,  we  almost  hired  a  physician  and  a  physician  assist- 
ant— who  both  loved  our  practice,  but  we  lost  them  because  we  could  not  afford  to 
pay  them  enough.  They  took  less  rewarding  jobs  else  where  because  they  had  debts 
and  offers  of  50  percent  more  pay. 

WHAT  CAN  BE  DONE  TO  MAKE  MEDICARE  MORE  EFFECTIVE  IN  RURAL  AREAS? 

Medic   z  Reimbursement 

The  NRHA  feels  that  the  geographic  differentials  should  be  eliminated.  Rural  pro- 
viders have  been  reimbursed  less  than  their  urban  counterparts  for  the  same  serv- 
ices despite  the  evidence  that  it  costs  just  as  much  (if  not  more)  to  provide  that 
same  service  in  a  rural  setting. 

The  NRHA  feels  that  the  commitment  to  narrow  the  reimbursement  gap  between 
primary  care  and  specialty  care  needs  to  be  re-emphasized  and  acted  upon  as  the 
gap  appears  to  be  widening  again.  Primary  care  is  cost-effective  care.  Adequate  ac- 
cess to  primary  care  services,  especially  in  rural  areas,  will  save  Medicare  dollars. 

Graduate  Medical  Education 

The  NRHA  feels  that  given  the  growing  importance  of  primary  care,  Medicare  re- 
imbursement for  graduate  medical  education  should  be  applied  to  ambulatory  train- 
ing sites  and  rural  hospitals.  Our  nation  has  too  many  specialists.  Yet,  there  are 
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not  enough  specialists  or  primary  care  providers  in  rural  communities.  However,  if 
we  are  serious  about  cost  savings  and  primary  care,  we  need  to  train  more  primary 
care  providers  and  we  need  to  train  them  more  in  ambulatory  settings  and  less  in 
expensive  tertiary  care  centers.  The  NRHA  further  supports  up-weighting  direct 
medical  education  and  indirect  medical  education  payments  for  primary  care  resi- 
dency positions. 

Managed  Care 

In  order  to  take  advantage  of  the  market  changes  that  are  taking  place  with  the 
growth  of  "managed  care  "  in  its  many  forms,  the  NRHA  feels  that  there  are  oppor- 
tunities to  improve  rural  health  care. 

In  some  areas,  large  urban-based  managed  care  networks  are  expanding  into 
rural  areas  and  contracting  with  local  providers.  In  other  areas,  rural-based  man- 
aged care  plans  have  been  organized  at  the  community  level. 

The  Rural  Health  Policy  Board  of  the  NRHA  recently  developed  a  white  paper  on 
managed  care.  It  found  that  there  are  successful  models  of  both  urban-based  and 
rural-based  managed  care  models  operating  in  rural  areas.  Rural  managed  care 
plans  have  the  potential  to  lower  the  cost  of  medical  care,  improve  the  quality  of 
care  and  help  sustain  the  local  health  care  system.  With  managed  care  plans,  pre- 
mium costs  can  be  lower  because  the  primary  care  physician  acts  as  a  coordinator 
or  gatekeeper  in  the  referral  of  patients  to  specialists.  Managed  can;  plans  also  have 
lower  rates  of  hospitalization,  and  some  offer  financial  incentives  to  provide  clinical 
preventive  services.  Quality  of  care  may  be  improved  by  assigning  each  patient  to 
a  primary  care  practitioner,  thus  providing  a  "medical  home  '  to  everyone  enrolled 
in  the  plan.  Also,  since  many  rural  physicians  practice  in  relative  isolation,  rural 
managed  care  plans  sometimes  facilitate  a  greater  sharing  of  information  among 
physicians  through  utilization  review  and  quality  assurance  activities. 

To  be  effective,  however,  these  activities  must  be  sensitive  to  the  practice  environ- 
ment and  unique  conditions  (e.g.,  longer  hospitals  stays  because  of  travel  distances 
and  road  conditions)  prevailing  in  rural  areas.  Moreover,  rural  essential  community 
providers  must  have  a  protective  status  to  keep  systems  in  place,  or  they  will  be 
cherrypicked  off  by  well  financed  managed  care  organizations. 

While  there  are  some  successful  models,  there  are  risks  in  managed  care,  such 
as  the  risk  that  rural  providers  could  lose  their  patients  and  be  frozen  out  of  busi- 
ness by  a  large  managed  care  organization,  or  that  large  organizations  could  lure 
away  providers  from  rural  areas  and  thus  leave  those  communities  without  provid- 
ers. In  some  case,  the  rural  elderly  have  bought  a  managed  care  product  not  under- 
standing the  benefits  or  that  care  must  be  provided  in  a  central  location  and  not 
in  their  local  community.  But,  there  are  opportunities  to  create  viable  rural  net- 
works, such  as  community  provider-hospital  organizations  and  to  empower  commu- 
nities. Medicare  could  help  communities  with  incentive  funding  or  technical  assist- 
ance to  create  these  more  efficient,  resource-saving  networks. 

Managed  care  is  coming  slowly  to  Idaho.  We  have  seen  the  creation  this  year  of 
a  network  covering  5  counties  in  North  Idaho.  The  North  Idaho  Health  Network, 
a  physician-hospital  organization,  serves  a  population  area  of  80,000  people,  within 
10,000  square  miles.  The  network  contains  5  hospitals  about  an  hour  apart  through 
winding  roads.  These  same  hospitals  originally  formed  the  North  Idaho  Rural 
Health  Consortium.  The  consortium,  which  still  exists,  was  formed  to  do  group  pur- 
chasing, shared  services  and  to  jointly  apply  for  grants.  Subsequently,  the  North 
Idaho  Health  Network  formed  to  offer  a  managed  care  product,  to  compete  with 
other  managed  care  organizations  like  Group  Health  of  Puget  Sound  and  the  Blue 
Shield  HMO. 

Rural  Health  Systems 

Many  small  rural  hospitals  are  surviving  on  a  very  narrow  margin.  One  incentive 
to  recruiting  primary  care  providers  to  rural  and  frontier  communities  is  the  viabil- 
ity of  the  rural  hospital.  If  the  Congress  would  pass  an  alternative  facility  law, 
many  rural  hospitals  that  may  close,  could  stay  open,  and  thereby  increasing  the 
likelihood  that  the  physicians  will  also  stay  in  the  community.  The  alternative  facil- 
ity law  is  similar  to  the  model  in  Montana,  the  medical  assistance  facility  dem- 
onstration program  and  the  model  passed  by  the  Washington  State  legislature.  An 
alternative  facility  is  a  facility  that  is  a  little  less  than  a  hospital,  yet  more  than 
a  clinic.  The  facility  would  allow  for  vertical  integration;  have  short  stay  beds  for 
observation  or  short  term  illness;  have  a  waiver  of  the  hospital  staffing  require- 
ments; allow  emergency  room  coverage;  probably  would  not  have  surgery  capability, 
other  than  for  outpatient  surgery;  would  do  low  risk  obstetrics;  could  be  staffed  by 
mid-levels,  nurse  practitioners,  certified  nurse  mid-wives  and  physician  assistants; 
and  allow  Medicare  compensation  for  facility  charges  such  as  emergency  room 
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charges.  This  kind  of  rural  community-based  health  care  system  could  survive  as 
an  integrated  entity,  without  all  of  the  excessive  regulatory  requirements  now  bur- 
dening some  rural  hospitals. 

Antitrust 

To  make  it  possible  for  these  rural  networks  to  exist  and  survive,  the  NRHA  feels 
there  needs  to  be  changes  in  the  current  antitrust  laws.  Given  the  limited  resources, 
rural  health  care  survival  depends  more  on  cooperation  than  competition.  There  is 
no  "level  playing  field  "  for  rural  health  networks  versus  the  big  health  care  corpora- 
tions unless  antitrust  laws  are  modified. 

The  NRHA  also  feels  it  may  be  necessary  to  enact  a  "Patient  Protection  Act  "  that 
would  specifically  include  guidelines  for  rural  areas  so  that  these  communities  are 
not  either  forgotten  or  exploited  as  "market  forces  "  play  out  in  our  health  care  sys- 
tem. Without  specific  protections,  corporations  bent  on  profits  from  health  care  and 
Medicare  could  elect  either  to  avoid  or  to  under  serve  rural  communities,  with  their 
higher  proportion  of  sick  and  poor  elderly  people.  The  "Patient  Protection  Act  " 
would  ensure  choice  of  providers,  continuity  of  care  and  a  clear  explanation  of  bene- 
fits. 

Given  the  current  competitive  market  with  the  growth  of  "managed  care  "  into 
rural  America,  and  given  the  growing  difficulty  of  community  and  migrant  health 
centers  to  be  able  to  compete  in  this  market,  the  NRHA  feels  that  community  and 
migrant  health  centers  snould  be  allowed  to  retain  their  yearly  balances  so  that 
those  funds  may  be  used  as  capital  to  develop  networks  and  be  more  competitive. 
With  flat  government  funding,  the  continuing  use  of  the  community  and  migrant 
health  centers  as  safety  nets,  and  the  projected  increase  in  people  without  any 
health  insurance,  the  survival  of  the  community  and  migrant  health  centers  de- 
pends on  more  of  a  level  playing  field.  % 

As  a  measure  for  cost-enectiveness,  the  NRHA  endorses  that  Medicare  include 
provisions  for  increased  resource  allocation  to  prevention  and  public  health. 

The  NRHA  feels  that  if  there  are  Medicare  cuts  to  rural  areas,  these  should  be 
applied  cautiously  because  of  the  fragile  and  vulnerable  nature  of  rural  health  sys- 
tems. Since  there  is  a  disproportionately  high  number  of  elderly  people  living  in 
rural  and  frontier  communities,  Congress  needs  to  judiciously  consider  Medicare 
funding  and  policy  changes. 

CONCLUSION 

Rural  health  care  providers  have  been  on  a  financial  "tightrope",  and,  given  the 
relative  dependency  of  rural  health  on  Medicare  funding,  sudden  changes  in  Medi- 
care could  have  disastrous  effects  on  rural  people's  access  to  care.  However,  given 
that  our  health  system  is  in  a  great  state  of  change,  the  NRHA  feels  that  there  are 
opportunities,  not  just  risks,  to  improve  Medicare  so  that  rural  communities  are 
strengthened  and  so  that  our  rural  elderly  population  can  have  improved  health 
services.  We  have  an  opportunity  to  change  the  paradigms.  Instead  of  giving  the 
lion's  share  of  Medicare  support  to  expensive  tertiary  care,  we  have  the  opportunity 
to  shift  more  Medicare  support  towards  more  cost-effective  health  care  by  choosing 
to  strengthen  primary  care  and  prevention,  and  by  empowering  rural  communities 
to  take  charge  of  their  own  destiny. 

The  NRHA  thanks  you  for  the  opportunity  to  present  this  information  and  looks 
forward  to  working  with  you  to  assure  continuing  access  to  quality  health  care  serv- 
ices for  Americans  living  in  rural  communities. 

Mr.  Burr.  Thank  you,  Dr.  LeBow.  At  this  time,  the  Chair  would 
recognize  Kenneth  Plitt. 

STATEMENT  OF  KENNETH  C.  PLITT 

Mr.  Plitt.  Thank  you,  Mr.  Chairman,  members  of  the  sub- 
committee. Good  morning.  My  name  is  Ken  Plitt.  I'm  a  certified 
registered  nurse  anesthetist  from  Mill  Creek,  Washington.  I'm 
pleased  to  be  testifying  today  on  behalf  of  the  American  Association 
of  Nurse  Anesthetists. 

AANA  is  the  professional  association  that  represents  26,000 
practicing  CRN  As,  comprising  more  than  96  percent  of  the  nurse 
anesthetists  in  the  U.S.  Today's  CRN  As  administer  more  than  65 
percent  of  the  anesthetics  given  to  patients  each  year  in  the  U.S. 
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and  are  the  sole  anesthesia  providers  in  85  percent  of  rural  hos- 
pitals, affording  these  medical  facilities  obstetrical,  surgical  and 
trauma  stabilization  capabilities. 

We  work  in  every  setting  in  which  anesthesia  is  delivered,  pro- 
viding services  for  all  types  of  surgical  procedures,  from  the  sim- 
plest to  the  most  complex.  AANA  is  suggesting  two  items  relating 
to  Part  B  reimbursement  reform.  The  first  is  deference  to  State  law 
on  the  supervision  of  CRNAs.  The  current  Medicare  hospital  and 
ambulatory  surgical  center  conditions  and.  participation  for  anes- 
thesia services  restricts  CRNA  practice  by  requiring  physician  su- 
pervision of  CRNAs.  This  Federal  regulation  exists  despite  many 
State  laws  allowing  nurse  anesthetists  to  practice  without  such  su- 
pervision. 

In  fact,  29  States  have  no  supervision  or  direction  requirement 
concerning  nurse  anesthetists  in  nurse  practice  acts,  board  of  nurs- 
ing rules  and  regulations,  medical  practice  acts  or  their  generic 
equivalents. 

The  current  regulations  are  problematic  for  the  following  rea- 
sons. First,  some  surgeons  have  been  dissuaded  from  working  with 
nurse  anesthetists,  believing  that  they  may  be  subjecting  them- 
selves to  liability  for  this  supervising  function.  Whether  or  not  a 
surgeon  will  be  held  liable  when  working  with  a  CRNA  depends  on 
the  facts  of  the  case,  not  on  the  particular  license  of  the  anesthesia 
provider. 

Second,  surgeons  have  no  affirmative  obligation  to  direct  or  con- 
trol the  anesthetic  process,  despite  the  existing  Federal  require- 
ment to  supervise,  and,  in  fact,  are  entitled  to  rely  upon  nurse  an- 
esthetists as  anesthesia  experts. 

Finally,  the  Federal  supervision  requirement  has  an  anti-com- 
petitive effect  since  it  acts  as  a  possible  disincentive  for  CRNAs  to 
be  utilized.  This  is  clearly  a  matter  which  should  be  left  to  the 
States  and  the  language  we  are  suggesting  merely  states  that  Con- 
gress defer  to  State  law. 

We  would  also  like  to  discuss  the  matter  of  equity  in  reimburse- 
ment for  two  anesthesia  providers  working  on  a  single  case.  The 
current  Medicare  regulation  states  that  if  a  CRNA  and  anesthesiol- 
ogist work  together  on  one  case  and  the  involvement  of  both  pro- 
viders is  not  required  as  a  medical  necessity,  the  anesthesiologist 
may  build  a  case  as  if  he  or  she  personally  performed  it  and  receive 
100  percent  of  the  Medicare  payment. 

In  practice,  this  means  that  unless  the  CRNA  is  an  employee  of 
the  anesthesiologist,  not  only  the  CRNA  loses,  but  so  does  the  hos- 
pital, which  is  often  the  CRNA's  employer,  thereby  serving  as  a 
disincentive  to  hospitals  to  employ  nurse  anesthetists.  This  regula- 
tion should  be  changed  to  reflect  that  both  the  CRNA  and  the  anes- 
thesiologist have  participated  in  the  case  and,  therefore,  each  pro- 
vider should  receive  half  of  the  Medicare  payment.  We  believe  what 
we  are  asking  for  in  this  matter  is  budget  neutral. 

The  last  item  on  which  we'd  like  to  comment  deals  with  stand- 
ards for  managed  care.  Knowing  of  your  intent  to  reform  Medicare 
and  perhaps  allow  some  Medicare  recipients  to  move  into  managed 
care  plans,  you  may  wish  to  consider  some  basic  reforms.  Many 
managed  care  plans  arbitrarily  eliminate  entire  classes  of  health 
professionals,  solely  based  on  the  type  of  license  or  certification 
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they  hold.  This  is  particularly  the  case  in  managed  care  plans, 
where  various  types  of  non-M.D.  professionals,  such  as  CRN  As,  are 
unable  to  compete  to  provide  the  same  or  similar  care  as  M.D.s. 

Decisions  to  include  practitioners  in  a  managed  care  network 
should  be  based  on  evidence  of  cost  effectiveness,  quality  and  avail- 
ability of  health  professionals.  We  recognize  the  value  of  managed 
care  as  a  means  of  controlling  costs  while  providing  necessary  care 
and  believe  that  what  we  are  suggesting  on  these  issues  is  neither 
anti-managed  care  nor  any  willing  provider  type  legislation. 

During  the  last  Congress,  our  association,  along  with  other  non- 
physician  provider  groups,  worked  with  representatives  of  the  man- 
aged care  industry  to  negotiate  a  compromise  approach  to  prevent- 
ing arbitrary  discrimination  against  health  professionals  based 
solely  on  their  license  or  certification.  The  anti-discrimination  lan- 
guage we  are  suggesting  was  supported  by  non-M.D.  health  profes- 
sionals and  managed  care  organizations  in  1994  and  was  included 
in  many  of  the  major  health  care  reform  bills  last  year. 

Finally,  legislation  must  require  that  health  plans  have  a  suffi- 
cient number  and  variety  of  health  professionals  to  ensure 
consumer  access  to  a  full  range  of  necessary  health  benefits.  This 
is  particularly  important  in  rural  and  underserved  areas,  where 
the  ratio  of  patients  to  physicians  is  often  dangerously  high.  In  the 
absence  of  anesthesia  capabilities  for  rural  hospitals,  many  pa- 
tients would  be  forced  to  travel  great  distances  in  order  to  receive 
surgical  services. 

Inability  of  these  essential  providers  to  contract  with  health 
plans  often  forces  the  CRNA  to  bill  the  patients  directly  as  an  out- 
of-network  provider,  leading  to  hard  feelings  between  the  hospital, 
surgeon  or  obstetrician,  anesthetist,  insurer  and  enrollee.  This  is  in 
spite  of  the  fact  that  in  most  cases,  the  CRNA  is  quite  willing  to 
enter  into  good  faith  negotiations  with  the  plan. 

We  thank  you  for  the  opportunity  to  testify  and  look  forward  to 
answering  any  questions. 

[The  prepared  statement  of  Kenneth  C.  Plitt  follows:] 

Prepared  Statement  of  Kenneth  C.  Plitt  on  Behalf  of  the  American 
Association  of  Nurse  Anesthetists 

Chairman  Bilirakis,  members  of  the  Subcommittee,  good  morning,  my  name  is 
Ken  Plitt  and  I  am  a  Certified  Registered  Nurse  Anesthetist  (CRNA)  in  Mill  Creek, 
Washington.  I  am  pleased  to  be  testifying  today  on  behalf  of  the  American  Associa- 
tion of  Nurse  Anesthetists  (AANA). 

BACKGROUND  INFORMATION  ABOUT  AANA  AND  CRN  AS 

Before  discussing  our  proposals  for  reform,  I  would  like  to  provide  some  informa- 
tion about  our  association  and  the  CRN  As  it  represents.  The  AANA  is  the  profes- 
sional association  that  represents  over  26,000  practicing  CRN  As;  the  AANA  is  com- 
prised of  more  than  96  percent  of  the  nurse  anesthetists  in  the  U.S. 

Founded  in  1931,  the  American  Association  of  Nurse  Anesthetists  (AANA)  is  the 
professional  association  representing  CRNAs  nationwide.  The  AANA  has  produced 
educational  and  practice  standards,  implemented  a  certification  process  for  nurse 
anesthetists  in  1945,  and  developed  an  accreditation  program  for  nurse  anesthesia 
education  in  1952.  The  AANA  was  a  leader  in  forming  multidisciplinary  councils 
with  public  representation  in  order  to  fulfill  the  professions  autonomous 
credentialing  functions.  The  AANA,  as  a  professional  association,  or  through  its 
credentialing  councils  continues  to  update  educational  and  practice  standards,  posi- 
tion statements,  guidelines,  and  its  accreditation,  certification,  and  recertification 
processes.  The  credentialing  processes  are  broadly  recognized  by  appropriate  public 
and  private  agencies. 
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Today,  CRN  As  administer  more  than  65  percent  of  the  anesthetics  given  to  pa- 
tients each  year  in  the  U.S.  CRN  As  provide  anesthesia  for  all  types  of  surgical 
cases.  CRNAs  are  the  sole  anesthesia  providers  in  85  percent  of  rural  hospitals,  af- 
fording these  medical  facilities  obstetrical,  surgical,  and  trauma  stabilization  capa- 
bilities. They  work  in  every  setting  in  which  anesthesia  is  delivered,  including  hos- 
pital surgical  suites  and  obstetrical  delivery  rooms;  ambulatory  surgical  centers;  and 
the  offices  of  dentists,  podiatrists  and  plastic  surgeons. 

CRNAs  are  professional  registered  nurses,  independently  licensed  to  practice 
nursing  within  the  scope  of  the  nurse  practice  acts  and  other  state  laws  and  regula- 
tions in  each  of  the  50  states.  The  practice  of  anesthesia  is  a  recognized  specialty 
within  both  the  nursing  and  medical  professions.  CRNAs  administer  anesthesia  and 
anesthesia-related  care  in  four  general  categories:  (1)  preanesthetic  preparation  and 
evaluation;  (2)  anesthesia  induction,  maintenance  and  emergence;  (3)  postanesthesia 
care;  and  (4)  peri-anesthetic  and  clinical  support  functions,  such  as  resuscitation 
services,  acute  and  chronic  pain  management,  respiratory  care,  and  the  establish- 
ment of  arterial  lines. 

CRNAs  administer  anesthesia  for  all  types  of  surgical  procedures,  from  the  sim- 
plest to  the  most  complex,  and  as  a  profession,  continue  to  compile  an  enviable  safe- 
ty record.  Based  upon  a  1988  study  by  the  Center  for  Health  Economics  Research, 
nurse  anesthetists  were  regularly  involved  in  the  same  decisionmaking  processes  re- 
lated to  anesthesia  as  were  physician  providers. 

History  of  Nurse  Anesthetists 

Nurses  were  the  first  professional  group  to  provide  anesthesia  services  in  the  U.S. 
Established  in  the  late  1800s  as  the  first  clinical  nursing  specialty,  nurse  anesthesia 
developed  in  response  to  the  growing  need  surgeons  had  for  specially  trained  anes- 
thetists. 

St.  Mary's  Hospital  in  Rochester,  Minnesota  (later  known  as  the  Mayo  Clinic)  was 
established  by  Dr.  William  Worrell  Mayo  in  1889.  Dr.  Mayo,  along  with  Alice 
Magaw,  whom  he  identified  as  the  "mother  of  anesthesia",  were  instrumental  in  set- 
ting up  a  showcase  of  professional  excellence  in  anesthesia  and  surgery.  Both  physi- 


Magaw  documented  the  anesthesia  practice  outcomes  at  St.  Mary's  Hospital  and  re- 
ported them  in  various  medical  journals  between  1899  and  1906.  During  this  period 
of  time,  the  idea  of  formalizing  the  education  of  nurses  for  anesthesia  practice  be- 
came popular. 

World  War  I  increased  the  demand  for  anesthetists  and  as  a  result,  the  training 
of  nurses  for  this  field  escalated.  Existing  nurse  anesthetists  trained  both  physicians 
and  nurses  to  provide  anesthesia  services  at  home  and  abroad.  Nurse  anesthetists 
also  taught  the  provision  of  anesthesia  services  to  physicians  and  nurses  from  allied 
countries  when  serving  with  them.  Many  nurse  anesthetists  received  foreign  decora- 
tions for  their  contributions  during  World  War  I.  While  there  were  some  physicians 
who  had  devoted  their  practices  to  anesthesia,  and  made  significant  contributions 
to  the  war  efforts,  the  formalization  of  physician  education  in  the  field  of  anesthesia 
did  not  become  prevalent  until  after  World  War  II.  Only  seven  anesthesiology 
residencies  for  physicians,  of  at  least  one  year  of  specialty  training,  were  in  exist- 
ence at  the  outbreak  of  World  War  II. 

Nurse  anesthetists  have  been  the  principal  anesthesia  provider  in  combat  areas 
in  every  war  the  United  States  has  been  engaged  in  since  World  War  I.  CRNAs 
have  received  medals  and  accolades  for  their  dedication,  commitment,  and  com- 
petence. In  World  War  II,  there  were  17  nurse  anesthetists  to  every  one  physician 
anesthetist  (anesthesiologist).  In  Vietnam,  the  ratio  of  CRNAs  to  anesthesiologists 
was  approximately  3:1.  During  the  Panama  strike,  only  CRNAs  were  sent  with  the 
fighting  forces.  Several  nurse  anesthetists  have  suffered  combat  wounds  during  war 
time  service,  and  two  were  killed  in  Vietnam  (their  names  are  engraved  on  the  Viet- 
nam Memorial  Wall  in  Washington,  D.C.). 

Nurse  anesthetists  have  been  pioneers  in  anesthesia  for  specialty  surgery,  par- 
ticularly related  to  lung  and  heart  surgery.  They  were  involved  in  the  development 
of  anesthesia  equipment  for  utilizing  certain  anesthesia  techniques. 

CRNAs  were  the  first  specially  nursing  group  to  receive  direct  Medicare  Part  B 
reimbursement  under  the  Omnibus  Budget  Reconciliation  Act  of  1986. 

Education  of  CRNAs 

There  are  currently  91  accredited  nurse  anesthesia  education  programs  in  the 
U.S.,  85  (93%)  of  which  offer  a  master's  degree.  The  remaining  programs  are  modify- 
ing their  curricula  to  meet  the  requirement  for  all  programs  to  offer  master's  de- 
grees beginning  in  1998.  In  addition,  selected  nurse  anesthesia  education  programs 
are  offering  masters  degrees  and  clinical  nursing  doctorate  options  for  CRNAs  pur- 
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suing  graduate  preparation.  Other  programs  are  considering  the  clinical  doctorate 
at  the  entry  level. 

Requirements  for  admission  to  a  nurse  anesthesia  program: 

— A  Bachelor  of  Science  in  Nursing  (BSN)  or  other  appropriate  baccalaureate  de- 
gree; 

— A  license  as  a  registered  nurse; 

— A  minimum  of  one  year  of  critical  care  nursing  experience. 

Once  a  nurse  is  admitted  to  the  program,  nurse  anesthesia  education  programs 
comprise  24-36  months  of  graduate  work  including  both  classroom  and  clinical  expe- 
riences. The  classroom  curriculum  emphasizes  anatomy,  physiology,  pathophy- 
siology, biochemistry,  chemistry,  physics  and  pharmacology  as  they  relate  to  anes- 
thesia. The  primary  clinical  component  provides  experience  with  a  variety  of  anes- 
thesia techniques  and  procedures  for  all  types  of  surgery  and  obstetrics. 

The  most  substantial  difference  between  CRN  As  and  anesthesiologists  is  that 
prior  to  anesthesia  education,  anesthesiologists  receive  medical  education  while 
CRN  As  receive  nursing  education.  However,  the  anesthesia  part  of  the  education  is 
very  similar  for  both  providers.  CRNAs  and  anesthesiologists  are  both  educated  to 
use  the  same  anesthesia  process  in  the  provision  of  anesthesia  and  related  services. 

AANA  MEDICARE  REFORM  PROPOSALS 

Medicare  Reimbursement  Reform 

AANA  is  suggesting  two  items  for  Part  B  reimbursement  reform.  Barriers  cur- 
rently restrict  the  practice  of  CRNAs,  leading  to  unnecessary  increases  in  particular 
and  overall  health  care  costs  in  general.  These  barriers  also  limit  quality  health 
care  services.  CRNAs  are  an  essential  component  because  they  provide  access  to 
high  quality,  cost-effective  anesthesia  services. 

Defer  to  State  Law  on  Supervision  of  CRNAs 

The  current  Medicare  hospital  condition  of  participation  for  anesthesia  services 
and  the  Medicare  ambulatory  surgical  center  condition  of  participation  for  coverage 
for  surgical  services  restrict  CRNA  practice  by  requiring  physician  supervision  of 
CRNAs.  The  requirements  for  physician  supervision  of  CRNAs  in  these  regulations 
should  be  eliminated  and  replaced  with  language  requiring  that  CRNAs  practice  in 
accordance  with  state  law. 

Under  the  Health  Care  Financing  Administration's  (HCFA's)  Medicare  conditions 
of  participation  for  anesthesia  services  and  ambulatory  center  conditions  for  cov- 
erage for  surgical  services,  the  current  regulations  state  that  a  hospital  or  ASC, 
which  furnishes  anesthesia  services  may  only  permit  anesthesia  to  be  administered 
by  a  "qualified  anesthesiologist,  a  doctor  of  medicine  or  osteopathy,  a  dentist,  oral 
surgeon,  or  podiatrist  who  is  qualified  to  administer  anesthesia  under  state  law,  a 
certified  registered  nurse  anesthetist  who  is  under  the  supervision  of  the  operating 
practitioner  or  of  an  anesthesiologist  who  is  immediately  available  if  needed  (empha- 
sis added)  or  by  an  anesthesiologist's  assistant  who  is  under  the  supervision  of  an 
anesthesiologist  who  is  immediately  available  if  needed."  (As  adopted,  51  F.R,  22010 
(June  17,  1986,  effective  September  15,  1986)  and  amended  at  57  F.R.  33878  (July 
31,  1992,  effective  August  31,  1992)). 

Medicare  regulations  require  physician  supervision  of  CRNAs  as  a  condition  for 
hospitals  or  ASCs  to  receive  Medicare  payment,  despite  many  state  laws  allowing 
nurse  anesthetists  to  practice  without  such  supervision.  In  fact,  29  states  have  no 
such  supervision  or  direction  requirement  concerning  nurse  anesthetists  in  nurse 
practice  acts,  board  of  nursing  rules/regulations,  medical  practice  acts,  or  their  ge- 
neric equivalents.  No  state  nurse  practice  act  or  board  of  nursing  regulation  re- 
quires nurse  anesthetists  to  be  supervised  by  an  anesthesiologist.  In  addition,  the 
Joint  Commission  on  Accreditation  of  Healthcare  Organizations  (JCAHO)  does  not 
require  that  CRNAs  be  supervised  by  an  anesthesiologist. 

The  federal  government  should  not  require  physician  supervision  when  so  many 
states  have  determined  that  such  a  requirement  is  unnecessary. 

The  federal  supervision  requirement  creates  several  problems  for  CRNAs.  First, 
some  surgeons  have  been  dissuaded  from  working  with  CRNAs,  believing  they  may 
be  subjecting  themselves  to  liability  for  "supervising"  the  CRNA.  The  principles  gov- 
erning liability  of  a  surgeon  when  working  with  a  CRNA  are  the  same  as  those  gov- 
erning the  liability  of  a  surgeon  when  working  with  an  anesthesiologist.  Whether 
or  not  a  surgeon  will  be  held  liable  when  working  with  a  CRNA  depends  on  the 
facts  of  the  case,  not  on  the  particular  license  of  the  anesthesia  provider. 

St.  Paul  Fire  and  Marine  Insurance  Company  has  been  the  underwriter  for  the 
AANA's  Professional  Liability  Insurance  Program  for  more  than  ten  years.  St.  Paul, 
the  largest  medical  malpractice  underwriter  in  the  U.S.,  bases  their  yearly  profes- 
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sional  insurance  premium  for  CRN  As  on  previous  claim  losses.  For  the  period  1990- 
95,  there  has  been  an  average  annual  decrease  of  6.8%  in  CRNA  professional  liabil- 
ity insurance  premiums  due  to  decreased  claims. 

Second,  the  federal  supervision  requirement  creates  an  inaccurate  perception 
among  some  surgeons  that  they  have  an  obligation  to  direct  or  control  the  sub- 
stantive course  of  the  anesthetic  process.  In  fact,  surgeons  have  no  affirmative  obli- 
gation to  direct  or  control  the  anesthetic  process,  despite  the  existing  federal  re- 
quirement to  "supervise."  Surgeons  are  entitled  to  rely  upon  nurse  anesthetists  as 
anesthesia  experts.  The  federal  supervision  requirement,  however,  sometimes  cre- 
ates unnecessary  confusion  in  this  regard. 

Finally,  the  federal  supervision  requirement  has  an  anticompetitive  effect  since  it 
acts  as  a  possible  disincentive  for  CRN  As  to  be  utilized.  This  is  clearly  a  matter 
which  should  be  left  to  the  states  and  the  language  we  are  suggesting  merely  states 
that  Congress  defer  to  the  states. 

The  Health  Care  Financing  Administration  (HCFA)  began  to  look  at  this  issue  in 
October,  1994  when  it  released  a  draft  regulation  about  hospital  conditions  of  par- 
ticipation which  eliminated  the  current  requirement  that  CRN  As  be  supervised  by 
a  physician  and  defers  to  state  law  instead.  It  is  our  understanding  that  the  issue 
may  be  addressed  in  a  proposed  rule  which  may  be  issued  in  December,  1995;  how- 
ever, given  the  fact  that  tnis  problem  has  been  pending  for  several  years  and  it  is 
unclear  whether  HCFA's  proposed  rule  will  mirror  its  draft  regulation,  we  are  re- 
questing that  Congress  include  this  reform  in  its  Medicare  reforms  this  year. 

Equity  in  Reimbursement  for  Two  Anesthesia  Providers  Working  on  a  Joint  Case 

The  current  Medicare  regulation  on  payment  for  the  services  of  CRNAs  states 
that  if  a  CRNA  and  anesthesiologist  work  together  on  one  case,  the  anesthesiologist 
may  bill  the  case  as  if  he/she  personally  performed  it  and  receive  100  percent  of  the 
Medicare  payment.  Currently,  payment  may  be  made  for  the  nurse  anesthetist  serv- 
ice only  if  documentation  is  submitted  to  and  approved  by  the  carrier  showing  it 
is  medically  necessary  for  the  nurse  anesthetist  to  be  involved  in  the  procedure.  Due 
to  the  stringent  "medical  necessity"  criteria  used  by  many  carriers,  no  Medicare  pay- 
ment is  typically  made  to  the  CRNA  involved  in  such  a  case,  even  if  the  CRNA  was 
the  provider  actually  administering  the  anesthesia  to  the  patient. 

In  practice,  this  means  that  if  the  CRNA  is  working  jointly  on  a  case  with  an  an- 
esthesiologist and  medical  necessity  cannot  be  adequately  proven  to  the  carrier — not 
only  the  CRNA  loses,  but  so  does  the  hospital  which  often  employs  the  CRNA.  This 
serves  as  a  disincentive  to  hospitals  to  employ  CRNAs  who  cannot  balance  bill,  earn 
less  than  anesthesiologists,  can  be  educated  at  less  cost  than  anesthesiologists,  and 
therefore  may  be  better  suited  to  a  managed  care  environment  in  the  long  run. 

This  regulation  should  be  changed  to  reflect  that  both  the  CRNA  and  anesthesiol- 
ogist have  participated  in  the  care  and,  therefore,  each  provider  should  receive  half 
of  the  Medicare  payment.  Specifically,  the  Medicare  payment  to  the  nurse  anes- 
thetist should  be  one-half  of  100  percent  of  the  fee  schedule  amount  otherwise  appli- 
cable if  the  anesthesia  service  was  personally  performed  by  the  anesthesiologist 
alone  and  the  Medicare  payment  to  the  anesthesiologist  should  be  one-half  of  100 
percent  of  the  fee  schedule  amount  otherwise  applicable  if  the  anesthesia  service 
was  personally  performed  by  the  anesthesiologist  alone. 

What  we  are  requesting  is  budget  neutral.  We  are  simply  suggesting  that  if 
CRNAs  are  working  jointly  on  a  single  case  with  anesthesiologists,  CRNAs — or  the 
hospital  which  employs  the  CRNA  (if  employed  by  a  hospital)— -should  be  paid  half 
of  the  fee.  This  will  give  hospitals  added  flexibility. 

Standards  for  Managed  Care 

Finally,  we  suggest  that  in  concert  with  this  Committee's  intention  to  reform  the 
Medicare  program,  especially  the  possibility  of  creating  more  options  for  bene- 
ficiaries under  managed  care  or  within  the  context  of  incremental  health  care  re- 
form, Congress  should  consider  some  basic  standards  of  fair  play  concerning  man- 
aged care  plans  and  providers  generally. 

Revising  our  health  care  delivery  system  to  ensure  consumer  health  care  needs 
are  met  requires  guaranteeing  a  level  playing  field  for  all  health  care  professionals. 
Legislation  that  prohibits  providers  from  arbitrarily  excluding  qualified  health  pro- 
fessionals and  provides  assurances  of  consumer  choice,  access,  and  auality  is  fun- 
damental to  the  success  of  incremental  reform  of  our  health  care  del  ivery  system. 

Managed  care  is  not  coming.  It  is  already  here.  Enrollment  continues  to  grow  at 
a  rapid  rate.  While  the  emphasis  of  managed  care  organizations  has  been  in  the 
areas  of  cost  containment,  significant  problems  have  arisen  regarding  restriction  of 
consumer  choice  of  provider  and  compromised  quality  of  care  delivered.  But  before 
we  go  down  the  managed  care  road  any  further,  it  is  important  for  Congress  to  con- 
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sider  a  few  basic  standards  designed  to  ensure  that  employees  or  consumers  have 
access  to  high  quality  health  care  providers. 

Nondiscrimination  of  health  care  professionals  in  managed  care  plans 

Many  managed  care  plans  arbitrarily  eliminate  entire  classes  of  health  profes- 
sionals solely  based  on  the  type  of  license  or  certification  they  hold.  This  is  particu- 
larly the  case  in  managed  care  plans  where  various  types  of  non-MD  health  profes- 
sionals such  as  CRN  As,  are  unable  to  compete  to  provide  the  same  or  similar  care 
as  MDs.  Decisions  to  include  health  professionals  in  a  managed  care  network  should 
be  based  on  evidence  of  cost  effective,  quality  care,  and  availability  of  health  profes- 
sionals. Legislation  is  needed  to  prohibit  health  plans  from  excluding  health  profes- 
sionals based  on  their  license  or  certification.  Additionally,  legislation  must  require 
that  health  plans  have  a  sufficient  number  and  variety  of  health  professionals  to 
ensure  consumer  access  to  a  full  range  of  necessary  health  care  services.  This  is  par- 
ticularly important  in  rural  and  underserved  areas  where  the  ratio  of  patients  to 
physicians  is  often  dangerously  high. 

CRN  As  are  generally  quite  willing  to  work  with  health  plans  as  price-conscious 
providers.  Unfortunately,  all  too  often  such  cost  savings  are  eliminated  when  there 
are  requirements  that  CRNAs  and  other  non-MDs  work  through  physician  "middle- 
men" employers  or  contractors  who  extract  such  savings  themselves  rather  than 
passing  it  on  to  consumers.  Plan  credentialing  and  facility  privileging  barriers  sig- 
nificantly contribute  to  this  process  because  provider  recognition  is  traditionally  bi- 
ased toward  such  "middle-men." 

As  a  CRNA,  I  know  of  numerous  occasions  where  the  health  plan  refuses  to  even 
entertain  the  inclusion  of  nurse  anesthetists  in  its  plan,  because  the  medical  direc- 
tor is  MD-oriented.  This  is  not  only  true  for  CRNAs  but  for  tens  if  not  hundreds 
of  thousands  of  other  non-physician  providers.  This  inhibits  competition  and  may  in 
fact  keep  some  provider  reimbursement  rates  artificially  higher  than  they  ought  to 
be. 

CRNAs  are  the  sole  anesthesia  providers  in  85  percent  of  rural  hospitals,  allowing 
these  medical  facilities  to  provide  obstetrical,  surgical,  and  trauma  stabilization 
services  which  otherwise  would  not  be  provided.  Delay  of  needed  surgical  and  other 
health  services  has  an  impact  on  health  outcomes  and  increases  total  health  care 
costs.  In  the  absence  of  anesthesia  capabilities  for  rural  hospitals,  many  patients 
would  be  forced  to  travel  great  distances  in  order  to  receive  surgical  services. 

Inability  of  these  essential  providers  to  contract  with  health  plans  often  forces  the 
CRNA  to  bill  the  patient  directly  as  an  out-of-network  provider,  leading  to  hard  feel- 
ings between  the  hospital,  surgeon  or  obstetrician,  anesthetist,  insurer  and  enrollee. 
This  is  in  spite  of  the  fact  that  in  most  cases  the  CRNA  is  willing  to  enter  into  good 
faith  contract  negotiations  with  the  plan. 

Health  plan  policies  have  enormous  implications  for  plan  enrollees  and  the  health 
professionals  who  care  for  them.  These  policies  should  be  based  on  patient  needs 
and  not  merely  plan  profitability.  Well  publicized  standards  for  utilization  review 
practices,  denial  of  care,  and  the  selection  and  elimination  of  health  professionals 
in  health  plan  networks  must  be  evident  and  made  available  to  plan  enrollees  and 
health  professionals. 

What  we  are  suggesting  on  these  issues  is  not  "anti-managed  care"  legislation.  We 
recognize  the  value  of  managed  care  as  a  means  of  controlling  costs  while  providing 
necessary  care.  During  the  last  Congress,  our  association  along  with  other  non-phy- 
sician provider  groups  worked  with  representatives  of  the  managed  care  industry 
to  negotiate  a  compromise  approach  to  preventing  arbitrary  discrimination  against 
health  professionals  based  solely  on  their  license  or  certification.  This  approach, 
supported  by  non-MD  health  professionals  and  managed  care  organizations,  was  in- 
cluded in  many  of  the  major  health  care  reform  bills. 

Congress  ought  to  take  a  cue  from  the  states  on  this  issue.  If  the  states  have  rec- 
ognized the  value  of  various  non-MD  health  professionals  to  provide  quality  care  by 
virtue  of  then  licensure  and  scope  of  practice,  then  doesn't  it  make  sense  that  man- 
aged care  plans  ought  to  come  to  the  same  conclusion?  No  health  professional 
should  be  excluded  from  a  plan  solely  on  the  basis  of  the  type  of  licensure  or  certifi- 
cation he  or  she  possesses,  so  long  as  he  or  she  is  qualified  to  perform  those  services 
designated  by  the  states. 

What  we  are  suggesting  is  not  "any  willing  provider"  language.  It  does  not  require 
a  health  plan  to  enter  into  a  contract  with  every  individual  practitioner,  but  rather 
would  require  the  plan  to  have  representatives  of  a  variety  of  health  professions  in 
its  network.  Health  plans  would  maintain  the  discretion  to  contract  selectively  on 
the  basis  of  an  individual  health  professional's  reputation,  professional  qualifica- 
tions, or  other  appropriate  factors  while  being  prevented  from  refusing  to  contract 
with  entire  health  professions  who  are  otherwise  licensed  by  the  state. 
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Furthermore,  the  basic  provisions  we  suggest  will  not  prevent  health  plans  from 
managing  costs.  If  a  plan  already  includes  a  sufficient  number  and  type  of  a  health 
professional  (geograpnic  saturation)  the  plan  may  then  exclude  any  additional  appli- 
cants. 

Although  historically,  managed  care  utilized  some  types  of  non-MD  health  profes- 
sionals, many  non-MDs  are  now  being  excluded  from  the  managed  care  networks 
based  on  the  type  of  license  or  certification  that  they  hold.  This  is  especially  true 
for  health  plans  that  have  a  "MD-only"  policy,  or  requires  MD  supervision  of  serv- 
ices that  non-MDs  can  provide  independently  based  on  their  education  and  training. 
Because  of  these  discriminatory  policies,  non-MDs  are  many  times  not  permitted  to 
affiliate  with  health  plans  or  enter  into  contract  negotiations  despite  lower  costs  and 
availability. 

Health  Plan  Capacity  Requirement 

A  health  plan  should  have  the  appropriate  capacity  to  provide  adequate  services 
in  a  practitioner's  area.  Health  plans  should  be  required  to  offer  a  range  of  health 
professionals,  specialties  and  practice  settings  provides  assurances  that  health  plans 
can  accommodate  the  access  and  specialty  needs  of  consumers  throughout  the  entire 
designated  service  area,  and  that  consumers  will  maintain  the  freedom  to  choose  be- 
tween two  or  more  types  of  health  professionals  who  are  credentialed  to  provide  the 
same  service  in  alternative  practice  settings,  or  that  hospitals  might  nave  more 
flexibility  in  choosing  with  whom  they  decide  to  contract. 

Non-MD  health  professionals  are  particularly  important  in  meeting  the  accessibil- 
ity needs  of  consumers  in  rural  and  underserved  areas.  In  many  situations,  these 
are  often  the  only  qualified  health  professionals  available  to  provide  care. 

Due  Process  Provisions 

Finally,  we  suggest  that  if  a  health  care  plan  denies  a  claim  or  permission  for 
a  consumer  to  receive  care,  it's  only  fair  that  the  plan  offers  an  explanation.  In  addi- 
tion, if  the  plan  decides  to  eliminate  the  employee's  health  care  provider  from  the 
network,  that  too  deserves  an  explanation — -both  to  the  individual  as  well  as  the 
health  care  professional.  Full  disclosure  is  only  fair,  especially  to  those  who  are  pay- 
ing the  bills — employers  and  their  employees. 

Thank  you  for  the  opportunity  to  testify.  I  look  forward  to  responding  to  your 
questions. 

Mr.  Burr.  Thank  you,  Mr.  Plitt.  Dr.  Humphrey. 

STATEMENT  OF  FREDERICK  J.  HUMPHREY,  II 

Mr.  Humphrey.  Thank  you,  Mr.  Chairman  and  members  of  the 
House  Subcommittee  on  Health  and  Environment.  My  name  is 
Fred  Humphrey.  Fm  the  Dean  of  the  University  of  Medicine  and 
Dentistry  in  New  Jersey's  School  of  Osteopathic  Medicine.  Fm  also 
Chairman  of  the  Board  of  Governors,  the  American  Association  of 
Colleges  of  Osteopathic  Medicine. 

I  am  here  today  to  summarize  the  recommendations  that  we've 
made  in  the  full  written  statements  that  we  have  submitted  on  be- 
half of  the  16  Colleges  of  Osteopathic  Medicine  that  are  members 
of  the  AACOM.  I  also  wish  to  note  that  our  testimony  and  our  rec- 
ommendations have  the  full  support  of  the  American  Osteopathic 
Association,  as  well  as  the  American  Osteopathic  Health  Care  As- 
sociation, which  is  the  Osteopathic  Hospital  Association. 

AACOM  supports  all  congressional  initiatives  that  both  assure 
the  provision  of  the  best  health  care  and  a  cost-effective  delivery 
system  and  that  maintain  the  capacity  to  educate  outstanding 
practitioners  to  provide  the  cost-effective  services  at  a  level  of  qual- 
ity that  the  American  public  expects  and  deserves. 

We  recognize  the  responsibility  of  the  subcommittee  to  examine 
the  Medicare  program  and  GME  with  an  eye  toward  increasing  fis- 
cal responsibility.  We  feel,  though,  that  Congress  must  also  develop 
a  reasonable  health  care  work  force  policy  while  achieving  actual 
dollar  savings. 
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We  believe  that  the  recommendations  we're  giving  are  entirely 
consistent  with  these  objectives,  as  well  as  with  the  recommenda- 
tions of  the  Council  on  Graduate  Medical  Education,  or  COGME, 
in  its  recently  released  Seventh  Report. 

We  feel  that  GME  funding  through  Medicare  can  be  modified  to 
produce  significant  savings  to  the  Federal  Government,  while  en- 
hancing the  physician  work  force's  capacity  to  meet  the  primary 
care  needs  of  our  citizens.  Primary  care  has  always  been  the  cen- 
terpiece of  osteopathic  medical  education.  At  this  point,  over  60 
percent  of  the  osteopathic  physicians  in  practice  are  in  primary 
care  fields.  Similarly,  AACOM  member  schools  have  a  long  history 
of  dedication  to  training  primary  care  physicians  to  work  in  Ameri- 
ca's smaller  communities,  where  are  numbers  are  greatly  over-rep- 
resented. 

In  terms  of  our  recommendations,  first,  we  urge  that  graduate 
medical  education  providers  be  paid  direct  medical  education, 
DME,  and  indirect  medical  education,  IME,  payments  for  all  resi- 
dents who  are  graduates  of  U.S.  medical  schools.  In  addition,  we 
feel  that  DME  and  IME  payments  for  international  medical  grad- 
uates should  be  gradually  reduced  to  25  percent  of  the  1994  levels. 

Second,  we  recommend  that  the  current  funding  criteria,  which 
allow  for  consortia,  should  be  maintained  in  order  to  further  en- 
courage the  participation  of  programs  in  consortia  of  educational 
programs.  Osteopathic  teaching  hospitals  are  typically  smaller, 
community-oriented  facilities  that  are  frequently  joined  with  col- 
leges of  osteopathic  medicine,  forming  consortia,  which  increase  the 
availability  of  graduate  medical  education  for  training  in  primary 
care  specialties,  particularly  in  family  medicine,  internal  medicine, 
pediatrics,  and  OB-GYN.  We  believe  that  the  formula  for  reim- 
bursement should  be  maintained  to  recognize  these  consortia. 

Third,  we  feel  that  primary  care  training  payments  should  be  up- 
weighted  to  125  percent  to  provide  incentives  for  physicians  to 
train  as  generalists  and  to  lower  the  increased  cost  of  primary  care 
training.  Correspondingly,  we  feel  that  DME  and  IME  should  be 
down-weighted  to  75  percent  for  non-generalists  positions. 

Primary  care  physicians  provide  services  that  most  effectively 
meet  the  public's  needs  generally  and  Medicare  beneficiary  needs 
specifically.  Both  generalist  and  non-generalist  positions  should  be 
down-weighted  to  50  percent  for  DME  and  IME  after  the  lesser  of 
5  years  or  initial  board  certification.  The  net  effect  of  these  changes 
should  be  significant  savings  in  GME  expenditures. 

Fourth,  we  feel  that  the  DME  and  IME  components  of  the  aver- 
age adjusted  per  capita  cost  should  be  removed  from  Medicare  capi- 
tation rates  and  that  these  GME  funds  should  be  used  specifically 
for  GME  purposes.  This  is  important  because  Medicare  GME  funds 
are  factored  into  these  capitation  payments  which  go  to  HMO  con- 
tractors whether  they  have  teaching  programs  or  not. 

Fifth,  we  recommend  that  direct  medical  education  payments  be 
made  without  reference  to  a  base  year.  The  direct  medical  expense 
base  year  of  1984  is  becoming  increasingly  outdated  and  inappro- 
priate, especially  for  osteopathic  graduate  medical  education  pro- 
grams. We  suggest  that  in  place  of  the  base  formula,  per  resident 
amounts  be  adjusted  on  an  adjusted  national  average  per  resident 
cost. 


472 

Finally,  the  trend  in  many  cases  is  to  make  increasing  use  of  am- 
bulatory care  settings  for  teaching  purposes.  While  all  specialties 
could  benefit  from  education  ambulatory  settings,  it's  critical  for 
primary  care  disciplines  that  reimbursement  for  this  training  be  in- 
creased to  recognize  the  higher  cost  of  ambulatory  education. 

Thank  you  very  much. 

[The  prepared  statement  of  Frederick  J.  Humphrey,  II  follows:] 

Prepared  Statement  of  Frederick  J.  Humphrey,  II,  D.O.,  Chairman,  Board  of 
Governors,  American  Association  of  Colleges  of  Osteopathic  Medicine 

Mr.  Chairman  and  Members  of  the  House  Subcommittee  on  Health  and  the  Envi- 
ronment, my  name  is  Frederick  J.  Humphrey,  II,  D.O.  and  I  am  Dean  of  the  Univer- 
sity of  Medicine  and  Dentistry  of  New  Jersey — School  of  Osteopathic  Medicine  and 
Chairman  of  the  Board  of  Governors  of  the  American  Association  of  Colleges  of  Os- 
teopathic Medicine  (AACOM).  On  behalf  of  the  sixteen  Colleges  of  Osteopathic  Medi- 
cine that  are  members  of  AACOM,  I  would  like  to  take  this  opportunity  to  present 
our  views  regarding  Medicare  funding  of  graduate  medical  education  (GME). 

AACOM  supports  all  Congressional  imtiatives  that  both  assure  the  provision  of 
the  best  health  care  in  a  cost-effective  delivery  system  and  that  maintain  the  capac- 
ity to  educate  outstanding  practitioners  to  provide  these  cost-effective  services  at  a 
level  of  quality  that  the  American  public  expects  and  deserves.  We  recognize  the  re- 
sponsibility of  the  Subcommittee  to  examine  the  Medicare  program  and  GME  with 
an  eye  toward  increasing  fiscal  responsibility  while  maintaining  their  effectiveness 
in  meeting  the  health  care  needs  of  all  Americans.  Congress  needs  to  be  concerned 
about  developing  a  reasonable  health  care  workforce  policy  and  at  the  same  time 
achieving  dollar  savings.  Mr.  Chairman,  policies  affecting  nealth  care  delivery  and 
payment  should  reflect  the  unique  characteristics  of  osteopathic  teaching  health 
care  facilities  and  physicians  so  that  their  fundamental  mission  can  be  preserved. 
We  believe  that  our  recommendations  are  entirely  consistent  with  these  objectives, 
and  with  the  recommendations  of  the  Council  on  Graduate  Medical  Education 
(COGME)  in  its  recently  released  Seventh  Report. 

GME  funding  through  Medicare  can  be  modified  to  produce  significant  savings  to 
the  federal  government  while  enhancing  the  physician  workforce  s  capacity  to  meet 
the  primary  care  needs  of  our  citizens.  Primary  care  has  always  been  the  center- 
piece of  osteopathic  medical  education.  Indeed  more  than  60%  of  osteopathic  physi- 
cians practice  in  primary  care  fields.  Similarly,  AACOM  member  schools  have  a  long 
history  of  dedication  to  training  primary  care  physicians  to  work  in  America  s  small- 
er communities.  Throughout  the  continuum  of  an  osteopathic  medical  student's  edu- 
cation, both  undergraduate  and  graduate,  the  principles  of  osteopathic  medical  prac- 
tice and  primary  care  are  imparted  and  reinforced.  Accordingly,  AACOM  believes 
that  this  Subcommittee  and  the  Congress  should  seriously  consider  the  following 
recommendations : 

First,  consistent  with  the  Council  on  Graduate  Medical  Education's  (COGME)  rec- 
ommendation, we  urge  that  graduate  medical  education  providers  be  paid  Direct 
Medical  Education  (DME)  and  Indirect  Medical  Education  (IME)  payments  for  all 
residents  who  are  graduates  of  U.S.  medical  schools.  In  addition,  DME  and  IME 
payments  for  International  Medical  Graduates  should  be  gradually  reduced  to  25% 
of  the  1994  levels.  We  are  aware  that  the  quality  of  American  medicine  is  such  to 
attract  physicians  from  other  countries  to  learn  and  disseminate  our  practices.  How- 
ever, public  support  for  such  training  should  be  separated  and  distinctly  recognized 
as  part  of  our  country  s  humanitarian  commitment  to  other  nations,  and  support 
for  graduate  medical  positions  for  IMGs  should  not  be  at  the  expense  of  U.S.  medi- 
cal school  graduates  (D.O.  or  M.D.). 

Second,  AACOM  recommends  that  the  current  funding  criteria  should  be  main- 
tained that  encourages  the  participation  of  programs  in  consortia  of  educational  pro- 
grams. Osteopathic  teaching  hospitals  are  typically  smaller,  community-oriented  fa- 
cilities frequently  joined  with  colleges  of  osteopathic  medicine  to  form  consortia 
which  serve  to  increase  the  availability  of  graduate  medical  education  for  training 
in  family  medicine,  internal  medicine  and  other  specialties  within  the  profession. 
We  believe  that  the  formula  for  reimbursement  recognizing  these  consortia  should 
be  maintained  and  funded  appropriately. 

Third,  primary  care  training  payments  should  be  upweighted  to  125%  to  provide 
incentives  for  physicians  to  train  as  generalists  and  to  lower  the  increased  cost  of 
primary  care  training.  Correspondingly,  DME  and  IME  should  be  downweighted  to 
75%  for  non-generalist  positions.  Primary  care  physicians  provide  services  that  most 
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effectively  meet  the  public  s  needs  generally  and  Medicare  beneficiaries  needs  spe- 
cifically. Both  generalist  and  non-generalist  positions  should  be  downweighted  at 
50%  for  DME  and  I  ME  after  the  lesser  of  five  years  or  initial  board  certification. 
The  net  effect  of  these  changes  should  be  significant  savings  in  GME  expenditures. 

Fourth,  the  DME  and  IME  components  of  the  Average  Adjusted  Per  Capita  Cost 
(AAPCC)  should  be  removed  from  Medicare  capitation  rates  and  these  GME  funds 
used  specifically  for  GME  purposes.  Currently,  Medicare  GME  funds  are  factored 
into  AAPCC  payments  which  go  to  HMO  contractors  whether  they  have  teaching 
programs  or  not. 

Fifth,  we  recommend  that  Direct  Medical  Education  payments  be  made  without 
reference  to  a  base  year.  The  DME  base  year  of  1984  is  becoming  increasingly  out- 
dated and  inappropriate  especially  for  osteopathic  graduate  medical  education  pro- 
grams. There  is  great  variation  of  DME  payments  around  the  country.  Osteopathic 
medicine  has  traditionally  been  at  the  lower  end  of  that  curve  and  allopathic  medi- 
cine had  been  at  the  upper  end.  In  1984,  osteopathic  graduate  medical  training  sites 
utilized  large  numbers  of  volunteer  educators.  That  number  has  decreased  signifi- 
cantly in  the  last  eleven  years  with  many  volunteers  being  replaced  by  paid  faculty. 
Accordingly,  costs  associated  with  osteopathic  GME  have  risen.  We,  therefore,  sug- 
gest that  in  place  of  the  base  year  formula  per  resident  amounts  be  based  on  an 
adjusted  national  average  of  per  resident  costs, 

Finally,  the  trend  in  many  cases  is  to  make  increasing  use  of  ambulatory  care  set- 
tings for  teaching  purposes.  While  all  specialities  could  benefit  from  education  in 
ambulatory  settings,  it  is  critical  for  the  primary  care  disciplines,  namely,  family 
medicine,  general  internal  medicine  and  pediatrics  that  reimbursements  for  this 
training  be  increased  to  recognize  the  higher  cost  of  ambulatory  education.  To  en- 
courage ambulatory  care  training,  GME  payments  should  be  made  for  primary  care 
physicians  resident  time  spent  in  walk-in  clinics,  physicians  offices,  group  practices, 
community  health  centers,  and  managed  care  facilities. 

We  also  recommend  that  special  reimbursement  be  provided  to  clinical  settings 
which  are  used  for  the  education  of  undergraduate  medical  students.  Osteopathic 
medical  schools  have  relied  heavily  on  the  use  of  volunteer  primary  care  practition- 
ers to  provide  community-based  ambulatory  training  experiences  for  our  students 
although,  as  indicated  above,  the  numbers  of  these  volunteers  have  dropped.  This 
emphasis  on  community-based,  ambulatory  clinical  education  has  played  a  major 
role  in  maintaining  our  students  interests  and  competencies  in  primary  care.  The 
dedication  of  our  volunteer  primary  care  faculty  preceptors  to  the  osteopathic  medi- 
cal education  process  will  be  in  danger  of  contracting  even  further  as  health  care 
reform  encourages  practitioners  to  enter  the  managed  care  sector. 

Health  maintenance  organizations  and  similar  managed  care  arrangements  have 
not  shown  a  great  interest  in  undergraduate  medical  education  because  it  would  re- 
duce the  number  of  patients  that  a  preceptor  could  see  during  a  working  day.  Iron- 
ically, just  as  the  nation  has  begun  to  recognize  the  value  of  community-based  medi- 
cal education  (which  has  always  been  at  the  heart  of  osteopathic  medical  education), 
the  economic  forces  generated  by  reform  may  be  a  barrier  to  community-based  par- 
ticipation in  undergraduate  medical  education.  As  more  and  more  attention  is  paid 
to  the  bottom  line,  colleges  will  be  forced  to  utilize  hospitals  and  tertiary  care  cen- 
ters for  almost  all  of  their  clinical  education,  losing  the  benefits  of  ambulatory  train- 
ing; or,  the  costs  of  that  education  would  substantially  increase  as  a  significant 
number  of  primary  care  preceptors  drop  out  of  the  volunteer  faculty  network. 

With  the  above  concerns  in  mind,  AACOM  recommends  that  special  funding  be 
established  for  undergraduate  training  in  ambulatory  care  settings  when  the  GME 
reimbursement  formulas  are  restructured:  For  example,  creation  of  an  all-payor  pool 
for  training  programs  that  foster  primary  care. 

Mr.  Chairman,  AACOM  believes  that  these  recommendations  will  generate  sig- 
nificant savings  while  targeting  taxpayer  funds  to  train  primary  care  physicians  in 
both  hospital  and  non-hospital  settings.  Thank  you  for  your  consideration  and 
AACOM  looks  forward  to  working  with  the  Subcommittee  to  achieve  these  objec- 
tives. 

Mr.  Burr.  Thank  you,  Dr.  Humphrey.  The  Chair  would  remind 
all  of  you  that  even  though  we  were  held  to  a  5-minute  statement, 
that  your  complete  testimony  will  be  listed  in  the  record. 

The  Chair  would  recognize  himself  at  this  time.  Let  me  turn  to 
you,  Mr.  Plitt,  if  I  could,  because  in  reading  your  testimony,  the 
AANA  is  really  talking  about  legislative  changes  in  Medicare  with 
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regard  to  the  medical  supervision  of  CRNAs.  I  guess  my  question 
is  have  you  discussed  these  changes  with  HCFA  recently. 

Mr.  Plitt.  Yes,  we  have.  In  fact,  we  are  hopeful  that  HCFA,  in 
their  ability  to  change  the  regulations,  would  move  forward  on 
their  own.  When  we  worked  with  them  last  year  on  our  proposed 
legislation  that  contained  some  of  these  features,  they  were  sup- 
portive and  some  of  the  proposed  regulations  that  we  believe  will 
come  forward  from  them  do  contain  these  ideas. 

However,  we  are  asking  for  congressional  support  to  move  that 
process  forward.  Our  understanding  is  that  HCFA  does  not  oppose 
the  proposals  we're  making. 

Mr.  Burr.  In  fact,  HCFA  has  the  authority  to  make  those 
changes  on  their  own. 

Mr.  Plitt.  Yes. 

Mr.  Burr.  But  your  preference  is  to  allow  HCFA  to  do  that  or 
for  us  to  try  to  legislatively  address  it? 

Mr.  Plitt.  We  would  definitely  appreciate  a  congressional  urging 
in  any  form  that  it  takes. 

Mr.  Burr.  You'll  find  that  this  member  has  very  little  impact  on 
what  HCFA  does  or  influence  with  them.  Let  me  ask  you,  if  I  can. 
Since,  in  your  testimony,  you  do  talk  about  HCFA,  can  we  do  a  bet- 
ter job  of  supplying  health  care  to  seniors  in  this  country  than  we 
currently  do  under  the  existing  system? 

Mr.  Plitt.  Well,  in  terms  of  the  accessibility-  

Mr.  Burr.  Accessibility,  quality  of  care,  cost  of  services.  Can  we 
do  better? 

Mr.  Plitt.  I  think  we  can  always  strive  toward  being  better. 
That's  our  profession's  goal  and  I'm  sure  the  others  at  the  panel 
and  their  respective  groups  are  doing  the  same. 

Mr.  Burr.  How  have  you  found  HCFA  to  respond  to  things  that 
specifically  your  segment  identifies  as  new  ways  to  increase  quality 
of  care,  access,  and  to  control  costs? 

Mr.  Plitt.  I  think  that  for  the  most  part,  they've  been  receptive 
to  our — and  have  been  accessible  to  us  to  meet  with  them.  We 
would  obviously  like  to  see  the  system  streamlined  to  allow  them 
to  react  a  little  more  efficiently. 

Mr.  Burr.  Thank  you.  Dr.  LeBow,  I  wanted  to  get  into  HCFA 
with  you,  also,  if  I  could,  because  we  really  haven't  had  a  lot  of  tes- 
timony from  people  in  the  rural  parts  of  America.  It's  a  great  con- 
cern to  many  of  us  who  have  rural  districts. 

How  do  you  find  our  current  system  and  if  there  was  one  priority 
for  us  to  look  at  as  we  examine  how  to  change  Medicare,  what 
would  it  be? 

Mr.  LeBow.  Our  current  system  has  lots  of  holes  in  it.  The  per- 
haps good  part  is  that  people  do  have  their  choice  of  going  to  a  doc- 
tor, but  they've  got  to  find  one  that  will  take  them.  I  think  this  is 
a  big  problem  in  rural  areas  is  finding  enough  doctors  or  other  pro- 
viders, like  physician  assistants  or  nurse  practitioners,  who  are 
just  there.  It's  just  a  question  of  having  enough  warm  bodies  who 
can  take  care  of  the  elderly  folks  in  rural  areas. 

Mr.  Burr.  So  options  not  a  concern  in  the  rural  areas?  It's  ac- 
cess. 
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Mr.  LeBow.  Access  is  the  first  concern,  I  think.  Then  options  are 
less  of  a  concern  because  some  rural  areas  have  an  option  of  not 
having  any  care  at  ail  or  not  having  emergency  care. 

Another  thing  that  Medicare  falls  far  short  on,  which  I  see  every 
day,  is  providing  drugs  for  senior  citizens.  Many  of  them  are  very 
poor,  with  barely  marginal  incomes,  and  in  order  for  them  to  afford 
to  be  able  to  get  the  treatment  we  prescribe  for  them,  they  can't 
get  it. 

Mr.  Burr.  Let  me  go  to  one  specific  area  that  you  mentioned, 
and  that  was  the  need  for  primary  care  and  prevention,  because  I 
believe,  in  fact,  you  have  hit  on  a  key. 

But  I  find  that  our  current  system  really  is  deficient  there.  Do 
you  come  to  the  same  conclusion  or  do  you  have  any  comments  on 
how  we  currently — what  we  currently  provide  as  far  as  prevention? 

Mr.  LeBow.  Well,  Medicare  was  terrible  until  just  recently.  Med- 
icare provided  almost  no  preventive  care  until  just  recently.  And 
now  there  are  a  few  procedures  that  are  covered  by  Medicare,  but 
the  general  concept  of  prevention  and  public  health  have  not  been 
melded  into  Medicare.  We're  still  fixing  things  in  a  very  expensive 
way  rather  than  trying  to  prevent  them  so  that  these  things  don't 
happen. 

It's  very  deficient.  I  think  that  we  could  design  a  Medicare  pro- 
gram that  integrated  prevention  and  would  save  a  lot  of  money. 

Mr.  Burr.  Great.  Thank  you.  Dr.  Nelson,  let  me  just  ask  you  to 
clarify  one  thing  in  your  conclusion,  and  I  will  read  it  for  you.  "Tax- 
payers have  a  responsibility  to  accept  changes  in  the  tax  code  that 
would  raise  revenue."  Do  I  interpret  that  correctly  to  mean  we  need 
to  have  tax  increases  to  fund  Medicare? 

Mr.  Nelson.  No,  not  necessarily.  But  it  may  be  that  changes 
that  would  limit  the  deductibility  of  the  amount  so  that  people  who 
are  purchasing  much  more  elaborate  health  insurance,  their  em- 
ployers are  purchasing  much  more  elaborate  health  insurance  than 
they  need. 

Mr.  Burr.  Let  me  read  the  completion  of  that  sentence.  "And  in- 
duce positive  incentives  into  the  health  care  system."  Now,  let  me 
just  ask  you.  Is  eliminating  the  deductibility,  in  your  mind,  an  in- 
ducement, a  positive  inducement  for  the  health  care  system? 

Mr.  Nelson.  Limiting  the  deductibility  to  what  would  be  an  ac- 
ceptable benefit  package  and  eliminating  the  deductibility  of  that 
increment  that  buys  the  Cadillac  portion  above  that  seems  to  me 
to  make  sense  from  two  angles.  One  would  be  to  increase  the  reve- 
nues that  are  available,  because  that  loophole  would  be  closed,  and 
the  second  is  that  it  would  probably  lead  to  more  prudent  purchase 
of  an  adequate  insurance  package,  but  without  some  of  the  bells 
and  whistles  that  might  be  excessive. 

Mr.  Burr.  Good.  The  Chair's  time  has  expired.  At  this  time,  the 
Chair  would  recognize  Mr.  Klug. 

Mr.  KLUG.  Thank  you,  Mr.  Chairman.  I  want  to  go  back  to  one 
of  Dr.  Humphrey's  recommendations  about  differential  payments, 
whether  you're  a  specialist  or  a  generalist  in  medical  school.  And 
I  guess  this  is  a  two-part  question.  Let  me  ask  you  one  question 
at  a  time. 

Aren't  more  folks  opting  for  primary  care  at  this  point  simply  be- 
cause of  the  demands  of  the  marketplace?  I  mean,  if  you  come  out 
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of  the  University  of  Wisconsin  Medical  School  in  Madison,  you  have 
a  lot  easier  time  these  days  if  you're  a  primary  care  physician  than 
you  do  as  a  specialist  in  many  areas. 

So  is  this  price  differential  really  going  to  make  any  difference 
in  the  move  to  more  primary  care  physicians? 

Mr.  Humphrey.  In  my  opinion,  it  would.  I  think  you're  right.  I 
think  students  are  well  aware  of  what's  happening  in  terms  of 
health  care  reform  and  more  are  opting  to  go  into  primary  care. 
But  if  you  look  at  the  percents,  we're  still  not  going  to  get  to  the 
national  levels  that  everyone  is  indicating  are  necessary,  and  only 
55  percent  of  graduates  are  going  to  go  into  practice  in  primary 
care,  actual  practice. 

And  so  it  is  our  feeling  that  this  differential  will  go  a  long  way 
to  help  ensure  that  we  actually  achieve  that  goal. 

Mr.  Klug.  Let  me  back  up.  Part  of  the  problem,  it  seems  to  me, 
oftentimes  with  folks  deciding  to  go  into  specialties  is  they  get 
pulled  in  simply  because  of  the  way  NIH  distributes  money  to  do 
research,  which  tends  to  make  folks  that  teach  in  medical  schools 
and  even  more  so  in  teaching  hospitals  more  inclined  to  become 
subspecialists. 

I  guess  my  question  is  if  the  market  is  leading  it  and  you  get  this 
countervailing  force  of  Federal  grant  money  to  do  research,  which 
is  going  to  be  much  more  than  a  small  incremental  change,  I  still 
find  it  hard  to  believe  it  will  really  make  a  difference  otherwise. 
Convince  me. 

Mr.  Humphrey.  You're  talking  about  whether  changing  the  per- 
cent support  will  do  it.  I  think  that  research  is  obviously  necessary. 
I  think  we  need  to  continue  to  do  that.  I  think  academic  health  cen- 
ters certainly  have  a  very  important  role  to  play  in  medicine.  I 
think  the  issue  is  globally  how  do  we  shift  the  balance  from  what 
we  have  now,  which  is  weighted  60-70  percent  specialist  to  gener- 
alists,  how  do  we  shift  it  completely  so  that  we  have  a  majority  of 
our  people  going  into  primary  care  practice. 

The  numbers  that  you're  referring  to,  the  changes  that  you're  re- 
ferring to  are  dramatic,  but  they're  in  the  range  of  30  percent, 
maybe  40  percent.  And,  by  the  way,  it's  still  too  soon  to  say  what 
that  will  actually  mean  in  terms  of  practice  because  when  statistics 
are  reported,  they're  including  people,  say,  going  into  general  inter- 
nal medicine. 

Well,  historically,  50  to  70  percent  of  those  going  into  general  in- 
ternal medicine  have  gone  into  subspecialties,  because  you've  got  to 
enter  the  subspecialty  through  a  generalist  program. 

So  my  point  would  be  that  the  percent  going  in,  although  a  sig- 
nificant change  that  everyone  is  very  happy  about,  still  falls  short 
of  the  mark,  plus  it's  not  definite  that  those  people  will  ultimately 
go  and  practice  in  primary  care.  So  I  do  feel  that  this  shift  is  im- 
portant. 

Mr.  Klug.  Dr.  LeBow,  let  me  follow  up.  So  let's  assume  that  Dr. 
Humphrey's  decisionmakes  a  difference  and  the  culture  changes 
makes  a  difference  in  people's  decisions  to  go  into  primary  care. 
What  can  we  do  here  to  make  sure  they  end  up  practicing  in  rural 
Idaho  or  rural  Wisconsin? 

Mr.  LeBow.  I  think  I  mentioned  some  of  the  things  in  what  I 
covered  here,  but  I  think  it's  treating  rural  providers  equally  or 
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more  than  equally,  actually,  to  keep  them  at  the  same  level  as 
their  counterparts  in  urban  areas. 

You've  got  to  provide  enough  of  a  support  system  for  them  to 
want  to  stay  in  their  communities.  Obviously,  Medicare  is  key  in 
this  because  Medicare  is  much  more  important  percent- wise  to 
rural  communities  than  it  is  in  other  communities  because  of  the 
population. 

I  think  youVe  got  to  provide  them  with  enough  colleagues  there, 
enough  backup,  enough  people  to  talk  to,  to  refer  to.  It's  a  whole 
system  which  actually  can  be  very  much  incentivized  by  what  Med- 
icare can  do  in  terms  of  its  funding. 

Mr.  Klug.  One  of  the  problems  we've  had  in  my  area  around 
Madison  is  that  the  city  itself  has  a  number  of  very  successful 
HMO  and  managed  care  plans,  as  well  as  the  university,  and  if  you 
go  just  a  few  miles  out  of  town,  you  suddenly  end  up  with  a  dif- 
ferent reimbursement  rate.  Actually,  in  rural  areas,  people  get  paid 
much  less,  but  they're  the  hardest  people  to  get  into  the  rural 
areas. 

How  would  you  suggest  we  change  that?  Do  you  make  them 
equal  or  do  you  actually  kick  more  money  to  the  rural  areas? 

Mr.  LeBow.  I  think  you've  got  to  kick  more  money  to  the  rural 
areas.  I  think  just  making  it  equal — there  are  enough  negative  in- 
centives, for  example,  there  are  only  a  few  providers  in  a  rural  area 
that  have  got  to  take  call  much  more  often,  for  example.  I  think 
you've  got  to  kick  more  money  into  it. 

I  think  you've  also  got  to,  as  I  mentioned,  provide  enough  money 
for  rural  areas  to  compete  on  a  level  playing  field.  When  we're  talk- 
ing about  how  things  are  changing  with  managed  care,  you've  got 
to  allow  rural  areas  to  develop  their  networks  and  give  them  sup- 
port in  doing  that. 

Mr.  Klug.  Thank  you  very  much.  My  time  has  expired,  Mr. 
Chairman. 

Mr.  Burr.  Thank  the  gentleman.  The  Chair  would  recognize  Dr. 
Coburn. 

Mr.  Coburn.  Thank  you,  Mr.  Chairman.  Dr.  Nelson,  I  just  want- 
ed to  comment  that  I  find  your  statement  on  taking  the  Cadillac 
out  very  right  on.  If  we're  going  to  change  the  incentives  on  health 
care,  that's  one  of  the  things  we  have  to  do. 

I'm  interested.  We've  had  testimony  before  this  committee  that 
there's  15  different  subspecialties  that  we  could  graduate  nobody 
from  for  the  next  15  years  and  never  feel  a  change  in  this  country. 
Are  the  economic  incentives  that  are  getting  ready  to  happen  in 
this  country  and  are  happening  that  we're  seeing  in  terms  of  Cali- 
fornia and  exclusion  of  subspecialists  from  groups  and  the  migra- 
tion of  them  to  other  areas,  will  not  economics  fix  this  problem  as 
far  as  relocation  of  physicians?  Does  anybody  want  to  answer  that? 

Mr.  Nelson.  We  have  done  a  study  on  the  role  of  subspecialists 
and  the  proportion  of  work  force  that  has  not  been  properly  finding 
its  way  into  primary  care  and  what  the  reasons  for  that  are.  Of 
course,  there  are  a  variety  of  reasons.  Traditionally,  the  primary 
care  physicians  "don't  get  no  respect."  The  payment  levels  have 
been  lower.  The  education  process  itself  has  seemed  to  divert  many 
of  them  into  highly  specialized  fields,  for  a  variety  of  reasons.  So 
we  have  a  series  of  recommendations  to  try  and  correct  that. 
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One  of  the  things  that  we  need  to  recognize,  however,  is  that 
many  subspecialists  in  internal  medicine  also  do  a  lot  of  primary 
care.  I'm  an  endocrinologist,  but  I  provide  the  full  range  of  services 
for  my  diabetic  patients.  Many  gastroenterologists  take  care  of  all 
of  the  health  care  needs  of  their  patients  who  have  inflammatory 
bowel  disease.  Of  course,  a  good  example  is  the  physicians  who  spe- 
cialize in  treatment  of  patients  with  AIDS,  and  while  that's  highly 
specialized,  they  also  provide  virtually  all  of  the  care  within  the  in- 
ternal medicine  realm  that  those  patients  need. 

So  the  kinds  of  corrections  that  need  to  be  made  are,  No.  1,  to 
improve  the  opportunities  for  students  to  see  how  rewarding  pri- 
mary care  can  be  by  giving  them  actual  opportunities  to  practice 
in  a  physician's  office  so  that  they  aren't  seeing  the  distorted  hos- 
pital environment. 

Mr.  Coburn.  I  understand  that.  I  want  to  go  back  to  the  ques- 
tion. What  about  the  economic  incentives  that  are  taking  place 
right  now  in  this  country?  Is  that  not  enough  to  shift  the  supply 
of  excess  subspecialists  in  internal  medicine  to  areas  that  are  un- 
derserved? 

Los  Angeles,  California,  I  believe,  has  an  excess  of  gastro- 
enterologists, I  think  from  a  study,  2.8  times  the  number  that  they 
need.  Is  that  not  going  to  be — when  they  cannot  make  a  living 
doing  that  subspecialty  or  doing  primary  care  there,  that  the  eco- 
nomic incentives  of  this  is  not  going  to  be  enough  to  shift  those 
physicians  to  another  area  of  practice? 

Mr.  Nelson.  The  answer  is  that  the  market  is  influencing  that. 
But  you've  got  a  supertanker  underway  and  when  those  career  de- 
cisions are  being  made  8  or  10  years  before  the  marketplace  di- 
rectly impacts  them,  I  think  that  we  have  to  begin  the  process  in 
the  education  years,  understanding  that  the  students  aren't  blind 
and  unable  to  calculate.  They  are  finding  that  primary  care  is  be- 
coming more  attractive  because  of  the  economics,  and  that  they 
can't  find  jobs  in  specialties. 

But  I  think  that  to  leave  it  to  the  market  alone  probably  isn't  as 
wise  as  to  also  do  something  about  the  graduate  education. 

Mr.  Coburn.  So  we  should  try  to  influence  in  terms  of  graduate 
education. 

Mr.  Nelson.  I  believe  so. 

Mr.  Coburn.  But  you  would  agree  that  if  somebody  can't  make 
a  living  practicing  their  specialty  in  a  certain  area,  that  the  eco- 
nomic incentive  of  that  is  to  go  find  an  area  where  you  can. 

Mr.  Nelson.  That's  absolutely  correct. 

Mr.  Coburn.  In  fact,  if  you  look  at  the  shift  of  doctors  from  the 
west  coast  this  direction,  we're  seeing  them  come  out  of  the  west 
coast  like  crazy  in  a  lot  of  the  smaller  communities.  So  we  should 
not  underestimate  the  economic  effect  of  not  being  able  to  make  a 
living  to  which  you're  accustomed. 

In  my  home  town,  we've  recruited  three  doctors  in  the  last  2 
years  from  the  west  coast  simply  because  they  can't  make  a  living 
because  there's  too  many  doctors. 

Mr.  Nelson.  I  agree  with  you.  I  guess  I'm  saying  that  it  doesn't 
seem  to  me,  that  it  is  right  for  society  to  invest  $200,000  in  the 
education  of  folks  who  can't  practice  in  the  field  that  they  thought 
they  would  be  able  to,  or  live  where  they  thought  they  might  want. 
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Mr.  COBURN.  Agreed.  But  at  the  same  time,  every  subspecialist 
of  internal  medicine  is  trained  in  internal  medicine  first. 
Mr.  Nelson.  Correct. 

Mr.  COBURN.  Right.  So  they  can  supply  primary  care.  And  be- 
cause we've  made  some  mistakes  in  terms  of  the  distribution  in 
training  and  mix  of  our  physicians,  what  we're  not  saying  is  you 
can't  practice  medicine.  We're  saying  you  may  get  to  practice  pri- 
mary care  until  such  time  as  you  can  get  back  into  your  sub- 
specialty. 

That's  one  of  the  risks  of  going  into  a  subspecialty  when  you 
know — we've  known  this  for  10  or  15  years  in  this  country.  This 
isn't  something  that  we  haven't  known,  that  there  were  too  many 
subspecialists. 

Mr.  Nelson.  That's  absolutely  correct  and  it's  the  reason  why 
the  American  Society  of  Internal  Medicine  says  over  and  over  again 
make  sure  that  you  maintain  your  broad-based  skills. 

Mr.  COBURN.  Right.  I  see  my  time  is  out.  Thank  you,  Mr.  Chair- 
man. 

Mr.  Burr.  The  time  of  the  gentleman  has  expired.  The  Chair 
would  recognize,  at  this  time,  Dr.  Ganske. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman.  It  seems  you're  assum- 
ing that  role  more  and  more  often.  I  want  to  thank  the  guests  for 
coming.  I  was  delayed.  So  if  I  ask  questions  that  have  been  asked 
before,  I  apologize. 

Mr.  Nelson,  a  lot  of  your  testimony  today  has  to  do  with  vouch- 
ers. From  a  review  of  your  printed  testimony,  it  would  seem  that 
the  ASIM  feels  that  this  might  be  a  reasonable  way  to  go,  I  as- 
sume, providing  some  safeguards. 

Mr.  Nelson.  Correct. 

Mr.  Ganske.  Would  the  other  members  of  the  panel  care  to  com- 
ment on  a  voucher  system  for  me,  briefly?  Maybe  go  right  down  the 
row. 

Mr.  LeBow.  Well,  I  think  that  it  needs  to  be  tried  out.  I  think 
that  we  really  don't  know  what  results  it  will  have.  There  are  some 
places  where  they  are  being  tried.  In  Idaho,  for  example,  the  city 
employees  of  Boise  are  now  on  a  voucher  system.  But  I  think  it's 
a  very  high  risk  thing,  possibly  because  it's  a  small  percentage  of 
the — as  I  think  as  has  been  mentioned  here  before — a  small  per- 
centage of  sick  people  use  up  a  great  deal  of  the  resources.  I  think 
the  number  we  heard  was  10  percent  of  the  Medicare  recipients 
use  70  percent  of  the  resources. 

And  this  would  mean  that  you're  giving  away  money  to  a  large 
amount  of  well  people,  who  would  then  take  that  money  and  use 
it,  whereas  the  folks  who  were  really  sick  would  be  underfunded 
in  a  voucher  system.  I'm  not  sure  that  it  would  be  fiscally  sound 
or  would  be  in  the  best  financial  interest  of  the  Medicare  program, 
or  the  best  distribution  and  the  best  way  to  meet  the  needs  of  el- 
derly folks. 

Mr.  Ganske,  Well,  one  way  that  you  could  get  around  that  would 
be  to  set  up  a  medical  savings  account  system,  so  that  whatever 
funds  they  are  not  using  at  that  time  would  be  available  later  on, 
with  restrictions  on  not  being  able  to  use  those  funds  for  anything 
else. 
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Is  that  something  that  your  organization  has  looked  at  or  is  tak- 
ing a  position  on? 

Mr.  LeBow.  Well,  I'm  representing  the  National  Rural  Health 
Association.  Actually,  no,  we  haven't  really  looked  into  it.  Fm  just 
speaking  in  general. 

Mr.  Ganske.  Mr.  Plitt. 

Mr.  Plitt.  We  don't  have  a  set  position  on  the  voucher  system, 
but  I  can  tell  you  that  we,  as  a  profession,  have  a  history  of  work- 
ing with  our  patients  in  terms  of  any  kind  of  payment  problems. 
We're  a  little  bit  different  from  the  primary  care  end  of  things, 
where  our  patients  face  surgery,  they're  facing  an  anesthesia  deci- 
sion, as  well. 

Mr.  Ganske.  It  would  seem  to  me  that  your  organization  would 
be,  in  general,  in  favor  of  some  options  that  would  provide  patients 
with  increased  choices  

Mr.  Plitt.  Certainly.  Certainly. 

Mr.  Ganske.  [continuing]  of  who  their  providers  would  be.  Is 
that  correct? 
Mr.  Plitt.  Exactly. 

Mr.  Ganske.  And  a  voucher  system  could  fit  into  that. 
Mr.  Plitt.  Sure. 

Mr.  Ganske.  Dr.  Humphrey,  maybe  a  brief  comment  on  vouch- 
ers. 

Mr.  Humphrey.  I'm  not  sure  that  I  can  add  much  to  what  has 
been  said.  I  can  see  some  advantages  to  a  voucher  system,  but  I 
think  it  would  be  critical  in  terms  of  how  that  is  set  up  that  one 
makes  sure  that  people  who  have  special  medical  needs  are  going 
to  be  able  to  get  the  help  that  they  can,  for  the  reasons  that  have 
been  mentioned. 

Clearly,  there  needs  to  be  attention  paid  to  the  level  of  reim- 
bursement for  providers  to  make  sure  that  people  are  using  the 
moneys  appropriately.  But  if  it's  a  carefully  designed  system,  then 
it  may  be  helpful. 

Mr.  Ganske.  Dr.  LeBow,  one  of  the  things  that  you  emphasized 
in  your  written  testimony  had  to  do  with  the  need  for  antitrust  pro- 
visions, especially  in  relation  to  the  rural  care  situation. 

I  represent  a  district  that  is  at  least  50  percent  rural.  Many  of 
these  areas  have  only  one  or  two  physicians  serving  them.  Would 
you  care  to  give  me  two  or  three  specific  suggestions  for  what  Con- 
gress should  do  in  the  antitrust  area? 

Mr.  LeBow.  The  problem  comes  up,  as  you  said,  when  you  have 
just  a  few  providers  in  a  community.  I  believe  that  under  antitrust 
law,  and  I'm  not  a  legal  expert,  over  a  certain  percentage  of  provid- 
ers in  the  communities,  and  I've  heard  the  number  30  percent,  if 
there's  more  than  that  involved  with  the  network,  then  it  can  be 
contested  and  brought  before  antitrust.  In  the  rural  areas,  this  just 
doesn't  make  sense  because  

Mr.  Ganske.  So  if  you  had  three  providers  in  a  small  town  and 
two  of  them  joined  together,  you  would  already  be  violating  the 
antitrust  laws? 

Mr.  LeBow.  Exactly. 

Mr.  Ganske.  Unless  they  specifically  combined  their  corporations 
or  their  offices.  Is  that  right? 
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Mr.  LeBow.  Fm  not  sure  of  that,  but  I'm  saying  there  needs  to 
be  some  exemptions  made  for  rural  areas  so  that  they  can  be  more 
cost-effective  and  reach  people  using  networks. 

Mr.  Ganske.  We  will  try  to  look  at  that.  Thank  you  very  much. 

Mr.  Burr.  The  time  of  the  gentleman  has  expired.  At  this  time, 
the  Chair  would  recognize  Mr.  Waxman  for  5  minutes. 

Mr.  Waxman.  Thank  you  very  much,  Mr.  Chairman.  I  want  to 
thank  the  panelists  for  their  contribution  and  apologize  that  I  was 
called  to  the  House  floor  and  wasn't  able  to  be  here  for  the  whole 
time. 

Mr.  Nelson,  I  wanted  to  ask  you  this  question.  You  mentioned 
some  very  strong  concerns  about  the  physician  fee  schedule  and 
note  that  many  internists  may  limit  their  Medicare  patient  popu- 
lation if  physician  payments  continue  to  decline. 

But  let  me  ask  you  about  today.  With  today's  payment  schedule 
and  under  today's  Medicare  program,  are  internists  providing  qual- 
ity care  to  Medicare  beneficiaries?  We're  going  to  hear  from  Mr. 
Ferrara  on  the  next  panel  that  fees  are  already  too  low  and  that 
this  has  resulted  in  both  lower  quality  of  care  and  less  access  to 
care  for  older  Americans. 

Is  Mr.  Ferrara  right?  Are  doctors  skimping  on  quality  and  pro- 
viding low  quality  care  to  senior  citizens  under  the  existing  fee 
schedule  and  can  we  anticipate  it  getting  worse,  if  that's  the  case 
now,  if  the  fee  schedule  is  lowered  even  further? 

Mr.  Nelson.  I  hope  that  doctors  aren't  skimping  on  care  and  I 
hope  that  the  beneficiaries  are  receiving  good  care.  We're  hearing 
increasing  anecdotal  reports  of  Medicare  patients  having  difficulty 
finding  a  new  physician.  They  may  have  to  make  several  phone 
calls.  They  ultimately  are  able  to  find  one,  but  it  may  involve  some 
inconvenience. 

In  some  areas,  there  are  substantial  numbers  of  physicians  who 
are  unable  to  increase  the  load  of  Medicare  patients  because  the 
payments  are  low  enough  that  if  they  have  a  huge  volume  of  Medi- 
care and  Medicaid,  they  simply  can't  meet  their  overhead. 

If  the  kinds  of  cuts  that  have  been  proposed  are  enacted,  we  have 
data  that  show  that  the  payments  will  be  below  the  cost  of  doing 
business.  You  can't  make  it  up  on  volume  if  you  lose  on  each  pa- 
tient contact.  So  it's  a  legitimate,  real  concern.  The  American  Soci- 
ety of  Internal  Medicine  will  continue  to  encourage  all  of  our  mem- 
bers to  care  for  people  that  need  care  and  make  sure  that  Medicare 
patients  receive  the  care  that  they  need. 

But  the  practical  economic  realities  need  to  be  considered  when 
we're  talking  about  the  budget.  If  the  payments  for  Medicare  pa- 
tients drop  below  the  payments  for  Medicaid  patients,  there  will  be 
some  physicians  who  will  be  unable  to  continue  to  retain  their 
practice  because  they  won't  have  a  large  enough  volume  of  non- 
Medicare  and  non-Medicaid  patients  to  support  the  practice. 

Mr.  Waxman.  Well,  I  worry  that  Medicare  is  going  to  become  like 
Medicaid  and  Medicaid  is  going  to  become  like  Swiss  cheese  by  the 
time  we're  through.  No  safety  net  for  people  that  we  promise  some 
help  to — not  for  those  that  I  think  we  have  a  moral  obligation  to 
help  at  the  bottom  and  not  for  the  seniors  to  whom  we  promise  de- 
cent quality  mainstream  care.  They  may  be  forced  to  get  whatever 
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they  can,  which  may  not  be  much  if  we  squeeze  down  too  hard  on 
this  Medicare  program. 

Thank  you  very  much.  Thank  you  all  for  your  contribution. 

Mr.  Burr.  The  gentleman's  time  has  expired.  The  Chair,  at  this 
time,  would  recognize  Mr.  Barton. 

Mr.  Barton.  We  thank  the  chairman  for  the  recognition.  I  just 
have  a  few  questions.  Some  of  this  may  have  been  asked,  but  I 
want  to  get  it  on  the  record. 

Is  there  anybody  on  this  panel  that  disagrees  with  the  Medicare 
trustee  report  that  says  if  we  do  nothing,  the  system  will  go  bank- 
rupt on  part  A  in  the  next  7  years?  Do  you  all  agree  that  that's 
a  fact  and  not  a  fantasy?  Let  the  record  show  that  they're  all  nod- 
ding their  heads. 

Affirmative.  My  good  friend  from  California,  I  appreciate  that. 
Second,  just  another  general  question.  There  are  a  number  of  pro- 
posals by  a  number  of  organizations  about  balanced  billing  for  phy- 
sicians. Would  each  of  you  state  for  the  record  whether  your  orga- 
nizations support  some  version  of  balanced  billing  for  health  care 
professionals? 

Mr.  Nelson.  The  American  Society  of  Internal  Medicine  has  a 
proposal  called  competitive  pricing-informed  choices  and  we  would 
eliminate  the  restrictions  on  balanced  billing  and  allow  the  market- 
place to  work,  as  long  as  each  physician  announced  and  made  pub- 
lic their  conversion  factor  so  that  patients  would  know  right  at  the 
front  end  whether  there  was  going  to  be  any  out-of-pocket  costs 
and,  if  so,  how  much,  and  then  competition  based  on  quality  could 
occur. 

If  my  conversion  factor  and  the  payments  for  my  services  were, 
therefore,  larger  or  higher  than  the  person  across  the  street,  then 
I  better  be  that  much  better  in  terms  of  the  service  I  provide.  I 
don't  think  that  price  controls  have  appeared  to  work  and  we  think 
that  competition  with  an  informed  patient  population  is  the  way  to 
go. 

Mr.  Barton.  What  about  the  other  three  gentlemen? 
Mr.  LeBow.  Representing  the  National  Rural  Health  Association, 
we  don't  have  any  position  on  balanced  billing. 
Mr.  Barton.  So  you're  neutral. 
Mr.  LeBow.  I'm  neutral. 
Mr.  Barton.  Okay. 

Mr.  Plot.  The  American  Association  of  Nurse  Anesthetists  se- 
cured direct  reimbursement  rights  through  the  Medicare  program 
in  1986  and  as  part  of  that  law  that  was  passed,  we  accept  a  non- 
balanced  billing  provision.  So  we  haven't  balance  billed  or  had  the 
ability  to  balance  bill  since  then. 

Mr.  Barton.  But  would  you  support  it?  Are  you  authorized  to 
state  or  do  you  know  if  you  would  support  some  version — and  I'm 
not  trying  to  pin  you  down  on  anything  specific,  but  there  are  a 
number  of  proposals  that  would  allow  balanced  billing.  Do  you 
think  your  organization  would  support  one  of  those  proposals  or  at 
least  look  at  it  favorably? 

Mr.  Plot.  I  think  we'd  look  at  it.  We  don't  have  a  set  position 
across  the  board,  but  I  can  tell  you  our  experience  with  the  current 
non-balanced  billing  provision  has  been  acceptable. 

Mr.  Barton.  Dr.  Humphrey. 
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Mr.  Humphrey.  Yes.  My  organization,  the  Association  of  Colleges 
of  Osteopathic  Medicine,  has  not  discussed  this  and  would  not,  I 
think,  have  an  opinion  on  it,  as  an  educational  group. 

Mr.  Barton.  You  think  you  would  not  have  an  opinion. 

Mr.  Humphrey.  As  an  educational  group.  Our  focus  is  on  medical 
education. 

Mr.  Barton.  I  want  to  ask  my  last  question  to  Dr.  

Mr.  Nelson.  Mr.  Barton,  Mr.  Chairman,  may  I  clarify? 

Mr.  Barton.  Yes,  sir. 

Mr.  Nelson.  We  obviously  

Mr.  Barton.  We  normally  don't  let  people  clarify,  but  in  this 
case,  since  it's  a  slow  day,  we'll  let  you  clarify. 

Mr.  Nelson.  Thank  you  very  much.  We  obviously  would  not  in- 
voke the  right  to  balance  bill  on  people  who  were  below  poverty 
level  or  disadvantaged. 

Mr.  Barton.  I  understand.  My  final  question  is  to  Dr.  LeBow.  I 
have  a  cousin  who  is  an  osteopathic  doctor.  He  is  the  only  doctor 
in  a  town  of  less  than  6,000  people,  in  a  county  that  has  less  than 
20,000  people.  This  county  has  three  hospitals.  None  of  the  hos- 
pitals has  an  average  daily  patient  count  of  more  than  two. 

Now,  do  you  believe  that  it  is  in  the  best  interest  of  our  health 
care  dollars  in  these  rural  areas  to  have  so  many  hospitals,  because 
of  pride  of  authorship  in  the  community,  that  none  of  the  hospitals 
has  even  the  faintest  glimmer  of  breaking  even  unless  it's  heavily 
subsidized  by  the  local  and,  in  some  cases,  State  taxpayers? 

Mr.  LeBow.  I  think  that  the  communities  need  to  get  together 
as  a  group  and  form  some  kind  of  network  and  decide  where  they 
would  best  spend  their  resources.  That  sounds  like  a  real  bad  situ- 
ation to  me,  obviously.  I  think  that  I  would  leave  it  to  the  commu- 
nities to  try  to  solve  that  problem  so  they're  not  wasting  so  much 
money. 

Mr.  Barton.  Well,  I'm  a  member  of  the  Rural  Health  Task  Force 
and  have  been  and  my  congressional  district  at  one  time  was  pri- 
marily rural.  It's  now  primarily  suburban.  But  it's  a  very  emotional 
issue. 

But  in  Texas,  I  can  show  you  county  after  county  that  it's  almost 
like  the  post  office.  I  mean,  by  God,  they've  got  a  hospital  and 
they're  going  to  keep  it  open  regardless  of  what  it  costs  and  regard- 
less of  how  few  people  actually  frequent  the  hospital.  It's  an  emo- 
tional issue. 

But  I  would  hope  that  your  association,  and  since  you're  rep- 
resenting the  rural  health,  could  help  us  address  that  in  some  jvay 
so  that  we  can  use  our  dollars  to  the  best  effect  for  the  most  people 
and  providing  quality  health  care  in  rural  America. 

I  yield  back  the  time  that  I  don't  have  anymore. 

Mr.  Bilirakis.  I  thank  the  gentleman  for  yielding  back  the  time 
that  he  does  not  have.  I  apologize  for  my  tardiness,  but  I  was  in 
a  meeting  with  the  Speaker  and  a  number  officials  of  the  AARP. 

I  think  that  completes  the  questioning  for  this  panel,  as  I  under- 
stand it.  So  I  would  excuse  you  at  this  point  in  time.  Thank  you. 
Again,  I  apologize  for  not  being  here. 

Mr.  Barton.  Mr.  Chairman,  you  have  Mr.  Norwood  here,  who 
may  have  some  questions. 
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Mr.  BlLlRAKlS.  I  understood  Mr.  Norwood  did  not  have  any  ques- 
tions. I  apologize,  Dr.  Norwood. 

Mr.  Norwood.  That's  all  right,  Mr.  Chairman.  I'm  in  a  fog  this 
morning,  as  most  of  us  are.  But  Fll  ask  one  brief  question,  if  I  may. 

Mr.  Bilirakis.  Please  do.  Feel  free  to  do  so. 

Mr.  Norwood.  Dr.  Nelson,  you  propose  a  single  volume  perform- 
ance standard  and  an  update  for  all  categories  of  services.  Tell  us 
what  the  advantages  and  disadvantages  of  a  single  standard  would 

be. 

Mr.  Nelson.  The  theory  behind  the  resource-based  relative  value 
scale  was  that  payments  would  be  based  on  work  and  the  resources 
necessary  to  provide  the  service.  As  that  was  implemented,  there 
were  some  alterations  made  that  distorted  it  and  there  have  been 
separate  volume  performance  standards  and  conversion  factors 
that  have  disadvantaged  primary  care  physicians  since  that  was 
implemented. 

There  were  some  assumptions  about  whether  or  not  physicians 
would  game  the  system  and  whether  volume  would  be  driven  up 
by  services  for  which  payments  were  reduced.  History  has  shown 
that  those  assumptions  were  wrong,  but  the  law  hasn't  been 
changed.  If  we're  going  to  get  back  to  a  system  that  has  integrity 
and  in  which  the  value  of  the  service  is  based  on  the  resources  and 
the  work  involved,  then  we  need  to  have  a  single  conversion  factor 
and  a  single  performance  standard. 

Mr.  Norwood.  Thank  you,  Dr.  Nelson.  Gentlemen,  thank  all  of 
you  for  being  here.  Mr.  Chairman,  I'll  yield  back. 

Mr,  Bilirakis.  I  appreciate  that.  Thank  you  very  much.  Panel 
two,  Mr.  Greg  Scandlen,  Executive  Director  of  the  Council  for  Af- 
fordable Health  Insurance;  Mr.  Peter  J.  Ferrara,  Senior  Fellow, 
National  Center  for  Policy  Analysis;  Ms.  Beatrice  Braun,  Board 
Member  of  the  AARP;  and,  Dr.  Karen  Davis,  President  of  the  Com- 
monwealth Fund. 

As  usual,  your  written  statement  is  a  part  of  the  record  and  I 
would  very  much  appreciate  it  if  you  can  try  to  hold  your  oral  re- 
marks to  as  close  to  5  minutes  as  possible.  We  will  start  off  with 
Mr.  Scandlen.  Please  proceed,  sir. 

STATEMENTS  OF  GREG  SCANDLEN,  EXECUTIVE  DIRECTOR, 
COUNCIL  FOR  AFFORDABLE  HEALTH  INSURANCE;  PETER  J. 
FERRARA,  SENIOR  FELLOW,  NATIONAL  CENTER  FOR  POLICY 
ANALYSIS;  BEATRICE  BRAUN,  BOARD  MEMBER,  AMERICAN 
ASSOCIATION  OF  RETIRED  PERSONS;  AND  KAREN  DAVIS, 
PRESIDENT,  THE  COMMONWEA' FUND 

Mr.  Scandlen.  I  appreciate  the  opportunity  to  testify  before  you 
today.  I  am  Greg  Scandlen,  the  Executive  Director  of  the  Council 
for  Affordable  Health  Insurance,  also  known  as  CAHI.  CAHI  is  an 
association  of  small  to  mid-sized  insurance  companies  that  are  ac- 
tive in  small  gioup,  individual  and  supplemental  insurance  mar- 
kets. 

Many  of  our  members  are  Medicare  supplemental  carriers  and 
are  very  familiar  with  both  the  inadequacies  of  the  Medicare  pro- 
gram and  the  challenges  of  serving  the  senior  market.  CAHI  has 
been  pursuing  a  two-track  reform — two-track  strategy  in  Medicare 
reform.  We've  developed  and  have  already  submitted  to  the  Ways 
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and  Means  Committee  suggestions  for  short-term  reforms  that 
could  go  into  effect  October,  1995,  and  get  Medicare  started  on  the 
road  to  solvency  and  stability.  These  suggestions  are  also  included 
in  my  testimony  today. 

At  the  same  time,  we're  putting  the  finishing  touches  on  a  more 
comprehensive  long-term  proposal  for  saving  the  Medicare  pro- 
gram. Our  technical  committee  is  meeting  today  in  Milwaukee  to 
finalize  the  projections  for  savings  under  this  proposal,  but  our  pre- 
liminary estimates  are  that  $270  billion  could  be  saved  over  a  7- 
year  period,  without  resorting  to  means  testing  under  this  pro- 
gram. 

One  of  the  critical  elements  of  this  proposal  is  making  medical 
savings  accounts  available  to  beneficiaries  as  one  choice  among 
many.  We  believe  the  various  forms  of  managed  care  should  also 
be  available  to  the  elderly.  Managed  care  can  be  very  effective  for 
a  sizable  segment  of  the  Medicare  population. 

However,  I  would  emphasize  that  it  cannot  and  should  not  be 
viewed  as  the  sole  solution.  The  term  managed  care  covers  a  wide 
range  of  financing  schemes,  everything  from  PPOs,  which  are  noth- 
ing more  than  discounted  fee-for-service  plans,  to  staff  and  group 
model  HMOs,  which,  according  to  the  Congressional  Budget  Office, 
is  the  only  form  of  managed  care  that  has  a  significant  effect  on 
utilization. 

The  problem,  of  course,  with  that  approach  is  that  staffing  group 
model  HMOs  are  not  particularly  popular  with  the  public.  In  the 
under  65  population,  they  cover  about  5  percent  of  the  market, 
after  many  years  of  being  available.  We  believe  that  the  elderly 
need  a  medical  savings  account  option,  as  well.  If  we  must  use  the 
term  managed  care,  perhaps  we  could  refer  to  it  as  self-managed 
care. 

As  long  as  consumers,  be  they  young  or  old,  rich  or  poor,  are  di- 
vorced from  the  economic  consequences  of  their  decisions,  we  be- 
lieve it  will  be  virtually  impossible  to  control  costs  and  utilization 
in  the  long  run.  Medical  savings  account  change  that  dynamic  fun- 
damentally and,  for  the  first  time  in  30  years,  will  bring  market 
thinking  to  health  care  for  the  aged. 

In  anticipation  of  some  of  your  questions,  let  me  just  add  that 
we  do  acknowledge  that  younger  and  healthier  beneficiaries  will 
tend  to  opt  out  of  the  standard  Medicare  program  more  than  the 
older  and  sicker  population,  and  we  would  suggest,  to  address  that 
problem,  that  vouchers  be  adjusted  accordingly.  It's  a  technical 
problem.  It  is  not  a  fundamental  problem. 

Finally,  we  do  share  Mr.  Waxman's  concern  about  rushing  into 
something  that  has  not  been  sufficiently  studied.  We  think  it  is 
critically  important  as  we  proceed  here  that  beneficiaries  and  the 
public  in  general  be  brought  along  with  us  in  an  educational  proc- 
ess that,  frankly,  may  take  some  time.  I  have  a  very  big  concern 
that  if  we  rush  too  quickly  to  pass  legislation  next  month  to  fix  the 
program  for  the  coming  7  years,  it  may  haunt  us  later  on. 

I'm  certainly  haunted  by  the  Medicare  catastrophic  experience 
where  just  enacting  legislation  was  certainly  not  the  end  of  the  dis- 
cussion and  we  had  to  come  back  and  do  it  over  again.  So  I  would 
urge  you  to  proceed  systematically  and  calmly.  That  is  part  of  the 
reason  that  we  have  provided  our  short-term  suggestions  that  could 
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be  put  into  effect  immediately,  we  believe,  and  continue  to  work 
systematically  on  the  longer-term  consequences. 
Thank  you  very  much. 

[The  prepared  statement  of  Greg  Scandlen  follows:] 

Prepared  Statement  of  Greg  Scandlen,  Executive  Director,  Council  for 
Affordable  Health  Insurance 

Mr.  Chairman,  my  name  is  Greg  Scandlen  and  I  am  Executive  Director  of  the 
Council  for  Affordable  Health  Insurance.  The  Council,  also  known  as  CAM,  is  an 
association  of  small  to  mid-sized  insurance  companies  that  was  formed  in  March  of 
1992  to  fight  for  free  market  solutions  to  the  problems  in  the  nation's  health  care 
system.  We  also  represent  several  hundred  individual  members  including  some  of 
the  nation's  leading  actuaries,  physicians,  insurance  agents  and  Americans  inter- 
ested in  free  market  solutions  to  our  nation's  health  care  problems. 

Mr.  Chairman,  I  would  like  to  take  this  opportunity  to  thank  you  for  conducting 
these  important  hearings  on  possible  Medicare  reform  solutions.  Our  comments 
today  have  been  developed  by  the  Technical  Committee  and  the  Senior  Issues  Com- 
mittee of  the  Council  tor  Affordable  Health  Insurance.  These  committees  include 
some  of  the  nation's  top  actuaries  and  experts  on  senior  issues.  We  applaud  the 
104th  U.S.  Congress'  resolve  to  save  the  Medicare  program  from  certain  bankruptcy, 
and  we  look  forward  to  working  with  this  committee  in  the  months  ahead  to  develop 
fair  and  equitable  reforms  for  all  Americans. 

The  Council  for  Affordable  Health  Insurance  is  convinced  that  the  best  approach 
to  the  problems  in  our  health  care  system  is  to  maximize  the  individual's  freedom 
of  choice  and  to  promote  a  robust  competitive  market. 

We  believe  these  same  principles  apply  to  reforming  Medicare. 

In  written  testimony  before  the  Ways  and  Means  Health  Subcommittee  on  June 
8,  1995,  on  the  potential  role  for  employers,  associations  and  Medical  Savings  Ac- 
counts in  the  Medicare  program,  the  American  Academy  of  Actuaries'  Medicare 
Work  Group  said,  "The  financial  problems  of  the  Medicare  program,  are  at  this 
point,  so  large  that  there  will  have  to  be  substantial  changes  made  in  the  program 
to  preserve  Medicare  for  future  generations  of  beneficiaries.  According  to  the  1995 
Annual  Report  of  the  Board  of  Trustees  of  the  Federal  Hospital  Insurance  Trust 
Fund,  to  place  income  and  expenditures  in  balance  even  over  the  next  25  years  will 
require  either  an  immediate  30%  reduction  in  expenditures,  an  immediate  44%  in- 
crease in  the  Hospital  Insurance  (HI)  tax  rate,  or  some  combination  of  both.  To 
achieve  such  reductions  in  Medicare  costs  in  the  least  detrimental  way,  innovative 
ways  to  reduce  program  costs  will  need  to  be  put  in  place." 

The  Council  tor  Affordable  Health  Insurance  presents  this  testimony  as  an  inno- 
vative and  viable  solution  to  saving  the  Medicare  program  using  our  soon  to  be  re- 
leased research  report,  "Restructuring  Medicare:  A  Long-Term  Solution  to  Saving 
the  Medicare  Program."  However,  at  the  outset,  we  must  caution  Congress  against 
adopting  any  Medicare  reform  that  has  not  been  fully  studied  and  does  not  involve 
Medicare  beneficiaries  in  the  process. 

Saving  Medicare  By  Enacting  MSAs 

Our  research  report  demonstrates  viable  and  innovative  solutions  to  saving  the 
Medicare  program  for  those  beneficiaries  that  want  to  remain  in  Medicare,  and  at 
the  same  time,  offer  other  options  for  those  beneficiaries  that  may  want  a  new  array 
of  choices.  Our  proposal  details  specifics  of  implementing  Phase  1  of  a  two-phase 
proposal  for  restructuring  Medicare.  We  have  not  included  specifics  for  phase  2  at 
this  time. 

Phase  1 — Restructuring  Medicare  for  those  beneficiaries  ages  65  and  over.  The  re- 
structuring consists  of  an  option  for  individuals  to  chose  between  Medicare  and  a 
private  voucher  program  (depositing  the  voucher  into  a  medical  savings  account 
(MSA)  and  purchasing  an  insurance  policy  of  at  least  a  catastrophic  insurance  plan.) 

Phase  2— Creating  an  optional  medical  savings  account  for  people  under  age  65 
to  prefund  their  age  65  and  over  costs.  This  phase  would  be  implemented  over  a 
longer  period  of  time.  Analysis  of  this  phase  would  require  illustrative  funding 
schedules  for  various  age  groups  and  how  prefunding  may  reduce  or  eliminate  any 
dependence  on  Medicare  mnding.  In  exchange  for  prefunding  their  own  Medicare 
costs,  individuals'  Medicare  taxes  could  be  put  into  their  own  MSA  account  instead 
of  into  the  Medicare  Health  Insurance  Trust  Fund  or  general  tax  revenues.  We  are 
suggesting  delaying  this  step  until  Phase  I  has  been  able  to  generate  some  savings 
and  indicate  reform  is  working. 

The  following  sections  of  this  testimony  relate  to  the  implementation  of  Phase  1. 
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Phase  1 — Long  Term  Solutions  for  Medicare  Reform 

This  system  anticipates  many  high  cost  individuals  staying  in  Medicare  while 
generally  lower  cost  individuals  opt  out.  Anecdotal  evidence  indicates  this  phenome- 
non is  occurring  with  Medicare  risk  contracts  and  likely  costing  the  Medicare  pro- 
gram more  money  than  would  otherwise  be  spent. 

The  basic  tenets  of  Phase  1  are: 

•  Create  the  opportunity  for  consumers  to  stay  in  or  opt  out  of  Medicare. 

•  Provide  vouchers,  varying  at  least  by  age  and  geography. 

•  Allow  vouchers  for  medical  savings  accounts  in  conjunction  with  any  indemnity 

plan — at  least  a  catastrophic  policy,  a  managed  care  approach,  any  combination 
of  these,  or  a  new  (unknown)  approach. 

•  Eliminate  price  controls  to  the  extent  possible,  thus  reducing  cost  shifting  to  the 

under  age  65  market  or  private  sector. 

•  Maintain  Part  B  premiums  at  30%  of  actual  Part  B  cost  levels  where  applicable. 
Projected  results  of  Phase  1  are: 

•  Reduce  current  projected  federal  expenditures  by  at  least  10%  per  year  on  average 

over  a  seven-year  period. 

•  Reduce  trends  (rate  of  cost  increases)  after  the  first  year  so  that  cost  savings  will 

increase  over  time. 

Phase  1  allows  people  to  opt  out  of  Medicare  (age  65  and  over  only),  receive  a 
voucher,  and  deposit  the  money  into  a  MSA  for  the  purchase  of  the  private  insur- 
ance of  their  choice.  The  amount  of  the  voucher  varies  by  age  and  geography  and 
is  calculated  to  cover  the  same  services  currently  under  Part  A  and  Part  B.  The 
voucher  is  then  reduced  by  the  Part  B  premium  which  those  using  the  voucher  don't 
pay. 

Any  remaining  MSA  balance  not  used  to  purchase  insurance  could  be  withdrawn 
to  pay  for  routine  medical  care  or  save  for  long-term  care  expenses  (unused  balances 
could  be  withdrawn  for  non-health  care  purposes  subject  to  a  10%  penalty  and  ordi- 
nary income  taxes,  similar  to  an  Individual  Retirement  Account  early  withdrawal 
rules).  Those  taking  the  vouchers  would  pay  no  Part  B  premium. 

Why  MSAs  Will  Help  Reduce  Medicare  Program  Costs 

The  Council  for  Affordable  Health  Insurance  believes  that  Medicare  Part  A  costs 
are  excessive  because  the  consumer  and/or  provider  has  little  financial  incentive  to 
substitute  outpatient  care  for  a  hospitalization,  etc.  Further,  we  believe  Medicare 
Part  B  costs  are  excessive  both  because  of  unbundling  of  physicians  services  and  an 
excessive  number  of  visits  or  procedures  per  patient.  A  review  of  utilization  levels 
of  patients  which  have  incentives  to  control  costs  in  the  under  age  65  market  and 
utilization  trends  in  the  Medicare  market  suggest  that  utilization  might  be  cut  by 
as  much  as  50%  if  MSAs  are  introduced  for  Part  B  coverage.  In  addition,  substi- 
tution of  lower  cost  procedures  for  more  expensive  procedures  might  occur  and  could 
increase  savings  further.  All  of  this  without  cutting  Medicare  benefits! 

Addendum  One  on  page  7,  provides  further  evidence  indicating  the  cost  reduction 
effects  of  cost  sharing,  without  reducing  benefits. 

Medicare  Reform:  A  Long-Term  Solution  of  Our  Nation's  Health  Care  Problems 

As  this  testimony  demonstrates,  the  Council  for  Affordable  Health  Insurance  has 
reviewed  the  Medicare  program  and  will  soon  publish  a  long-term  solution  to  saving 
the  Medicare  program  while  at  the  same  time  producing  substantial  savings  to  the 
program  without  cutting  benefits  or  reducing  provider  payments.  Our  report,  cur- 
rently under  actuarial  peer  review,  virtually  meets  the  target  savings  to  the  Medi- 
care program  ($270  billion  over  seven  years)  without  resorting  to  means  testing  or 
the  rationing  of  health  care  benefits. 

However,  CAHI  cautions  the  U.S.  Congress  against  enacting  any  Medicare  reform 
that  has  not  been  fully  studied  or  does  not  involve  Medicare  beneficiaries  in  the 
process.  Therefore,  we  offer  the  following  potential  short-term  Medicare  reform  op- 
tions for  your  consideration. 

Short-Term  Medicare  Reform 

We  approached  the  problem  of  short  term  Medicare  reform  with  three  goals  in 
mind:  1.  It  had  to  begin  to  lower  Medicare  outlays.  2.  It  had  to  set  the  stage  for, 
or  be  consistent  with,  longer  term  reforms,  and  3.  It  had  to  be  relatively  non-con- 
troversial, since  the  time  for  public  education  is  so  limited. 

The  Council  for  Affordable  Health  Insurance  does  not  necessarily  endorse  each 
item,  but  recognizes  that  they  are  all  viable  options  to  produce  immediate  savings 
to  the  Medicare  program. 

Restructure  the  reimbursement  methodology  for  Medicare  risk  contracts.  Under 
current  law,  HMOs  are  reimbursed  at  95  percent  of  the  adjusted  average  per  capita 
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cost  (AAPCC)  of  the  Medicare  program.  However,  the  experience  of  Medicare  risk 
contracts  is  well  below  this  reimbursement  level.  The  reimbursement  methodology 
should  be  adjusted  so  that  the  Medicare  program  realizes  some  of  the  savings  gen- 
erated by  Medicare  risk  contracts.  Possible  ways  to  adjust  the  methodology  include 
the  following:  A.  Reduce  the  reimbursement  level  so  it  is  more  in  line  with  actual 
costs.  B.  Adjust  the  reimbursement  level  based  on  the  health  status  of  the  bene- 
ficiary. C.  Base  the  AAPCC  on  HMO  costs,  as  opposed  to  Medicare  program  costs. 
D.  Develop  a  system  of  retrospective  experience  refunds.  E.  Award  risk  contracts 
based  on  competitive  bids. 

Limit  beneficiaries'  ability  to  switch  at  will  between  Medicare  risk  contracts  and 
the  fee-for-service  program.  The  current  program  allows  individuals  who  select  the 
Medicare  risk  contract  program  and  become  ill  to  switch  back  to  the  Medicare  pro- 
gram. The  result  is  to  shift  the  cost  of  caring  for  the  sickest  of  the  elderly  back  onto 
Medicare.  Medicare  beneficiaries  should  have  the  opportunity  to  change  plans  once 
annually,  such  as  during  their  anniversary  month,  and  in  the  case  of  a  qualifying 
event  (such  as  the  death  of  a  spouse).  Switching  back  and  forth  between  the  two 
programs  at  will,  however,  should  not  be  allowed. 

Expand  Medicare  risk  contracts  to  non-HMOs.  Currently,  only  HMOs  can  qualify 
for  Medicare  risk  contracts.  Under  a  competitive  bidding  system,  expending  the 
number  and  types  of  risk  takers  will  generate  more  competition,  and  therefore  Tower 
costs  to  the  program. 

Adjust  the  Part  B  deductible  to  account  for  recent  increases  in  medical  inflation, 
and  index  it  in  future  years.  The  Part  B  deductible  has  remained  constant  since  its 
inception,  while  medical  inflation  has  been  increasing  the  years.  Looking  back  only 
five  years,  the  deductible  could  be  increased  by  50  percent  to  account  for  medical 
inflation.  After  this  initial  adjustment  from  $100  to  $150,  the  Part  B  deductible 
should  then  be  adjusted  annually  based  upon  actual  program  costs. 

Create  appropriate  levels  of  cost-sharing  to  decrease  utilization.  The  way  in  which 
the  program  is  currently  structured  encourages  over-utilization  of  health  care  serv- 
ices because  the  Medicare  beneficiary  who  purchases  Medicare  supplement  insur- 
ance has  first  dollar  coverage.  Imposing  more  appropriate  cost-sharing  requirements 
would  constrain  utilization,  and  therefore  program  costs.  Alternative  ways  to  move 
away  from  first  dollar  coverage  include  the  following:  A.  Modify  the  Medicare  sup- 

Element  standardized  plans  so  that  Medicare  deductibles  are  not  covered  as  bene- 
ts,  B.  Freeze  Medicare  supplement  coverage  of  Medicare  deductibles  at  current  lev- 
els. Any  future  increases  in  Medicare  deductibles  would  not  be  covered  by  Medicare 
supplemental  insurance,  but  would  be  the  responsibility  of  the  beneficiary.  C.  Allow 
for  the  development  of  innovative  Medicare  supplemental  products  that  encourage 
cost  sharing. 

Set  the  Medicare  Part  B  premium  at  30  percent  of  fee-for-service  costs.  Although 
current  law  states  that  the  Part  B  premium  be  25  percent  of  the  cost  of  the  pro- 
gram, the  actual  premium  today  is  closer  to  30  percent  because  program  costs  are 
lower  than  expected.  Rather  than  lowering  the  Part  B  premium  to  comply  with  cur- 
rent law,  the  premium  calculation  law  could  be  changed  to  30  percent.  The  30  per- 
cent figure  should  be  based  on  average  per  capita  costs  of  the  core  fee-for-service 
program  (excluding  Medicare  risk  enrollees)  to  more  closely  reflect  the  true  costs  of 
the  core  Medicare  Part  B  program. 

Empower  Medicare  beneficiaries  to  detect  fraud  in  the  program,  and  reward  them 
for  doing  so.  There  have  been  wide  reports  of  Medicare  fraud  by  individuals  and 
providers  in  the  health  care  delivery  system.  Patient  self-auditing  of  Medicare  bills 
is  one  way  to  detect  this  fraud.  Beneficiaries  should  be  empowered  to  investigate 
for  fraud,  and  should  share  in  any  savings  resulting  from  discovering  fraudulent 
claims.  However,  there  is  a  question  of  whether  the  added  administrative  costs 
would  exceed  any  savings;  therefore,  before  implementation,  a  cost-benefit  analysis 
should  be  undertaken. 

Adjust  the  Medicare  eligibility  age.  Right  now,  individuals  become  eligible  for 
Medicare  on  the  first  day  of  the  month  in  which  they  turn  65.  If  this  provision  is 
changed  so  that  the  individual  becomes  eligible  on  the  first  day  of  the  month  follow- 
ing his/her  65th  birthday,  the  program  could  immediately  save  one  month's  cost  for 
all  new  enrollees.  Longer  term,  the  eligibility  age  for  Medicare  needs  to  be  raised. 

Institute  a  Part  A  premium.  Under  this  proposal,  there  would  still  be  a  Part  A 
program  which  would  be  automatic  and  free.  However,  the  deductible  would  be 
raised  significantly  from  its  current  level.  Part  A  coverage  with  the  current  deduct- 
ible would  be  available  for  a  premium. 

Revise  the  home  health  care  benefit.  At  present,  the  home  health  care  benefit  is 
unlimited,  and  Medicare  pays  the  full  cost.  Consequently,  home  health  care  costs 
are  increasing  20-25  percent  a  year.  Two  steps  could  be  taken  to  constrain  home 
health  care  costs:  A.  Develop  a  more  objective  trigger  for  the  benefit.  As  the  program 
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currently  operates,  the  medical  necessity  trigger  is  not  limiting  home  health  care 
services  to  those  situations  for  which  the  benefit  was  introduced  (i.e.,  individuals 
who  would  other  wise  be  hospitalized).  Therefore,  a  more  appropriate  trigger  mecha- 
nism is  necessary.  B.  Move  the  home  health  care  benefit  from  Part  A  to  Part  B, 
and  treat  home  health  care  as  any  other  Part  B  benefit  (e.g.,  a  20  percent  copay 
with  a  101  day  maximum  per  benefit  period).  Note:  moving  the  home  health  care 
benefit  to  Part  B  may  effect  the  Part  B  premium. 

Adjust  rates  for  services  that  have  become  less  expensive.  The  cost  of  some  services 
has  dropped  precipitously,  but  Medicare  has  not  revised  their  rates  (an  example  is 
laser  cataract  surgery).  HCFA  needs  to  more  closely  monitor  trends  in  the  costs  of 
services  and  adjust  rates  to  reflect  cost  decreases. 

Create  targeted  subsidies.  It  must  be  recognized  that  not  all  Medicare  beneficiaries 
enjoy  the  same  ability  to  meet  premiums,  copayments  and  deductibles.  Therefore, 
any  increases  in  out-of-pocket  costs  should  be  accompanied  by  targeted  subsidies  for 
lower-income  beneficiaries,  possibly  including  refundable  tax  credits. 

These  solutions  are  proposals  tnat  we  believe  should  be  investigated  and  scored 
for  savings.  Many  of  our  proposed  solutions  have  been  echoed  by  other  witnesses 
representing  various  points  of  view.  Both  the  short-term  and  long-term  Medicare  re- 
form proposals  are  viable  solutions  to  the  problems  facing  our  Medicare  program 
today.  When  the  actuarial  peer  review  of  our  proposal  is  completed  on  August  8, 
I  would  be  happy  to  share  it  with  this  committee. 

Speaking  for  the  Council  for  Affordable  Health  Insurance,  I  am  convinced  that 
now  is  the  appropriate  time  for  the  U.S.  Congress  to  do  all  it  can  to  restore  the  fis- 
cal integrity  of  the  nation's  Medicare  program.  I  appreciate  having  this  opportunity 
to  testify  and  would  be  pleased  to  answer  any  questions  you  may  have  regarding 
these  reform  proposals.  Thank  you,  Mr.  Chairman. 

Addendum  One 

Medicare  Spending  per  Beneficiary  for  Aged  65  and  Older  Population* 


Employer- 
Health  Status  Medicare  Only     Sponsored  Ratio 

Medigap  Plan 


Excellent  

  $705 

$1,217 

172.60% 

Very  Good   

  $905 

$1,490 

164.60% 

Good   

  $1,713 

$2,347 

137.00% 

Fair  

  $2,462 

$3,226 

131.40% 

Poor  

  $4,684 

$6,447 

138.30% 

*  Based  on  self-reporting  health  status  and  coverage  by  an  employer-sponsored  Medigap  plan. 

Source:  American  Academy  of  Actuaries  Medicare  Work  Group  and  the  Health  Care  Financing  Administration. 


Mr.  Bilirakis.  Thank  you  very  much,  sir.  Mr.  Ferrara. 

STATEMENT  OF  PETER  J.  FERRARA 

Mr.  Ferrara.  Thank  you  so  much  for  allowing  me  to  testify  be- 
fore the  committee.  I've  been  working  very  hard  on  this  for  several 
months;  not  only  on  behalf  of  my  organization,  but  several  other 
groups.  We  appreciate  the  chance  to  be  able  to  give  you  our  views. 

I  think  that  next  month  the  Republicans  are  going  to  surprise  ev- 
erybody by  proposing  a  reform  plan  for  Medicare  that,  while  meet- 
ing the  budget  targets,  will,  in  fact,  be  a  better  system  for  the  el- 
derly than  the  current  Medicare  system.  Under  that  plan,  the  el- 
derly will  have  the  freedom  to  each  take  their  share  of  funds  out 
of  Medicare  each  year  and  use  it  to  buy  any  of  the  full  range  of 
options  in  the  private  sector. 

They  can  use  it  for  a  standard  fee-for-service  plan.  They  could 
use  it  for  their  current  employer's  plan.  They  could  use  it  for  a  plan 
sponsored  by  an  association.  Maybe  the  AARP  will  sponsor  a  plan 
that  they  can  purchase.  They  could  use  it  for  an  HMO  or  managed 
care  arrangement  or  they  could  use  it  for  a  medical  savings  ac- 
count. 
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The  medical  savings  accounts  are  what  I  have  been  working  on 
the  most  and  I  think,  in  fact,  that's  the  most  exciting,  in  my  opin- 
ion. It's  the  most  exciting  and  appealing  part  of  this  entire  pack- 
age. Now,  we've  had  a  number  of  actuaries,  several  actuaries  exam- 
ining the  MS  As.  They  are  producing  studies  for  us.  They  have  a 
broad  range  of  data,  and  here  is  what  they  are  showing  us  as  to 
how  the  medical  savings  account  option  would  work. 

What  they  are  saying  is  that  with  the  money  that  the  elderly 
could  take  out  of  Medicare  under  this  kind  of  freedom  of  choice  sys- 
tem, they  could  buy  a  medical  savings  account  policy  that  would 
cover  all  expenses,  have  a  deductible  covering  all  expenses  over 
$4,000  a  year,  and  have  a  little  over  $2,000  left  for  each  person  in 
the  savings  account,  say  $2,100.  The  funds  in  that  savings  account 
can  be  used  to  pay  for  expenses  below  the  deductible. 

Now,  if  you  look  at  this  benefit  structure,  this  is  a  better  benefit 
structure  than  Medicare  offers.  Under  this  benefit  structure,  you 
have  catastrophic  coverage.  You  don't  have  catastrophic  coverage 
under  Medicare.  Under  this  benefit  structure,  you  have  a  cap  on 
out-of-pocket  expenses.  The  most  each  elderly  recipient  would  have 
to  pay  each  year  would  be  the  difference  between  the  $4,000  de- 
ductible and  the  $2,000  or  $2,100  in  the  savings  account. 

Medicare  doesn't  have  a  cap  on  out-of-pocket  expenses.  That's  a 
better  cap  on  out-of-pocket  expenses  than  was  in  the  catastrophic 
health  legislation  that  they  tried  to  pass  in  the  late  1980's. 

Moreover,  the  funds  in  the  savings  account  could  be  used  for  any 
health  expenses,  not  just  those  covered  by  Medicare.  One  problem 
a  lot  of  elderly  beneficiaries  have  is  paying  for  their  prescription 
drugs.  Well,  the  $2,000  in  the  savings  account  could  be  used  to  pay 
for  prescription  drugs. 

Finally,  what  you  don't  spend  in  the  account  at  the  end  of  the 
year  is  yours.  You  can  choose  to  spend  it  as  you  choose.  Nobody 
gets  any  money  out  of  Medicare  no  matter  how  hard  they  try  to 
save  costs. 

Now,  I  note  that  this  benefit  structure  is  also  better  for  sick  peo- 
ple than  the  Medicare  benefit  structure.  If  you're  sick,  you're  glad 
to  have  a  cap  on  out-of-pocket  expenses.  You're  glad  to  have  cata- 
strophic coverage.  You're  glad  to  have  the  freedom  to  spend  some 
of  that  money  on  prescription  drugs  that  Medicare  doesn't  pay  for. 

So,  in  fact,  what  these  actuaries  are  showing  is  this  system  is 
going  to  appeal  to  the  sick  under  Medicare,  as  well  as  the  healthy. 

Now,  similar  medical  savings  accounts  have  already  been  adopt- 
ed by  over  1,000  employers  all  across  the  country,  and  I  did  a  study 
for  the  Cato  Institute  on  this.  What  that  experience  is  showing  is 
because  of  the  cost  saving  incentives  for  medical  savings  accounts, 
they  are  reducing  their  costs  by  more  than  is  targeted  for  the  budg- 
et under  Medicare.  The  budget  is  trying  to  reduce  the  growth  in 
Medicare  from  10  percent  to  about  6.5  percent.  They  are  reducing 
growth  on  the  order  of  15  and  20  percent  to  0  percent  and  even 
more. 

Why  is  that  happening?  It's  because  of  the  incentives  in  the  med- 
ical savings  account.  The  consumer  has  a  cost  concern  now  because 
they  don't  want  to  waste  the  money  in  the  medical  savings  account. 
So  they  are  questioning  whether  procedures  are  necessary.  They 
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are  questioning  whether  they  can  be  done  for  less.  They  are  looking 
for  doctors  who  can  do  it  for  less. 

But  there's  another  whole  factor  that's  usually  not  accounted  for 
in  medical  savings  accounts,  and  that's  the  new  competition  that 
is  stimulated  on  the  provider  side,  because  now,  for  the  first  time, 
the  doctors  know  their  patients  are  concerned  about  costs.  So  now 
they  start  to  compete  to  say  come  to  us,  we'll  show  you  how  we  can 
take  care  of  you,  give  you  good  quality  care  without  running 
through  all  the  money  in  your  medical  savings  account.  So  you  get 
that  competition  factor  working  along  with  the  incentives  factor 
and  there  you're  getting  these  big  reductions  in  costs. 

Another  way  of  showing  this  is  we've  had  three  studies  now  done 
at  the  National  Center  for  Policy  Analysis,  and  that  chart  summa- 
rizes the  three  studies.  We  had  actuaries  from  Milliman  &  Robert- 
son look  at  it.  We  had  economists  do  a  separate  study.  And  what 
they  showed  is  if  you  had  everyone  in  Medicare  into  this  medical 
savings  account  option,  the  amount  of  health  spending  reduction 
that  would  occur  over  the  7  years  would  be  in  the  range  of  $200 
to  $300  billion,  which  is  what  the  committee  is  trying  to  target. 

Now,  what  does  the  experience  in  these  studies  show?  What  they 
say  is  that  if  you  have  the  same  experience  under  Medicare  with 
these  MSAs  that  you  had  elsewhere,  the  elderly,  with  the  voucher 
amounts  that  they  can  withdraw  from  Medicare,  will  be  able  to  fi- 
nance their  benefits  through  the  MSAs,  will  be  able  to  maintain 
their  benefits  through  MSAs.  They  will  be  able  to  finance  this  MSA 
plan  that  I  described  before  with  the  voucher  amounts,  even 
though  the  voucher  amounts  are  limited  to  grow  no  faster  than  the 
budget.  That  there  will  be  enough  cost  savings  resulting  from  this 
system  to  meet  the  targets  while  still  maintaining  the  benefits  and 
even  allowing  the  elderly  even  better  benefits. 

Now,  the  HMOs  are  saying  they  can  do  the  same  thing,  as  well. 
And  that's  fine,  maybe  they  can.  They're  saying  we  can  live  within 
these  voucher  amounts  and  provide  extra  benefits.  We  can  give 
people  prescription  drugs  and  other  things. 

So  that's  why  I'm  saying  the  Republican  plan,  if  it's  done  the  way 
I  expect  it  will  be  done,  will,  in  fact,  be  offering  the  elderly  a  better 
system  than  Medicare,  while  still  meeting  the  budget  targets, 

Now,  there  are  a  couple  of  things  I'm  concerned  about. 

Mr.  BlLlRAKlS.  Mr.  Ferrara,  please  summarize.  I'm  sorry,  but 
you're  on  a  roll  and  I,  frankly,  would  like  to  give  you  more  time, 
but  I  want  to  be  fair. 

Mr.  Ferrara.  There  are  two  or  three  things  I'm  very  concerned 
about  in  the  plan,  and  one  is  that  there  be  a  level  playing  field  be- 
tween the  options,  that  the  same  principle  apply  to  all  the  options. 

The  final  point — let  me  just  hit  the  one  final  point  because  it's 
critical  to  how  the  medical  savings  accounts  work.  That  is  the  issue 
of  what  do  you  do  with  the  funds  in  the  medical  savings  account 
at  the  end  of  the  year  if  they're  not  spent  and  it's  very  important 
that  people  be — that  that  money  belong  to  the  beneficiaries  and  not 
the  government  and  not  the  insurance  companies;  that  they  be  free 
to  withdraw  the  money  at  the  end  of  the  year  and  use  it  to  spend 
on  whatever  they  want. 

This  is  how  you  get  the  incentives  that  we're  talking  about.  This 
is  the  reward  for  controlling  health  costs,  is  the  money  you  can 
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withdraw  at  the  end  of  the  year.  If  you  say  to  them,  "Well,  you  can 
only  spend  it  on  health  care  and  you  can't  withdraw  it  for  other 
things,"  it's  not  going  to  have  the  economic  effect.  You're  not  going 
to  have  the  incentives.  You're  not  going  to  have  those  reductions 
that  those  studies  showed  because  you're  not  going  to  have  it  fol- 
lowing— you're  not  giving  them  enough  incentives. 

If  they  can  only  spend  the  money  on  health  care  today  or  health 
care  tomorrow,  they  have  no  reason  to  try  to  conserve  the  funds. 
You're  not  going  to  get  nearly  the  cost  saving  result.  You're  not 
going  to  have  nearly  the  incentives  for  medical  savings  accounts 
that  you're  supposed  to  have. 

Thank  you  very  much. 

[The  prepared  statement  of  Peter  J.  Ferrara  follows:] 

Prepared  Statement  of  Peter  J.  Ferrara,  Senior  Fellow,  National  Center 

for  Policy  Analysis 

why  and  how  medicare  must  be  reformed 

The  government's  own  latest  annual  report  for  Medicare  established  beyond  con- 
tention that  the  program  must  be  fundamentally  reformed.  As  has  been  widely 
noted,  the  report  indicates  that  Medicare  will  likely  run  short  of  funds  to  pay  prom- 
ised benefits  within  7  years,  by  2002.  But  what  has  not  been  as  clearly  reported 
is  how  big  the  financial  gap  becomes.  Without  change,  paying  all  promised  benefits 
to  today's  young  workers  would  require: 

•  Tripling  the  current  total  Medicare  payroll  tax  of  2.9%; 

•  Increasing  the  annual  Medicare  premiums  paid  by  the  elderly  relative  to  income 

to  the  equivalent  of  almost  $4,000  per  elderly  couple  per  year  in  today's  terms; 

•  And  still  running  an  annual  deficit  in  the  program  of  over  $250  billion  in  constant 

1995  dollars,  larger  than  the  entire  federal  deficit  today. 

For  those  who  say  they  oppose  any  change  in  Medicare  benefits,  this  effectively 
is  their  reform  program  for  Medicare. 

And  all  of  this  is  just  under  the  so-called  intermediate  projections  in  the  report. 
Under  the  so-called  pessimistic  projections,  which  many  top  experts  think  are  more 
realistic  or  at  least  more  prudent,  the  problem  is  much  worse. 

This  financial  disaster  will  occur  even  though  Medicare  is  already  effectively  ra- 
tioning health  care  for  the  elderly  to  reduce  costs.  Medicare  pays  doctors  and  hos- 
pitals only  about  70%  of  the  costs  of  the  services  provided  under  the  program.  This 
is  leading  to  lower  quality  care  and  reduced  access  to  care  for  many  patients.  In 
addition,  Medicare  pays  the  same  fees,  regardless  of  the  quality  of  care  provided. 
This  encourages  lower  quality,  less  expensive  care.  The  Medicare  payment  system 
also  allows  hospitals  to  make  more  net  income  by  discharging  patients  earlier,  re- 
gardless of  health  condition.  Evidence  suggests  that  resulting  premature  discharges 
nave  harmed  some  patients. 

Medicare  is  also  slow  to  approve  new  medical  technologies,  leaving  the  elderly 
without  the  latest  and  best  treatments  and  care.  For  example,  Cochlear  implants 
are  far  superior  to  previous  technology  for  treating  some  types  of  hearing  loss.  But 
the  elderly  under  Medicare  are  stuck  with  hearing  aids  because  Medicare  doesn't 
pay  for  the  more  costly  implants. 

All  of  this  is  apart  from  the  problems  of  the  general  federal  budget,  and  the  need 
to  reduce  the  total  federal  deficit.  But  unlike  Social  Security,  Medicare  is  already 
running  deficits  contributing  to  the  federal  deficit.  This  year,  Medicare  alone  will 
add  over  $50  billion  to  the  federal  deficit,  about  one-fourth  of  the  total  deficit.  By 
2000,  Medicare  will  be  increasing  the  federal  deficit  by  over  $100  billion  in  today's 
dollars.  By  2010,  Medicare  alone  will  be  running  a  deficit  almost  as  large  as  the 
entire  federal  deficit  today.  And,  again,  this  is  all  just  under  the  intermediate  pro- 
jections. Clearly,  we  cannoi,  *he  total  federal  deficit  under  control  without  con- 
trolling these  deficits  under  Medicare. 

Indeed,  by  the  year  2000  Medicare  alone  will  constitute  13%  of  the  entire  federal 
budget.  If  Medicare  is  exempted  from  spending  restraint  along  with  Social  Security, 
interest  on  the  national  debt  (which  is  constitutionally  protected),  and  the  defense 
budget  as  proposed  by  Clinton  (which  has  already  been  cut  sharply),  then  about 
two-thirds  of  the  total  budget  in  that  year  would  be  shielded  from  spending  reduc- 
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tions.  The  rest  of  the  government  would  then  have  to  be  cut  by  one-third  to  balance 
the  budget. 

But  how  can  Medicare  spending  be  restrained?  Fortunately,  a  Medicare  reform 
plan  with  true  popular  appeal  that  would  accomplish  this  has  already  been  devel- 
oped by  free  market  and  conservative  organizations,  led  by  the  National  Center  for 
Policy  Analysis  in  Dallas.  This  proposal  was  designed  so  that  it  would  be  assured 
of  achieving  the  cost  control  targets  for  Medicare  included  in  the  budget  resolution 
adopted  last  week  by  the  House.  That  resolution  calls  for  reducing  the  annual  rate 
of  growth  of  Medicare  from  10%  to  5%. 

Under  the  proposal,  the  elderly  would  each  be  free  to  withdraw  their  share  of 
Medicare  spending  each  year  and  use  it  to  purchase  private  coverage  of  their  choice 
instead,  including  an  MSA  option,  HMO  plans,  employer  plans,  or  traditional  insur- 
ance. The  share  each  retiree  could  withdraw  from  Medicare  would  be  risk  rated  to 
reflect  the  retiree's  age,  geographic  location  and  health  status.  Consequently,  those 
who  are  older  and  sicker  would  receive  more  from  Medicare  to  purchase  private  cov- 
erage. Those  who  are  younger  and  healthier  would  receive  less,  reflecting  the  lower 
amounts  they  would  be  charged  for  such  coverage.  This  would  prevent  adverse  selec- 
tion problems,  since  retirees  who  leave  the  program  would  only  take  the  share  of 
funds  that  actuarially  reflects  their  own  risks. 

The  key  is  that  these  amounts  that  could  be  withdrawn  from  Medicare  each  year 
would  be  restricted  to  grow  by  no  more  than  5%  per  year.  So  for  those  who  chose 
the  private  options,  Medicare  spending  would  grow  no  faster  than  the  budget  tar- 
gets. 

Another  provision  would  ensure  that  for  anyone  who  chose  to  stay  in  Medicare, 
spending  would  also  grow  no  faster  than  budget  targets.  An  upfront  deductible 
would  be  added  to  the  Medicare  benefit  structure.  The  deductible  would  be  set  at 
whatever  amount  necessary  each  year  to  ensure  that  the  rest  of  the  program  for 
those  staying  in  the  current  system  would  not  grow  faster  than  5%  per  year. 

Consequently,  Medicare  overall  would  be  assured  of  growing  no  faster  than  5% 
per  year  meeting  the  budget  targets. 

The  MSA  Option 

The  MSA  option  in  the  above  reform  plan  would  enable  the  elderly  to  get  even 
better  benefits  and  health  care  than  under  the  current  Medicare  system,  while  stay- 
ing with  in  the  budget  targets.  That  is  because  the  powerful  incentives  of  the  MSAs 
would  control  costs  while  other  features  of  the  MSA  option  would  actually  improve 
benefits  and  the  quality  of  care 

Under  the  MSA  option,  the  retiree  would  use  part  of  the  funds  from  Medicare  to 
purchase  insurance  covering  all  expenses  over  a  high  deductible,  say  $3,0Q0-$4,000 
per  year.  The  remaining  funds  would  be  saved  in  the  MSA  and  used  to  pay  medical 
expenses  below  the  deductible.  The  retiree  could  then  withdraw  any  remaining  MSA 
funds  at  the  end  of  the  year  and  use  them  for  any  purpose. 

Health  insurance  actuaries  have  estimated  for  the  NCPA  that  the  amounts  the 
elderly  could  withdraw  from  Medicare,  plus  the  amounts  they  are  already  paying 
out-of-pocket  for  health  care  and  supplemental  Medigap  insurance,  would  be  enough 
to  pay  for  the  insurance  and  put  $3,000-$4,Q00  in  the  MSA  for  expenses  below  the 
deductible.1 

Under  this  structure,  the  elderly  choosing  the  MSA  option  would  effectively  be 
spending  their  own  money  on  health  expenses  below  $3,000-$4,000  per  year.  This 
would  make  them  fully  cost  conscious  consumers  of  health  care  for  such  expenses. 
They  would  consequently  seek  to  avoid  unnecessary  or  overly  costly  care,  or  any 
care  where  the  costs  exceed  the  benefits.  Perhaps  more  importantly,  because  of  this 
new  consumer  cost  concern,  doctors  and  hospitals  would  compete  to  reduce  costs  to 
attract  consumers  trying  to  preserve  their  funds. 

Several  studies  show  that  for  those  who  used  the  MSAs,  these  incentives  would 
quite  likely  produce  savings  more  than  sufficient  to  hold  costs  within  the  5%  per 
year  growth  rate  targeted  under  the  budget  for  Medicare: 

•  The  prestigious  Rand  Corporation  conducted  a  rigorous  scientific  study  of  the 
health  expenditures  of  2,500  families  from  1974  to  1982.  The  families  were  each 
provided  with  one  of  four  different  insurance  plans,  ranging  from  a  zero  deduct- 
ible and  all  health  expenses  paid,  to  5%  of  the  first  $1,000  in  expenses  paid, 
and  100%  after  that.  The  families  with  no  deductible  incurred  53%  more  in  hos- 
pital expenses,  and  consumed  63%  more  in  doctors'  visits,  drugs,  and  other 


1  See  Peter  J.  Ferrara  and  John  C.  Goodman,  "Medical  Savings  Accounts  for  Medicare,"  Brief 
Analysis  No.  160,  National  Center  for  Policy  Analysis,  Dallas,  Texas,  April  17,  1995. 
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health  services,  than  the  families  with  the  highest  deductible.  Yet,  the  study 
also  found  no  difference  between  the  families  in  health  outcomes.2 

•  Overall,  these  Rand  studies  indicate  that  families  today  with  a  deductible  of  about 

$3,000  would  consume  30%  less  health  care  than  families  with  no  deductible — 
with  no  adverse  effects  on  health. 

•  The  Congressional  Budget  Office  estimates  that  Medicare  enrollees  with  private 

Medigap  insurance  shielding  them  from  Medicare  deductibles  and  co-payments 
use  about  24%  more  services  than  those  who  do  not  have  such  coverage  and 
face  the  cost-saving  incentives  of  these  deductibles  and  co-payments.3 

•  A  1992  study  by  the  National  Center  for  Policy  Analysis  estimated  that  if  the  pub- 

lic generally  switched  from  traditional  third  party  insurance  to  MSAs,  the  re- 
sulting cost  control  incentives  and  competition  would  reduce  health  spending  by 
about  30%.4 

•  Another  study  by  the  health  consulting  firm  of  Milliman  and  Robertson  estimated 

that  the  cost  control  incentives  and  competition  created  by  MSAs,  if  generally 
adopted  in  the  private  sector,  would  reduce  national  health  care  spending  by 
$600  billion  over  5  years.6 

•  A  recent  Cato  Institute  study  estimated  that  if  MSAs  were  generally  adopted, 

leaving  traditional  third  party  payment  insurance  to  cover  25%  of  total  health 
cots,  the  cost  incentives  and  competition  created  by  MSAs  would  reduce  health 
costs  by  about  40%  per  year.6 

•  Another  Cato  Institute  study  examined  the  experience  of  employers  across  the 

country  who  were  already  adopting  MSAs.  The  resulting  cost-savings  for  those 
employers  would  be  more  than  enough  in  the  case  of  Medicare  to  hold  program 
costs  within  targeted  growth  limits.  Indeed,  cost-growth  for  almost  all  of  these 
employers  was  zero  or  even  negative.7 
Such  cost  savings  would  result  for  the  elderly  who  used  MSAs  for  their  Medicare 
coverage,  enabling  them  to  obtain  their  benefits  within  the  growth-capped  payment, 
they  could  withdraw  from  Medicare.8 

Indeed,  such  an  MSA  structure  would  offer  improved  benefits  and  quality  for  the 
elderly: 

•  The  MSA  catastrophic  insurance  would  provide  unlimited  coverage  for  all  ex- 

penses over  the  deductible,  unlike  Medicare  benefits,  which  are  limited  in  dura- 
tion and  do  not  provide  full  catastrophic  coverage. 

•  The  above  MSA  model  would  cap  all  annual  out-of-pocket  expenses,  unlike  Medi- 

care, which  does  not  cap  out-of-pocket  payments.  Indeed,  the  estimates  from  the 
actuaries  indicate  that  the  MSA  could  cap  out-of-pocket  contributions  and  ex- 
penses from  the  elderly  at  less  than  $2,000  per  year. 

•  Through  the  MSA,  the  elderly  could  avoid  the  increasing  rationing  under  Medi- 

care, which  is  reducing  the  quality  of  their  care  and  their  access  to  care.9 
This  proposal  achieves  the  targeted  cost  controls  for  Medicare,  essentially  by  giv- 
ing the  elderly  direct  control  over  the  program's  funds.  Retirees  can  consequently 
profit  by  wise  use  of  those  funds.  By  avoiding  unnecessary  expenses,  they  can  each 
pay  themselves  a  large  rebate  each  year  under  the  MSA  option.  When  they  get  sick, 
this  reform  would  also  allow  them  to  escape  the  increasing  rationing  of  health  care 
under  Medicare.  Instead,  they  would  be  free  to  choose  the  doctors,  hospitals,  treat- 
ments, and  benefits  they  want.  Moreover,  the  MSA  actually  offers  better  benefits 


2  Joseph  Newhouse,  et  al.,  "Some  Interim  Results  from  a  Controlled  Trial  of  Cost  Sharing  in 
Health  Insurance,"  New  England  Journal  of  Medicine,  December  17,  1981. 

3  Congressional  Budget  Office,  "Reducing  the  Deficit:  Spending  and  Revenue  Options,"  Wash- 
ington, D.C.,  February,  1995,  p.  287. 

4  John  C.  Goodman  and  Gerald  L.  Musgrave,  "Controlling  Health  Care  Costs  with  Medical 
Savings  Accounts,"  NCPA  Policy  Report  No.  168,  National  Center  for  Policy  Analysis,  Dallas, 
Texas,  January,  1992. 

5  Litow,  Milliman  and  Robertson,  "Financial  Impact  of  Medical  Savings  Accounts  on  Health 
Care  Spending  in  the  Federal  Budget,"  Council  for  Affordable  Health  Insurance,  October,  1993. 

6  Stan  Liebowitz,  "Why  Health  Care  Costs  Too  Much,"  Cato  Institute,  Washington,  D.C.,  Pol- 
icy Analysis  No.  211,  June  13,  1994. 

7  Peter  J.  Ferrara,  "More  Than  Theory:  Medical  Savings  Accounts  at  Work,"  Cato  Institute, 
Washington,  D.C.  Policy  Analysis  No.  220,  March  14,  1995. 

8  Note,  however,  that  even  if  such  savings  were  somehow  not  fully  achieved,  that  would  not 
affect  whether  the  necessary  budget  savings  were  achieved,  as  those  savings  would  result  from 
the  5%  growth  cap  or  the  funds  that  could  be  withdrawn  from  Medicare  in  any  event.  The  only 
result  would  be  that  the  withdrawn  Medicare  funds  would  buy  less  in  private  benefits  than  oth- 
erwise. 

9  See  Peter  J.  Ferrara  and  John  C.  Goodman,  "Medical  Savings  Accounts  for  Medicare,"  Brief 
Analysis  No.  160.  National  Center  for  Policy  Analysis,  Dallas,  Texas,  April  17,  1995. 
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than  Medicare.  These  and  other  benefits  of  the  reform  for  the  elderly  would  make 
the  necessary  reductions  in  program  expenditures  politically  possible. 

Other  Reform  Features 
Other  features  of  the  reform  proposal  would  include  the  following: 

•  The  private  plans  offered  as  an  alternative  to  Medicare  would  have  to  cover  the 

same  medical  services  and  treatments  as  Medicare. 

•  The  private  plans  would  have  to  accept  anyone  from  Medicare  for  coverage  to  par- 

ticipate in  the  system. 

•  Those  who  chose  a  private  plan  could  go  back  to  Medicare  after  one  year,  but  not 

before.  The  could  switch  to  another  private  plan  that  would  accept  them  at  any 
time,  but  those  plans  again  would  not  be  required  to  accept  them  from  another 
plan. 

Answering  the  Critics  of  MS  As 

Medicare  enrollees  who  have  a  serious  illness  would  benefit  even  more  from  Medi- 
cal Savings  Accounts.  The  reason  is  that  Medicare  currently  pays  too  many  small 
bills  which  the  elderly  could  pay  themselves  and  leaves  them  exposed  for  cata- 
strophic medical  expenses  that  could  devastate  them  financially.  Take  the  Hospital 
Insurance  program,  for  example: 

•  After  a  first-day  deductible  of  $716,  Medicare  Part  A  pays  inpatient  hospital  bills 

through  the  60th  day. 

•  Beginning  on  the  61st  day,  however,  coinsurance  payments  are  one-fourth  of  the 

deductible,  or  $170  per  day. 

•  After  the  90th  day,  coinsurance  payments  are  one-half  of  the  deductible  or  $358 

per  day,  provided  the  beneficiary  still  has  "lifetime  reserve"  days  upon  which 
to  draw. 

•  When  the  lifetime  reserve  is  exhausted,  Medicare  inpatient  hospital  coverage  dur- 

ing an  individual's  benefit  period  ends  after  the  90th  day. 
The  Supplementary  Medical  Insurance  program  has  a  similar  defect: 

•  Medicare  Part  B  generally  pays  80  percent  of  approved  costs  for  doctor  and  other 

outpatient  services  after  a  $100  annual  deductible. 

•  But  while  providing  a  good  deal  of  first-dollar  coverage  for  some  services,  it  pro- 

vides no  coverage  for  others,  such  as  prescription  drugs. 
As  a  result,  some  Medicare  enrollees  face  large  out-of-pocket  costs.  Of  the  27.9 
million  participants  who  experienced  some  Medicare  cost-sharing  in  1992,  8.5  per- 
cent had  to  pay  at  least  $2,000  themselves.  [See  Table  II.]  For  the  1.5  percent  with 
cost-sharing  of  at  least  $5,000,  the  average  patient  liability  was  $8,657.  [See  Figure 
IV.] 

TABLE  II— Patient's  Share  of  Medicare  Bills,  1992 


Percent  of  Total 
Percent  Incurring      Medicare  Cost-shar- 


Amount  of  Patient  Cost-sharing  Liability1  ing  Liability2 


$1  to  $499    62.8%  17.3% 

$500  to  $999   13.4%  12.8% 

$1,000  to  $1,999    15.3%  27.3% 

$2,000  to  $4,999    7.0%  25.4% 

$5,000  or  more   1.5%  17.2% 


1  An  estimated  27.9  million  out  of  35.6  million  Medicare  beneficiaries  used  covered  services  and  incurred  cost-sharing  liability  in  1932. 

2  Deductibles,  coinsurance  and  balance  billings  paid  by  people  paying  this  amount. 

Source:  Hearth  Care  Financing  Administration,  Health  Care  Financing  Review:  Medicare  and  Medicaid  Statistical  Supplement,  Baltimore, 
M0:  HCFA  Pub.  No.  03348,  February  1995,  Figure  17,  p.  45. 

Simulations  for  Medicare.  Three  private  sector  simulations  have  been  performed 
to  estimate  potential  savings  to  the  federal  government  from  using  Medical  Savings 
Accounts  to  solve  the  financial  crisis  in  Medicare.  All  three  assume  a  catastrophic 
deductible  of  $4,000  and  a  Medical  Savings  Account  deposit  of  $2,000. 

•  In  one  study,  Mark  Litow  (Milliman  &  Robertson)  calculated  that  if  MSAs  were 

incorporated  into  Medicare  for  all  beneficiaries  (elderly  only)  the  seven-year  sav- 
ings (through  2002)  would  be  more  than  $200  billion. 

•  Using  the  National  Center  for  Policy  Analysis/Fiscal  Associates  Health  Care 

Model,  Gary  and  Aldona  Robbins  estimated  that  if  MSAs  were  created  for  all 
beneficiaries  (including  the  disabled,  but  excluding  the  5.2  percent  of  enrollees 
who  are  high  risk)  seven-year  savings  (including  dynamic  feedback  effects  on 
the  economy  as  a  whole)  would  total  $232  billion. 
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•  In  a  third  calculation  Litow  assumed  MSAs  can  be  combined  with  private  sector 
managed  care  for  costs  above  the  deductible  and  estimated  seven-years  savings 
to  the  federal  government  as  high  as  $300  billion. 
These  simulations  are  very  encouraging  since  they  show  that  the  budget  goals 

Congress  has  set  for  Medicare  are  reachable  with  reasonable  reforms. 

Mr.  Bilirakis.  Thank  you  very  much,  sir.  Ms.  Braun. 

STATEMENT  OF  BEATRICE  BRAUN 

Ms.  Braun.  Mr.  Chairman  and  members  of  the  committee,  I'm 
Dr.  Beatrice  Braun  from  Spring  Hill,  Florida.  I  am  a  member  of  the 
Board  of  Directors  for  AARP  and  I  appreciate  the  opportunity  to 
testify  today  on  the  future  of  Medicare. 

For  three  decades,  Medicare  has  guaranteed  affordable  quality 
health  care  for  millions  of  older  and  disabled  Americans.  A  recent 
public  opinion  study  conducted  by  DYG  for  AARP  shows  that 
Americans  of  all  ages  view  Medicare  as  one  of  the  most  important 
government  programs.  In  fact,  now  more  than  ever,  beneficiaries 
depend  on  Medicare  for  financial  security  and  independence. 

AARP  is  committed  to  maintaining  this  security.  We  want  to 
strengthen- Medicare  for  current  beneficiaries,  for  their  children 
and  grandchildren.  To  help  achieve  this  goal,  rising  health  care 
costs  need  to  be  controlled.  Costs  throughout  the  health  care  sys- 
tem continue  to  climb  faster  than  our  economy,  consuming  larger 
shares  of  individual  income  and  Federal  spending. 

Steps  should  be  taken  promptly  to  address  this  problem  in  Medi- 
care and  throughout  our  health  care  system.  But,  Mr.  Chairman, 
AARP  believes  changes  to  Medicare  must  be  made  deliberately  and 
carefully.  The  goal  of  changing  Medicare  must  be  to  strengthen  the 
program,  not  simply  to  reach  arbitrary  budget  targets. 

The  $270  billion  in  Medicare  spending  reductions  in  the  budget 
resolution  is  excessive  and  it's  arbitrary.  It's  beyond  what  the  pro- 
gram can  absorb  without  jeopardizing  quality  and  access  and  it's 
beyond  the  roughly  $110  billion  the  trustees  report  indicates  is  nec- 
essary to  keep  Part  A  solvent  for  the  next  10  years,  the  traditional 
projection  period  for  the  Part  A  trust  fund. 

In  short,  $270  billion  is  too  much  too  fast.  Spending  reductions 
of  this  magnitude  will  fall  heavily  on  beneficiaries.  If  we  assume 
that  half  of  the  required  reductions  would  come  directly  from  bene- 
ficiaries, $3,400  would  be  added  over  7  years  in  premiums, 
deductibles  and  coinsurance  to  an  already  extraordinary  out-of- 
pocket  burden,  one  that  is  three  times  that  of  the  average  out-of- 
pocket  burden  of  persons  under  65. 

Let  me  now  turn  my  attention  to  the  broader  issue  of  Medicare 
reform.  AARP  believes  that  Congress  should  address  Medicare  re- 
form in  a  two-track  process.  First,  assure  solvency  of  the  Part  A  for 
the  next  decade  by  designating  $110  billion  in  savings  over  the 
next J7  years.  Second,  without  delay,  proceed  on  a  separate  track 
with  public  education  and  debate  to  deal  with  the  longer-term  fi- 
nancial stability  of  the  program. 

As  we  begin  this  process,  it  is  important  to  understand  what  the 
public  needs  and  wants  from  Medicare  reform.  We  know  that  in 
order  to  guarantee  Americans  a  Medicare  program  that  meets  their 
needs,  changes  will  be  necessary.  However,  these  changes  should 
be  accomplished  carefully  and  incrementally. 
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Indeed,  one  of  the  important  lessons  of  last  year's  health  care  re- 
form debate  is  that  the  Congress  should  not  try  to  take  all  of  the 
steps  required  to  change  Medicare  in  1  year.  There  are  a  number 
of  reform  options  now  being  talked  about  that  bear  careful  scru- 
tiny. Among  these  are  vouchers,  managed  care,  medical  savings  ac- 
counts and  changing  Medicare's  eligibility  age. 

We  raise  a  number  of  questions  in  our  written  statement  about 
how  these  kinds  of  approaches  would  work  for  Medicare  bene- 
ficiaries. While  structural  changes  in  Medicare  can  and  should  be 
part  of  the  program's  future,  some  of  the  changes  under  consider- 
ation pose  potential  hazards  to  beneficiaries  and  to  the  actuarial 
soundness  of  the  program.  Some  of  these  proposals  bring  into  ques- 
tion whether  Medicare  can,  in  the  future,  provide  its  standard  ben- 
efits for  the  amount  that  will  be  paid. 

Fundamentally,  a  question  we  all  face  is  whether  the  Medicare 
program  will  continue  to  provide  a  health  plan  on  which  older  and 
disabled  Americans  can  rely.  If,  in  the  future,  the  program  no 
longer  pays  for  the  costs  of  needed  health  care  and  these  costs  are 
simply  shifted  onto  beneficiaries,  any  structural  reforms  will  not 
have  achieved  the  goal  of  providing  quality,  affordable  care  any 
smarter  or  any  more  efficiently  than  we  do  today. 

Mr.  Chairman,  all  of  us  share  in  the  desire  for  a  strong  and  via- 
ble Medicare  program  now  and  in  the  future.  The  program  does 
need  to  be  modernized  and  its  financial  stability  does  need  to  be 
strengthened.  The  time  to  start  is  this  year  and  the  way  to  start 
is  to  make  specific  incremental  changes. 

We  look  forward  to  working  with  you  and  other  Members  of  Con- 
gress in  this  effort.  Thank  you. 

[The  prepared  statement  of  Beatrice  Braun  follows:] 

Prepared  Statement  of  Beatrice  Braun,  Board  Member,  AARP 

Mr.  Chairman  and  members  of  the  Committee,  I  am  Beatrice  Braun  from  Spring 
Hill,  Florida.  I  am  a  member  of  the  Board  of  Directors  for  the  American  Association 
of  Retired  Persons  (AARP).  I  appreciate  the  opportunity  to  testify  today  on  the  fu- 
ture of  the  Medicare  program. 

As  we  celebrate  the  30th  anniversary  of  Medicare,  it  is  appropriate  to  consider 
the  valuable  contributions  this  program  has  made.  For  three  decades,  Medicare  has 
protected  the  economic  security  of  older  and  disabled  Americans  by  assuring  them 
access  to  affordable,  quality  health  care.  For  the  37  million  beneficiaries  and  their 
families,  Medicare  is  not  just  a  policy,  budget  or  political  issue — it  is  the  health  in- 
surance program  upon  which  they  depend.  Recent  research  conducted  for  AARP  by 
DYG,  Inc.  found  that: 

•  Medicare,  like  Social  Security,  is  viewed  as  a  linchpin  of  economic  security:  87 

percent  of  the  public — across  all  ages — says  Medicare  is  vital  to  the  financial 
security  of  older  Americans  so  they  are  not  dependent  on  their  children  or  fami- 
lies. 

•  The  support  for  Medicare  extends  across  generations— nine  out  of  ten  Americans 

under  the  age  of  65  (including  87  percent  of  those  age  18  to  29)  want  Medicare 

to  be  there  when  they  retire. 
AARP  is  committed  to  maintaining  and  strengthening  the  Medicare  program  for 
current  and  future  beneficiaries.  The  status  quo  is  no  longer  acceptable.  The  rate 
of  growth  in  the  program  is  not  sustainable.  Moreover,  Medicare  may  be  able  to 
adopt  some  of  the  innovations  occurring  in  other  parts  of  the  healthcare  system,  in- 
cluding the  private  health  care  market.  But  changes  to  Medicare  must  be  made  cau- 
tiously and  carefully.  The  goal  of  changing  Medicare  must  be  to  strengthen  the  pro- 
gram— not  simply  to  reach  arbitrary  budget  targets.  Otherwise,  we  risk  heightening 
the  fears  of  beneficiaries  and  their  families  that  their  health  insurance  plan  is  at 
risk — a  fear  that  could  make  real  and  lasting  reform  even  more  difficult  in  the  fu- 
ture. 
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Trust  Fund  Solvency 

A  key  issue  for  Medicare  is  the  financial  viability  of  the  Part  A  Trust  Fund.  While 
last  year's  health  care  reform  debate  did  not  focus  explicitly  on  this  topic,  we  recog- 
nized that  system-wide  cost  containment  would  have  strengthened  Medicare's  finan- 
cial stability.  In  the  absence  of  such  reform,  we  believe  that  Congress  should  ad- 
dress the  solvency  issue  in  a  two-stage  process — assuring  solvency  for  the  next  dec- 
ade, then  proceeding  on  a  separate  track  to  deal  with  the  longer-term  financial  sta- 
bility of  the  program. 

The  first  stage — assuring  solvency  in  the  program  for  the  next  ten  years — would 
return  Medicare  to  its  historic  average  term  for  solvency  as  reported  in  the  annual 
Trustees'  Report  (See  Chart  I).  Congress  has  always  kept  the  HI  Trust  Fund  with 
about  7-10  years  of  projected  financing,  and  there  is  no  need  to  go  beyond  that  this 
year.  Part  A  savings  of  about  $110  billion  over  the  next  seven  years  would  improve 
the  near-term  status  of  the  fund  by  delaying  the  date  when  the  program  has  to 
begin  dipping  into  reserves,  and  extend  the  life  of  the  fund  through  2005 — a  decade 
from  now. 

Extending  the  near- term  solvency  of  the  Trust  Fund  would  provide  sufficient  time 
for  Congress  to  move  to  the  second  stage — crafting  the  best  policy  options  for  longer- 
term  financial  stability.  This  stage  is  by  far  the  more  difficult  because  we  must  deal 
with  the  financing  and  health  delivery  issues  related  to  the  retirement  of  the  "baby 
boom"  generation  in  the  years  following  2010. 

While  Congress  can  and  should  begin  to  consider  these  longer-term  policy  options 
this  year,  final  decisions  about  such  changes  should  not  be  made  in  haste.  It  will 
take  time  to  consider  options  fully  and  to  evaluate  their  impact  on  beneficiaries  and 
providers.  This  stage  should  involve  extensive  public  education  and  opportunities  for 
discussion  to  minimize  the  risks  for  the  program  and  the  anxieties  of  those  who  de- 
pend on  it.  At  this  point,  there  are  many  unanswered  questions  about  reform  op- 
tions and  the  potential  risks  for  Medicare  are  enormous. 

Medicare  and  the  Budget  Resolution 

AARP  believes  that  Medicare  should  play  a  role  in  reducing  the  federal  budget 
deficit.  Our  members  want  a  strong  economy  for  their  children  and  grandchildren. 
The  Association  is  committed  to  working  with  Congress  to  determine  the  appro- 
priate level  of  Medicare  savings  and  to  determine  what  policy  changes  might  best 
achieve  this  goal.  However,  the  $270  billion  in  Medicare  spending  reductions  in  the 
Budget  Resolution  is  excessive.  It  is  beyond  what  the  program  can  absorb  without 
jeopardizing  quality  and  access  and  beyond  what  is  necessary  to  keep  the  HI  Trust 
Fund  solvent  for  the  next  ten  years.  It  jeopardizes  chances  for  reforms  that  assure 
affordable  health  care  for  older  and  disabled  Americans  over  the  long-term.  In  short, 
it  is  too  much,  too  fast. 

The  Budget  Resolution  proposes  to  achieve  nearly  half  of  its  deficit  reduction  over 
the  next  seven  years  out  of  Medicare  and  Medicaid.  In  both  programs  these  are  the 
largest  cuts  ever  proposed.  The  $270  billion  Medicare  reductions  are  about  22  per- 
cent beLgw  what  CBO  projects  the  current  program  would  cost  in  the  year  2002  and 
about  m  percent  below  CBO  projections  for  spending  over  the  seven  year  period 
1996-2002.  This  is  excessive  by  any  definition  of  a  "fair  share"  allocation  of  budget 
savings. 

Regardless  of  whether  these  proposals  are  called  "reducing  the  rate  of  Medicare 
growth"  or  "cutting"  the  program,  the  outcome  is  the  same — higher  cost-sharing  for 
Medicare  beneficiaries  and  lower  reimbursements  for  providers.  When  the  specific 
policies  needed  to  reach  budget  targets  are  examined,  it  becomes  apparent  that  the 
magnitude  of  the  Medicare  savings  is  neither  fair  nor  equitable — nor  is  it  in  the  best 
interests  of  Medicare  reform.  In  addition,  the  combinea  Medicare  and  Medicaid  re- 
ductions are  so  large — over  $450  billion — that  if  enacted,  they  will  have  negative  im- 
pacts on  the  entire  health  care  system. 

The  Impact  of  Proposed  Spending  Reductions  on  Beneficiaries 

An  increase  in  beneficiary  payments  would  come  on  top  of  the  already  heavy  out- 
of-pocket  obligations  beneficiaries  face  today  for  health  costs.  Older  Americans  cur- 
rently pay  about  21  percent  of  their  household  income  on  health  care  expenses,  com- 
pared with  8  percent  for  Americans  under  age  65— yet  older  Americans'  median 
household  income  is  roughly  half  that  of  those  under  65  (See  Chart  2).  This  year, 
elderly  beneficiaries  will  pay,  on  average,  $2,750  out-of-pocket  for  Medicare  pre- 
miums, deductibles,  copayments,  Medigap  premiums,  and  uncovered  services  like 
prescription  drugs.  This  does  not  include  the  additional  costs  beneficiaries  face  for 
nursing  home  care  and  some  other  long-term  care. 

Based  on  the  assumption  that  increases  in  beneficiary  payments  constitute  half 
of  the  $270  billion  in  savings  required  under  the  Budget  Resolution,  the  increased 
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costs  for  the  average  Medicare  beneficiary  would  be  $3,400  over  the  next  seven 
years.  Several  options  have  been  suggested  this  year  to  increase  beneficiary  out-of- 
pocket  expenses  to  cover  half  the  savings  required  in  the  Resolution.  These  include: 

A  New  20  Percent  Medicare  Home  Health  Coinsurance:  For  a  beneficiary 
to  qualify  for  Medicare  home  health  coverage,  a  physician  must  certify  that  the  care 
is  medically  necessary  and  that  the  client  is  homebound  and  in  need  of  only  inter- 
mittent or  part-time  skilled  care  (skilled  nursing  or  therapy).  In  1996,  about  3.8  mil- 
lion Medicare  beneficiaries  will  use  home  health  benefits.  Approximately  two-thirds 
of  Medicare  home  health  users  are  women;  almost  two-thirds  are  over  age  75.  Under 
current  law,  there  is  no  coinsurance  for  persons  who  use  Medicare  home  health 
services.  This  is  intended  to  encourage  the  use  of  more  effective,  less  costly  non-in- 
stitutional services.  Some  argue  that  because  there  is  no  coinsurance  utilization  is 
higher— beneficiaries  allegedly  have  no  disincentive  to  deter  usage.  But  this  view  ig- 
nores both  the  purpose  of  home  health's  zero  copay  and  the  basis  on  which  bene- 
ficiaries find  themselves  using  the  service. 

A  new  20  percent  coinsurance  would  require  the  average  home  health  user  to  pay 
an  additional  $900  in  1996  and  almost  $1,200  out-of-pocket  in  2002.  The  very  frail 
individuals  who  need  and  use  home  health  care  the  most,  over  700,000  Medicare 
beneficiaries  in  2002,  would  pay  an  annual  coinsurance  of  over  $3,800  in  that  year. 

Imposing  a  new  out-of-pocket  payment  would  be  a  "sick  tax"  on  the  most  frail  and 
vulnerable  elderly  and  disabled  Americans — those  who  can  least  afford  it.  Almost  80 
percent  of  all  Medicare  home  health  users  have  annual  incomes  of  less  than  $15,000 
which  means  many  beneficiaries  would  lose  access  to  these  necessary  services. 

Since  physicians  are  responsible  for  determining  eligibility  for  Medicare  home 
health  coverage,  a  new  beneficiary  coinsurance  is  not  an  effective  method  for  con- 
trolling potential  inappropriate  utilization. 

In  fact,  a  20  percent  coinsurance  could  act  as  a  deterrent  to  appropriate  utiliza- 
tion. The  rate  of  growth  in  home  health  care  has  exceeded  most  other  Medicare  ben- 
efits. However,  we  believe  there  are  legitimate  reasons  for  much  of  this  growth  and 
that  overutilization  by  beneficiaries  is  not  a  factor.  In  our  view,  the  evidence  shows 
that  growth  rates  are  due,  in  large  part,  to  court-ordered  clarifications  of  coverage 
rules  that  previously  had  been  very  ambiguous  and  overly  restrictive.  This  had 
caused  artificial  and  illegal  constraints  on  the  availability  of  services  for  bene- 
ficiaries. Beginning  in  1989,  the  issuance  of  new  intermediary  coverage  rules  re- 
sponded to  pent-up  demand  and  increased  the  number  of  meritorious  claims  submit- 
ted for  Medicare  coverage. 

If  there  is  abuse  of  this  benefit,  then  we  must  address  it;  but  we  should  act  based 
on  sound  diagnosis  rather  than  symptoms.  For  instance,  the  data  on  home  health 
does  suggest  some  unaccounted  for  variations  in  utilization  by  region  which  is  a  le- 
gitimate reason  for  concern.  However,  imposing  a  20  percent  coinsurance  does  not 
address  this  problem  and  could  create  an  overly  restrictive  environment  similar  to 
that  which  existed  in  the  mid-1980s. 

In  addition,  anticipated  reductions  and  changes  in  the  Medicaid  program  make  it 
increasingly  questionable  whether  Medicaid  will  continue  to  be  required  to  pay  for 
Qualified  Medicare  Beneficiaries  (QMBs) — leaving  more  beneficiaries  vulnerable. 

A  Higher  Medicare  Part  B  Premium:  Currently,  the  Part  B  premium  is  in- 
tended to  approximate  25  percent  of  Part  B  costs;  the  remainder  of  Part  B  program 
costs  is  paid  from  general  revenues.  In  1995,  the  premium  is  $46.10  per  month, 
$553.20  annually.  It  is  estimated  to  grow  to  $60.80  per  month,  $729.60  annually, 
by  2002.  The  premium  is  deducted  from  mo3t  beneficiaries'  Social  Security  checks. 

To  protect  beneficiaries  from  some  of  the  impact  of  health  care  costs  that  have 
historically  risen  2  to  3  times  faster  than  the  Social  Security  COLA,  Congress  has 
set  the  Part  B  premium  to  equal  or  approximate  25  percent  of  program  costs  since 
1982.  In  1990,  Congress  set  the  premiums  in  actual  dollar  amounts — intended  to 
achieve  a  25  percent  ratio.  Since  1990,  Medicare  Part  B  costs  have  actually  risen 
more  slowly  tnan  projected — hence  the  premiums  have  come  to  cover  31  percent  of 
Part  B  costs  in  1995,  even  though  they  were  intended  to  pay  for  25  percent. 

To  achieve  savings  required  in  the  Budget  Resolution,  some  have  proposed  in- 
creasing the  premium  to  31  percent  of  Part  B  program  costs.  This  could  substan- 
tially increase  the  Part  B  premium  over  time,  thereby  shifting  higher  health  care 
costs  to  Medicare  beneficiaries.  Under  this  proposal,  the  premium  could  jump  to 
roughly  $97.70  per  month,  or  $1172.40  annually  by  2002.  That  is  $442.80  more  than 
the  beneficiary  would  pay  under  current  law.  Over  the  next  7  years,  most  Medicare 
beneficiaries  would  pay  an  estimated  additional  $1,590  for  the  Part  B  premium 
alone. 

An  Increase  in  the  Medicare  Part  B  Deductible  to  $150,  Indexed  to  Part 
B  Program  Costs:  Each  year,  all  Part  B  enrollees  pay  the  first  $100  in  approved 
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charges  for  Part  B  services.  This  annual  Part  B  deductible  is  not  indexed.  Roughly 
80  percent  of  Part  B  enrollees  meet  the  Part  B  deductible. 

Increasing  the  Part  B  deductible  from  $100  to  $150  would  present  a  significant 
barrier  to  access  for  lower  income  beneficiaries.  Moreover,  anticipated  reductions 
and  changes  to  the  Medicaid  program  make  it  questionable  whether  Medicaid  would 
pay  the  additional  costs  for  low-income  individuals  under  the  QMB  program.  Indeed, 
states  have  been  reluctant,  at  best,  to  carry  out  their  responsibility  under  the  QMB 
program. 

Indexing  the  deductible  would  increase  out-of-pocket  costs  for  the  average  Medi- 
care beneficiary  for  each  succeeding  year.  If  the  Medicare  spending  reductions  in  the 
Budget  Resolution  are  divided  equally  between  providers  and  beneficiaries,  the  de- 
ductible could  grow  from  $100  today  to  $270  by  2002  (increasing  from  $100  to  $150 
annually,  plus  indexing  to  program  costs).  The  total  increase  in  the  deductible  over 
the  7  year  period  would  be  $384  per  beneficiary.  Beneficiaries  with  Medigap  plans 
covering  the  Part  B  deductible  would  not  be  immune  to  the  increased  out-of-pocket 
costs,  since  Medigap  premiums  would  almost  certainly  increase  to  cover  the  cost  of 
the  higher  deductible. 

A  New  20  Percent  Coinsurance  for  Medicare  Skilled  Nursing  Facility 
(SNF)  Care:  Under  current  law,  beneficiaries  are  eligible  to  receive  up  to  100  days 
of  Medicare-covered  skilled  nursing  facility  (SNF)  seivices  following  at  least  three 
consecutive  days  in  a  hospital.  Typical  diagnoses  for  SNF  users  are  nip  fracture  and 
-stroke.  No  coinsurance  is  imposed  for  the  first  20  days  of  covered  care.  For  days  21- 
100,  beneficiaries  must  pay  $89.50  per  day  in  1995  (one-eighth  of  the  Part  A  Hos- 
pital deductible).  In  some  cases,  this  amount  has  exceeded  the  cost  of  care  per  day. 
To  our  knowledge,  this  formula  can  result  in  one  of  the  highest  coinsurance  percent- 
ages of  any  federal  health  program.  Rather  than  looking  for  ways  to  get  more  money 
from  beneficiaries  using  SNF  services,  the  formula  should  be  reviewed  with  the  ob- 
jective of  making  it  more  rational  on  policy  grounds. 

We  have  concerns  about  imposing  a  coinsurance  amount  during  the  initial  20  days 
of  care  because  the  average  length  of  coverage  is  only  about  30  days.  Lower-income 
beneficiaries  will  not  be  able  to  afford  the  coinsurance  and  may  be  denied  access 
to  needed  rehabilitative  services  in  a  SNF.  This  is  particularly  true  if  the  proposal 
to  cap  and  block  grant  the  Medicaid  program  is  enacted,  because  it  could  seriously 
jeopardize  the  only  low-income  protection  available  under  current  law — including 
the  Qualified  Medicare  Beneficiary  (QMB)  program.  Without  this  help  in  paying  for 
SNF  coinsurance,  many  seriously  ill  low-income  Medicare  beneficiaries  might  not  be 
able  to  get  the  rehabilitation  they  need,  and  could  end  up  spending  additional  days 
in  the  hospital  or  needing  to  be  readmitted  to  the  hospital. 

A  New  20  Percent  Coinsurance  for  Medicare  Laboratory  Services:  Cur- 
rently, Medicare  beneficiaries  do  not  pay  a  coinsurance  for  laboratory  services.  Labs 
are  paid  on  the  basis  of  a  fee  schedule  and  are  required  to  accept  Medicare  pay- 
ments as  full  payment.  Since  physicians  order  laboratory  tests— not  beneficiaries — 
a  20  percent  coinsurance  would  shift  onto  beneficiaries  costs  for  services  over  which 
they  have  no  control.  In  addition,  the  low  cost  of  most  lab  tests  makes  imposing  and 
collecting  a  coinsurance  administratively  burdensome. 

A  New  Income-Related  Premium  for  Higher  Income  Medicare  Bene- 
ficiaries: To  achieve  the  savings  required  in  the  Budget  Resolution,  Congress  could 
impose  a  new,  income-related  premium  for  higher-income  beneficiaries.  Some  have 
proposed  setting  the  thresholds  at  $125,000  for  singles  and  $150,000  for  couples. 
Others  have  suggested  setting  these  thresholds  as  low  as  $50,000  for  a  single  per- 
son. 

At  the  highest  income  categories,  beneficiaries  could  pay  100  percent  of  Part  B 
costs.  If  the  income  thresholds  for  the  proposed  high-income  premium  are  not  in- 
dexed, each  year  a  greater  percentage  of  Medicare  oeneficiaries  would  be  required 
to  pay  the  new,  higher  premium.  In  the  future,  Congress  cculd  simply  choose  to 
lower  the  income  threshold,  thereby  increasing  revenues,  and  affecting  more  bene- 
ficiaries. - 

At  the  same  time  that  an  income-related  premium  would  be  imposed  on  Medicare 
beneficiaries,  federal  subsidies  for  health  care  costs  for  those  under  age  65  would 
continue,  regardless  of  an  individual's  income.  These  subsidies  come  in  the  form  of 
the  tax  deduction  for  employer-provided  health  insurance  and  the  exclusion  of 
health  benefits  from  individual  taxes. 

As  a  result  of  the  savings  target  under  the  Budget  Resolution,  Congress  could  im- 
pose higher  health  costs  on  higher-income  older  Americans  but  would  continue  fed- 
eral subsidies  for  corporate  executives,  middle-aged  millionaires,  and  Members  of 
Congress  with  incomes  substantially  higher  than  any  Medicare  threshold.  A  recent 
Price  Waterhouse  analysis  estimated  that  reducing  federal  subsidies  for  higher-in- 
come individuals  under  age  65  in  the  same  manner  as  for  Medicare  beneficiaries — 
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using  the  same  income  thresholds  suggested  in  the  February,  1995  Joint  Committee 
on  Taxation  analysis  ($50,000  for  singles  and  $100,000  for  couples) — would  result 
in  federal  budget  savings  that  are  three  and  half  times  as  large  as  the  Medicare 
income-related  premium  savings. 

Balance  Billing:  Beyond  the  direct  impact  of  higher  premiums,  deductibles,  and 
coinsurance,  the  prospect  of  more  "balance  billing"  will  pose  an  impossible  financial 
predicament  for  millions  of  beneficiaries.  This  practice  of  subjecting  beneficiaries  to 
extra  charges  over  and  above  Medicare's  payment  and  the  20  percent  coinsurance 
also  violates  one  of  the  principle  objectives  of  this  year's  debate — restraining  the 
growth  of  health  care  costs.  "Balance  billing"  simply  allows  doctors  to  shift  costs  to 
beneficiaries  when  they  want  to  charge  substantially  more  than  what  has  been  es- 
tablished as  reasonable  reimbursement.  Prior  to  the  enactment  of  the  physician  pay- 
ment reform  law  in  1989,  Medicare  beneficiaries  had  significant  out-of-pocket  costs 
for  physician  balance  billing  charges.  Congress  sought  to  relieve  this  burden  by  lim- 
iting the  amount  beneficiaries  could  be  "extra  billed"  to  15  percent.  Physicians  who 
do  not  accept  Medicare  assignment  can  now  collect  Medicare's  payment  amount,  the 
beneficiary's  20  percent  coinsurance  plus  an  additional  15  percent  from  the  bene- 
ficiary. 

Some  in  the  physician  and  provider  community  have  proposed  lifting  the  current 
balance  billing  limit.  This  could  occur  at  three  levels:  doctors  could  "negotiate"  fees 
directly  with  patients  so  they  are  able  to  charge  beneficiaries  additional  amounts 
over  and  above  Medicare  payments;  private  health  plans — whose  payments  are 
ratcheted  down  in  the  various  budget  scenarios — coula  accept  the  "cuts"  but  insist 
on  the  right  to  charge  beneficiaries  higher  premiums  and/or  copays;  and  new  and 
expanded  health  plans  within  the  Medicare  program  could  seek  the  option  to  allow 
providers  to  balance  bill  beneficiaries  in  excess  of  the  health  plan's  payment. 

Permitting  unlimited  balance  billing  flies  in  the  face  of  shared  sacrifice  by  allow- 
ing providers  to  simply  make  up  any  reductions  in  reimbursement  by  shifting  the 
costs  onto  beneficiaries.  Rolling  back  this  protection  also  puts  beneficiaries  in  the 
vulnerable  position  of  having  to  negotiate  for  their  care.  Beneficiaries  would  be 
faced  with  tne  choice  of  paying  any  fee  the  doctor  sets  or  risk  losing  their  physician 
at  a  time  when  he  or  she  is  needed  most. 

What  Older  Americans  Need  from  Medicare  Reform 

As  the  Committee  begins  to  address  broader  reform  of  the  Medicare  program,  it 
is  important  to  understand  what  the  public,  including  older  Americans,  needs  and 
wants  from  Medicare  reform.  Like  you,  AARP  devotes  a  great  deal  of  time  and  effort 
to  trying  to  understand  these  views,  and  would  suggest  the  following: 

•  As  noted  earlier  from  the  DYG  research,  Americans  value  the  financial  security 

offered  by  the  Medicare  program — and  they  will  want  to  know  whether,  and  to 
what  extent,  changes  in  the  program  affect  their  financial  security. 

•  Americans  want  to  know  whether  they  will  be  able  to  depend  on  Medicare's  pro- 

tection or  whether  Medicare's  "contribution"  to  their  health  care  costs  will  di- 
minish over  time. 

•  The  DYG  study  also  suggests  that  Americans  maintain  a  healthy  skepticism 

about  the  elderly  being  thrust  into  the  private  health  insurance  market.  Only 
22  percent  believe  it  very  or  somewhat  likely  that  health  insurers  would  sea 
insurance  that  is  equal  to  Medicare  to  the  elderly,  and  only  24  percent  believe 
it  very  or  somewhat  likely  that  the  elderly  could  afford  private  health  insur- 
ance. 

•  As  noted  earlier,  Americans  of  all  ages  want  an  affordable  Medicare  plan  avail- 

able when  they  retire — not  just  one  that  shifts  costs.  There  is  strong 
intergenerational  support,  not  tension,  for  Medicare. 

•  Americans  want  incentives — not  penalties — to  encourage  the  use  of  fewer  and  less 

expensive  services,  and  they  want  affordable  fee-for-service  options  for  those 
beneficiaries  who  choose  or  have  no  option  but  to  remain  in  it. 

Broader  Medicare  Reforms 

In  order  to  guarantee  Americans  a  Medicare  program  that  meets  these  needs, 
changes  to  Medicare  will  be  necessary.  However,  these  changes  should  be  accom- 

Elished  in  carefully  designed  increments.  One  of  the  important  lessons  of  the  recent 
ealth  care  reform  debate  is  that  the  Congress  should  not  try  to  settle  in  one  year 
all  of  the  decisions  and  steps  required  to  change  the  Medicare  program  for  the  com- 
ing years. 

To  reiterate  the  point  made  earlier  in  this  testimony,  we  believe  that  the  Congress 
must  undertake  changes  to  Medicare  in  at  least  two  stages.  First,  to  assure  solvency 
for  the  next  ten  years,  Congress  should  adopt  specific  changes  this  year.  Then,  after 
a  thorough  public  debate,  Congress  should  move  in  the  next  few  years  to  adopt  poli- 
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cies  that  will  address  the  program's  longer-term  financial  stability.  Such  a  two-step 
approach  need  not  and  should  not  be  a  source  of  delay.  Rather,  it  should  and  must 
be  a  means  to  involve  the  public. 

A  case  in  point  are  the  successes  that  have  been  attributed  to  large  private  sector 
purchasers  of  health  benefits.  It  will  be  important  to  examine  the  strategies  that 
have  led  to  claims  of  cost  reductions  and  more  efficient  service  delivery  in  the  pri- 
vate sector  and  to  incorporate  some  of  those  approaches  into  Medicare  as  appro- 
priate. But  as  many  representatives  of  the  private  sector  stated  before  Congress  ear- 
lier this  year,  the  most  successful  changes  in  the  health  care  plans  of  some  of  the 
nation's  major  corporations  have  occurred  because  they  were  undertaken  slowly, 
carefully  and  with  considerable  input  from  those  directly  affected  by  the  changes. 
We  urge  you  to  carefully  examine  how  well  private  sector  approaches  are  working 
and  which  lessons  apply  to  Medicare  beneficiaries.  For  instance,  is  the  recent  slow- 
ing in  the  rate  of  growth  attributable  to  real  cost  containment  or  merely  a  reaction 
to  last  year's  health  care  reform  debate?  Have  these  approaches  been  truly  tested 
in  the  private  market?  Do  private  sector  approaches  apply  to  the  unique  characteris- 
tics of  Medicare  beneficiaries? 

There  are  a  number  of  "reform  options"  now  being  talked  about  that  bear  careful 
scrutiny.  These  include: 

Vouchers:  There  is  a  lot  of  discussion  of  "vouchers"  —a  term  that  appears  to  have 
a  variety  of  different  meanings  at  this  point.  It  will  be  important  to  clarify  what 
is  meant  by  a  voucher  program.  For  some,  it  implies  that  Medicare  makes  contribu- 
tions to  health  plans  that  have  been  approved  by  Medicare  on  behalf  of  bene- 
ficiaries, much  like  an  employer-sponsored  plan.  For  others,  it  implies  that  Medicare 
provides  a  "chit"  to  beneficiaries  to  use  in  purchasing  any  health  plan  from  private 
insurance  companies. 

It  is  useful  to  be  precise  in  assessing  what  is  really  going  on  in  the  private  mar- 
ket, because  it  does  not  appear  to  us  that  many  large  purchasers  are  providing 
open-ended  vouchers.  Rather,  they  are  dealing  with  and  rigorously  screening  and 
negotiating  with  health  plans  on  behalf  of  their  employees,  who  then  make  a  choice 
among  those  plans.  If  this  is  the  case: 

•  Will  Medicare,  like  the  typical  large  purchaser,  perform  that  aggressive  purchas- 

ing function? 

•  What  guarantees  will  health  plans  give  that  they  won't  simply  charge  bene- 

ficiaries higher  and  higher  premiums  for  coverage? 

•  How  will  the  Medicare  payment  amount  be  set?  How  will  it  be  linked  to  the  bene- 

fit package  to  assure  that  it  is  sufficient  to  cover  the  already  limited  Medicare 
benefit  package? 

•  Will  specific  insurance  reforms  be  enacted  to  assure  that  all  beneficiaries — espe- 

cially those  who  are  older  and  sicker — actually  obtain  coverage  and  benefits? 
Will  payment  be  risk-adjusted?  Will  beneficiaries  be  able  to  change  plans  re- 
gardless of  their  health  status?  Will  premiums  be  community-rated?  If  not,  will 
they  vary  by  age/gender/health  status?  Will  all  insurers  guarantee  issue  and  re- 
newal? 

•  What  marketing  and  enrollment  standards  and  mechanisms  will  be  set?  Will 

Medicare  be  allowed  to  manage  that  process  carefully,  as  do  many  other  large 
purchasers  of  care? 

•  How  will  beneficiaries  with  low  incomes  be  protected  from  higher  premiums  and 

copayments,  especially  in  the  context  of  Medicaid  reform? 

•  What  quality,  access,  solvency  standards  and  beneficiary  protections,  such  as  ap- 

peals, will  be  set  and  enforced  for  health  plans  seeking  to  offer  benefits? 

Managed  care:  There  is  a  clear  movement  to  managed  care  in  the  private  mar- 
ket, and  a  great  deal  of  discussion  of  adopting  more  managed  care  approaches  with- 
in Medicare.  AARP  has  supported — and  continues  to  support — assuring  a  choice  for 
beneficiaries  that  includes  health  maintenance  organizations  (HMOs)  and  other 
proven  managed  care  entities  along  with  traditional  fee-for-service.  Genuine  choice 
is  critical — particularly  for  older  Americans  who  have  forged  long-standing  relation- 
ships with  physicians  on  whom  they  have  come  to  depend  for  their  health  care.  Fi- 
nancial barriers  which  force  a  beneficiary  to  sever  their  physician-patient  relation- 
ships are  not  acceptable. 

Once  again,  there  are  questions — many  of  them  similar  to  questions  that  arise 
about  vouchers—about  how  to  proceed: 

•  What  will  be  done  to  "encourage"  enrollment  in  managed  care?  Will  beneficiaries 

have  to  pay  more  to  stay  in  the  traditional  Medicare  fee-for-service  program? 
Will  premiums  be  increased?  Deductibles  and  coinsurance? 

•  Will  the  current  AAPCC  payment  method  be  changed? 
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•  Will  managed  care  plans  have  to  meet  the  current  health  plan  quality  and  sol- 

vency standards?  Which  ones?  Will  plans  be  required  to  maintain  the  current 
policy  of  eliminating  deductibles  and  limiting  coinsurance,  or  will  managed  care 
simply  be  another  way  to  cost  shift  through  cost  sharing? 
Medical  Savings  Accounts:  Medical  savings  accounts  (MSAs)  coupled  with  high 
deductible  plans  have  been  suggested  as  one  of  the  Medicare  options  that  should 
be  incorporated  into  a  Medicare  choice  model.  This  is  a  difficult  approach  to  assess, 
because  it  has  not  been  used  very  much  by  the  large,  sophisticated  purchasers  of 
health  care  in  the  private  market  that  are  the  presumed  mcdel  for  reform.  In  fact, 
many  are  concerned  about  the  actuarial  implications  of  the  potential  for  adverse  se- 
lection if  individuals  are  offered  MSA  benefit  options,  that  appear  to  operate  to  the 
relative  financial  advantage  of  the  healthy  and  to  the  relative  financial  disadvan- 
tage of  the  sick.  As  a  result,  broadly  inclusive  insurance  risk  pools  could  be  endan- 
gered, reversing  standard  insurance  principles.  Therefore,  we  believe  it  is  particu- 
larly important  to  address  a  number  of  issues  central  to  an  MSA  approach: 

•  What  is  the  MSA  model,  and  where  and  how  has  it  proved  workable?  How  can 

we  assure  Medicare  beneficiaries  that  they,  and  the  actuarial  stability  of  the 
program,  will  not  be  the  subject  of  a  multi-billion  dollar  social  experiment? 

•  How  will  the  deductible  be  set?  How  much  Medicare  will  contribute  toward  the 

MSA  amount? 

•  How  will  the  catastrophic  plan  that  insures  for  costs  above  the  deductible  be 

structured?  Would  traditional  fee-for-service  Medicare  remain  an  option  for 
beneficiaries?  Will  other  options  resemble  the  voucher  approach?  Will  the  cata- 
strophic plan  pay  for  the  full  cost  of  needed  services  above  the  deductibles,  with- 
out regard  to  the  type  of  plan  a  beneficiary  chooses? 

•  For  plans  that  cover  costs  in  excess  of  the  deductible,  will  there  be  risk-adjusted 

differences  in  payments  (much  like  Medicare  would  risk  adjust  payments  to 
health  plans  under  the  AAPCC)? 

•  For  plans  that  cover  any  services,  whether  they  be  under  or  over  the  deductible 

amount  of  the  MSA,  what  rules  will  apply  for  health  plans  and  providers?  Will 
they  be  able  to  charge  anything  they  want?  Is  the  beneficiary  giving  up  all  of 
Medicare's  payment  and  balance  billing  protections? 

•  Given  today's  concern  about  the  viability  of  the  trust  fund,  how  do  we  protect  the 

program  against  the  severe  selection  problems  and  threat  to  the  risk  pool  that 
could  arise  under  a  choice  model  that  includes  a  high-deductible,  MSA  plan? 
Changing  the  eligibility  age  for  Medicare:  It  has  been  suggested  that  Medi- 
care's age  of  eligibility  be  increased  to  track  the  increase  in  Social  Security  eligi- 
bility for  full  benefits.  This  seeming  parallel  does  not  take  into  account  that  Social 
Security's  age  of  eligibility  for  early  retirement  benefits  remains  age  62.  Already  the 
average  retirement  age  is  62  and  many  older  Americans  in  their  late  50s  and  early 
60s  face  growing  problems  of  access  to,  or  cost  of,  health  insurance.  If  Medicare's 
eligibility  age  is  increased,  this  problem  will  worsen.  In  addition,  it  creates  a  dis- 
incentive for  employers  to  hire  or  maintain  older  workers  because  of  the  added  ex- 
pense of  providing  health  care  coverage  for  a  few  additional  years. 

•  Will  the  changes  be  linked  to  eligibility  for  Social  Security?  Will  there  be  a  small- 

er package  or  early  retiree  benefits  similar  to  the  Social  Security  policy? 

•  Will  employers  pick  up  the  cost  for  the  extra  years  of  coverage  for  those  in  retiree 

health  plans?  What  is  the  cost  of  that  provision  for  employers? 

•  Will  private  insurers  be  required  to  sell  health  benefits  to  those  elderly  individ- 

uals who  are  not  covered  under  employer  plans  but  are  not  yet  eligible  for  Medi- 
care? 

Benefits:  Finally,  if  we  are  to  make  Medicare  more  like  the  typical  health  plans 
operating  in  the  private  market,  we  need  to  confront  the  reality  that  the  Medicare 
benefits  fall  far  short  of  the  benefits  typical  of  the  plans  offered  by  the  large  pur- 
chasers. For  example,  prescription  drugs  and  preventive  services  common  to  health 
insurance  coverage  for  those  under  65  are  lacking  in  Medicare.  Is  the  Congress 
going  to  proceed  to  truly  modernize  Medicare — even  in  areas  where  benefits  should 
be  increased?  How  will  such  benefit  improvements  be  funded  in  light  of  the  budget 
targets? 

Structural  Changes  in  Medicare  and  the  Budget 

While  structural  changes  in  Medicare  can  and  should  be  part  of  the  program's  fu- 
ture, many  of  the  changes  under  consideration  pose  hazards  to  beneficiaries — 
present  and  future.  This  is  particularly  true  when  proposals  are  viewed  in  the  light 
of  the  extraordinary  targets  set  in  the  current  Budget  Resolution.  Looking  ahead 
just  a  few  years  it  seems  legitimate  to  question  whether  Medicare  can,  in  fact,  pro- 
vide its  standard  benefits  (whether  in  traditional  fee-for-service,  voucher,  managed 
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care  or  MSA  plus  catastrophic  coverage  plans)  for  the  amount  the  program  will  pay. 
Fundamentally,  a  question  that  we  all  face  today  is  whether  in  the  future  the  Medi- 
care program  will  continue  to  provide  a  health  care  plan  on  which  older  and  dis- 
abled Americans  can  rely. 

Older  Americans  rely  on  Medicare  as  their  health  care  plan,  but  they  also  view 
it  as  a  cornerstone  of  their  financial  security.  If,  in  the  future,  the  program  no 
longer  pays  for  the  costs  of  needed  health  care,  and  costs  are  simply  shifted  onto 
beneficiaries,  then  while  structural  "reforms"  might  have  succeeded  in  lowering  the 
federal  government's  costs,  they  will  not  have  achieved  the  goal  of  providing  quality, 
affordable  care,  smarter  and  more  efficiently  than  we  do  today. 

Mr.  Chairman,  all  of  us  share  in  the  desire  for  a  strong  and  viable  Medicare  pro- 
gram, now  and  in  the  future.  The  program  does  need  to  be  modernized,  and  its  fi- 
nancial stability  does  need  to  be  strengthened.  The  time  to  start  is  this  year;  and 
the  way  to  start  is  to  make  specific,  incremental  changes.  We  look  forward  to  work- 
ing with  you  and  other  Members  of  Congress  in  that  effort. 
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Mr.  BlLlRAKlS.  Thank  you  very  much,  Ms.  Braun.  Dr.  Davis. 

STATEMENT  OF  KAREN  DAVIS 

Ms.  Davis.  Thank  you,  Mr.  Chairman.  Medicare  was  signed  into 
law  30  years  ago  this  week  and  I  think  it's  an  important  time  to 
remember  why  Medicare  was  enacted.  It  was  enacted  because  half 
of  the  elderly  were  uninsured.  They  typically  lost  their  health  in- 
surance when  they  retired. 

Over  that  30  years,  Medicare  has  improved  access  to  care,  con- 
tributed to  better  health  outcomes,  and  prevented  financial  hard- 
ship for  millions  of  elderly  Americans.  I  take  it  my  task  on  the 
panel  this  morning  is  to  remind  us  who  is  covered  by  Medicare  and 
how  beneficiaries  would  be  affected  by  major  reforms,  such  as 
vouchers,  medical  savings  accounts,  or  increased  incentives  to  en- 
roll in  managed  care  plans. 

I'd  like  to  turn  to  the  charts  at  the  close  of  my  statement  just 
to  highlight  those  points.  I  think  the  first  thing  to  remember  is 
that  most  Medicare  beneficiaries  are  low  income.  Three-fourths 
have  incomes  under  $25,000.  Eighty-three  percent  of  all  Medicare 
dollars  go  to  people  with  incomes  under  $25,000. 

When  you're  talking  about  a  medical  savings  account,  where  peo- 
ple would  be  at  risk  of  paying  a  $4,000  deductible,  with  about 
$2,500  having  to  come  from  their  funds,  only  about  a  fourth  of 
Medicare  beneficiaries  have  incomes  over  25,000,  for  whom  that 
would  be  less  than  10  percent  of  their  incomes.  So  I  think  that's 
important  to  remember. 

The  next  chart  just  reminds  us  that  there  are,  at  the  very  low 
income  end  of  the  scale,  poor,  elderly  individuals,  about  half  of 
whom  have  Medicaid  to  go  with  Medicare,  but  the  other  half  of 
whom  either  have  Medicare  only  or  limited  individual  insurance 
that  they  purchase. 

With  an  elderly  individual,  poor  individual  of  less  than  $6,000  in- 
come, I  really  think  the  whole  concept  of  medical  savings  accounts 
and  people  being  able  to  afford  to  pay  for  care  out-of-pocket  is  real- 
ly inapplicable. 

The  next  chart  turns  to  the  issue  of  long-term  care.  Most  of  these 
ideas  have  originated  with  the  working  population.  We  have  to  re- 
member there  are  4  million  people  getting  home  health  services  on 
Medicare.  They  are  1.5  million  people  on  Medicare  in  nursing 
homes.  The  thought  of  somebody  in  a  nursing  home  or  the  thought 
of  somebody  with  Alzheimer's  or  the  thought  of  somebody  who  is 
bed-bound  or  unconscious  making  decisions  in  the  health  care  mar- 
ketplace really  is  inapplicable  to  that  population. 

The  next  chart,  which  Congressman  Waxman  noted  in  his  open- 
ing statement,  shows  that  10  percent  of  Medicare  beneficiaries  ac- 
count for  70  percent  of  outlays.  We  have  to  remember  that  one  in 
five  Medicare  beneficiaries  is  under  age  65,  disabled,  end  stage 
renal  disease.  The  average  cost  of  someone  with  end  stage  renal 
disease  is  $65,000  a  year.  This  is  a  person  that  is  going  to  hit  that 
$2,500,  that  $4,000  year  after  year  after  year,  with  very  limited  re- 
sources to  pay  for  that  out-of-pocket. 

One  in  five  Medicare  beneficiaries  are  over  age  85.  These  are 
very  sick,  very  frail,  very  old  and  vulnerable  people. 
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The  next  chart  just  shows  you  the  implication  of  this  skewing  of 
expenditures.  In  1993,  the  average  Medicare  patient  spent  was 
$4,000.  For  the  90  percent  who  were  healthiest,  Medicare  spent 
$1,300.  The  effect  of  a  voucher,  of  giving  a  voucher  of  $4,000  to 
those  90  percent  who  are  healthiest  means  that  they  would  have 
a  net  cash  to  take  out  of  their  account  of  $2,700  a  year.  Half  of 
Medicare  beneficiaries  cost  the  program  next  to  nothing.  That's  18 
million  people.  Medicare  would  be  giving  extra  money,  $2,700  a 
person,  to  18  million  people.  That's  $90  billion. 

If  those  90  percent  took  these  vouchers  for  money  that  Medicare 
doesn't  pay  at  all  now  and,  yet,  if  this  10  percent  who  averaged 
$28,000  a  year  stay  in  Medicare,  Medicare  is  still  going  to  have  the 
$180  or  $190  billion  they  spend  on  that  10  percent  of  the  popu- 
lation. 

So  you're  giving  away  $90  billion  to  the  healthiest  90  percent, 
while  still  incurring  the  expenses  of  the  very  sick.  So  this  skewing 
of  expenditures  toward  this  very  sick  population  creates  a  very  se- 
rious problem  with  vouchers. 

The  next  chart  just  shows  you  the  cost-sharing  that  exists  in 
Medicare  now.  We  have  a  $700  hospital  deductible  and  a  $100  phy- 
sician deductible.  Ninety  percent  of  beneficiaries  know  that  Medi- 
care is  not  enough  and  buy  supplemental  coverage  to  go  with  Medi- 
care. They  do  not  want  deductibles  of  $4,000.  They  don't  even  want 
a  deductible  of  $700.  That's  why  they  purchase  supplemental  cov- 
erage. 

Our  colleagues  have  said  they  should  be  more  cost-conscious.  The 
next  chart  shows  that,  on  average,  they're  spending  21  percent  of 
their  income,  as  much  as  34  percent  for  low  income  on  health  care. 
The  next  chart  just  shows  that  Medicare,  once  you  adjust  for  the 
services  it  offers,  and  on  a  per  capita  basis,  Medicare  has  been 
growing  slower  than  private  insurance  over  the  last  10  years. 

The  next  chart,  from  our  own  surveys  of  the  Commonwealth 
Fund,  indicate  that  when  you  ask  people  about  their  plan,  Medi- 
care rates  higher  than  employer  plans  and  much  higher  than  the 
kinds  of  individual  policies  that  people  would  be  asked  to  purchase 
under  a  voucher. 

Mr.  Bilirakis.  Please  summarize,  Dr.  Davis. 

Ms.  Davis.  In  closing,  I  think  we  need  to  look  at  Medicare  as  a 
model  of  success,  look  at  how  to  strengthen  and  build  on  its 
strength,  improve  the  fee-for-service  option  by  improving  the  bene- 
fits, using  prospective  payment  for  all  services,  expanding  Medi- 
care's managed  care  options,  trying  to  deal  with  the  way  we  pay 
HMOs  under  Medicare,  improve  that  system,  and  really  looking  at 
an  array  of  financing  options  that  would  assure  financial  security 
over  the  long  term  for  this  program. 

Thank  you. 

[The  prepared  statement  of  Karen  Davis  follows:] 

Prepared  Statement  of  Karen  Davis,  President,  The  Commonwealth  Fund 

Thank  you  for  this  opportunity  to  testify  on  the  importance  of  the  Medicare  pro- 
gram in  protecting  elderly  and  disabled  beneficiaries  from  the  financial  hardship  of 
health  care  bills.  This  year  marks  the  30th  anniversary  of  the  Medicare  program. 
When  it  was  enacted  thirty  years  ago,  most  elderly  people  were  uninsured.  They  lost 
their  health  insurance  coverage  when  they  retired.  Medicare  has  brought  health  and 
economic  security  to  some  of  the  nation's  most  vulnerable  citizens  for  three  decades. 
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It  is  particularly  fitting  to  take  stock  of  Medicare's  essential  role  as  an  insurer 
of  elderly  and  disabled  beneficiaries  at  this  point  in  the  program's  history.  Medicare 
is  caught  in  a  dilemroa — brought  on  in  part  by  its  success.  As  the  life  expectancy 
of  the  elderly  in  the  U.S.  has  increased  to  be  among  the  best  in  the  world  and  as 
modern  technology  has  brought  new  ways  of  both  extending  and  improving  the  qual- 
ity of  life,  the  cost  of  caring  for  older  people  has  risen.  Health  care  for  the  elderly 
and  disabled  is  expensive  for  Medicare  and  it  is  expensive  for  beneficiaries.  Under- 
standing why  this  is  the  case  is  fundamental  to  any  attempt  to  modify  the  program. 

Who  is  Covered  by  Medicare! 

It  is  particularly  important  to  keep  in  mind  an  accurate  picture  of  the  people  Med- 
icare serves.  Among  the  37  million  Medicare  beneficiaries  are  those  with  limited  fi- 
nancial resources,  those  with  very  serious  disabling  conditions,  and  those  for  whom 
catastrophic  medical  expenses  are  commonplace. 

Despite  popular  views  that  older  Americans  enjoy  high  incomes  and  standard  of 
living,  most  elderly  Americans  have  modest  incomes.  Over  three-fourths  of  Medicare 
beneficiaries  have  incomes  below  $25,000.  Fewer  than  5  percent  have  incomes  ex- 
ceeding $50,000.  While  poverty  rates  of  older  Americans  are  somewhat  lower  than 
for  the  non-elderly  population,  many  elderly  people  have  been  lifted  barely  above 
the  poverty  level  by  Social  Security  benefits.  For  important  subgroups,  such  as  el- 
derly people  living  alone  poverty  rates  exceed  20  percent — comparable  to  poverty 
rates  for  children. 

The  high  concentration  of  low-income  elderly,  and  the  fact  that  such  elderly  are 
more  likely  to  be  in  poor  health  and  need  more  health  care  services,  means  that 
Medicare  outlays  are  concentrated  on  relatively  low-income  beneficiaries.  Eighty- 
three  percent  of  Medicare  outlays  go  to  beneficiaries  with  incomes  of  $25,000  or  less. 
Only  3  percent  goes  to  elderly  individuals  or  couples  with  incomes  in  excess  of 
$50,000  (see  Chart  1). 

Low-income  elderly  and  disabled  beneficiaries  have  increasingly  relied  on  the 
Medicaid  program  to  supplement  their  Medicare  benefits.  The  Qualified  Medicare 
Beneficiary  (QMB)  program  entitles  all  poor  Medicare  beneficiaries  to  supplemental 
Medicaid  coverage  for  cost-sharing  and  subsidizes  Medicare  Part  B  premiums  for 
beneficiaries  with  incomes  up  to  120  percent  of  the  poverty  level.  Today,  more  than 
two-thirds  of  all  Medicaid  outlays  are  for  the  elderly  and  disabled. 

Only  about  half  of  aged  Medicare  beneficiaries  with  incomes  of  under  $5,000  are 
enrolled  in  Medicaid  (see  Chart  2).  A  Commonwealth  Fund  study  in  the  late  1980s 
found  that  the  most  common  reasons  why  elderly  poor  are  not  covered  by  public 
benefit  programs  are  that  they  are  unfamiliar  with  the  programs  or  do  not  think 
they  are  eligible.  Better  outreach  to  those  who  are  qualified  for  Medicaid 
supplementation  to  Medicare  is  important. 

Medicaid  and  Medicare  have  also  been  important  financers  of  long-term  care  for 
the  frail  elderly  and  those  suffering  from  chronic  and  disabling  physical  and  mental 
conditions.  Together,  the  two  programs  account  for  half  of  long-term  care  expendi- 
tures; private  health  insurance  coverage  for  long-term  care  is  negligible.  Medicaid 
is  the  only  significant  source  of  coverage  for  nursing  home  care  or  for  personal  care 
such  as  that  provided  by  a  home  care  aide,  but  to  qualify  an  elderly  person  must 
become  destitute.  Medicare  nursing  home  benefits  are  restricted  to  skilled  nursing 
care,  although  Medicare  does  pay  for  about  one-third  of  home  health  services  for 
older  Americans  (see  Chart  3). 

Financial  Burden  of  Health  Costs  on  Medicare  Beneficiaries 

The  financial  burden  of  health  care  costs  for  Medicare  beneficiaries  is  very  un- 
evenly distributed.  Some  elderly  enjoy  good  health  and  rarely  use  health  care  serv- 
ices. Others  are  seriously  disabled  and  require  extensive  treatment.  Because  Medi- 
care beneficiaries  have  very  different  needs  for  health  care,  health  expenditures  are 
very  skewed.  In  1993,  10  percent  of  Medicare  beneficiaries  accounted  for  70  percent 
of  outlays  (see  Chart  4).  One-fourth  of  beneficiaries  accounted  for  91  percent  of  out- 
lays. 

The  average  expenditure  in  1993  for  all  Medicare  beneficiaries  was  $4,020  (see 
Chart  5).  For  the  ten  percent  of  Medicare  beneficiaries  with  the  highest  outlays,  the 
average  expenditure  was  $28,120.  This  is  contrasted  with  $1,340  for  the  90  percent 
of  Medicare  beneficiaries  with  the  lowest  outlays. 

Understanding  this  variation  in  outlays  is  particularly  important  in  any  discus- 
sion of  expanding  capitated  managed  care  coverage  under  Medicare.  If  capitation 
payments  are  not  appropriately  adjusted  for  health  status,  over  or  underpayments 
can  be  quite  serious.  Plans  can  make  considerable  profit  at  a  capitated  rate  of 
$4,000  or  even  $3,000  if  they  can  avoid  enrolling  those  beneficiaries  likely  to  be  in 
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the  most  costly  10  percent.  The  incentives  to  enroll  only  healthier  enrollees  or  en- 
courage less  healthy  enrollees  to  disenroll  are  formidable. 

Even  though  Medicare  outlays  are  concentrated  on  the  most  vulnerable — the  poor 
and  those  with  serious  medical  problems — out-of-pocket  costs  to  these  groups  can 
pose  a  serious  financial  burden.  About  12  percent  of  Medicare  beneficiaries  have  no 
health  insurance  to  supplement  Medicare — either  from  Medicaid  or  from  private 
coverage  through  a  retiree  health  plan  or  through  individually  purchased  Medi-Gap 
coverage.  These  beneficiaries  are  concentrated  in  incomes  under  $10,000  (see  Chart 
2). 

As  shown  in  Chart  6,  the  hospital  deductible  under  Medicare  is  $716,  the  Part 
B  deductible  is  $100  per  year,  and  the  Part  B  premium  is  $550  per  year.  The  aver- 
age Medi-Gap  premium  is  now  $840.  Given  non-covered  services  such  as  prescrip- 
tion drugs,  premiums  and  out-of-pocket  costs  for  Medicare  beneficiaries  averages 
over  $2000  per  year.  For  a  elderly  woman  with  an  income  of  $10,000,  this  is  clearly 
an  excessive  and  burdensome  cost. 

It  is  not  well  understood  that  the  elderly  pay  far  more  for  their  own  health  care 
than  the  non-elderly — even  with  important  coverage  from  Medicare.  This  happens 
because  Medicare  pays  only  45  percent  of  the  health  care  bills  of  the  elderly.  As 
shown  in  Chart  7,  poor  elderly  households  spend  over  a  third  of  their  incomes  on 
health  care.  The  average  for  non-elderly  households  is  3.7  percent  of  income. 

Cost-sharing  requirements  by  their  very  design  mean  tnat  those  who  are  ill  and 
use  services  bear  the  burden.  The  chronically  ill  and  other  high  utilizers  of  care  are 
most  likely  to  incur  large  individual  liability  for  Medicare  cost-sharing  and  uncov- 
ered services  and  charges.  A  Commonwealth  Fund  study,  Medicare's  Poor,  found 
that  thirty  percent  of  Medicare  beneficiaries  rate  their  health  as  fair  or  poor.  For 
those  who  are  poor,  members  of  minority  groups,  or  over  age  85  even  higher  num- 
bers have  poor  health.  For  example,  over  60  percent  of  poor  elderly  have  arthritis. 
Half  suffer  from  hypertension  and  need  counseling  about  diet  and  exercise,  and 
many  require  physician  monitoring  and  prescription  drugs  to  control  their  condition. 
Twelve  percent  of  poor  elderly  people  have  diabetes  and  many  require  insulin  treat- 
ment as  well  as  medical  care  for  the  many  conditions  that  arise  as  complications 
to  diabetes. 

For  those  elderly  with  long-term  care  needs,  costs  can  be  even  higher.  About  40 
percent  of  all  nursing  home  expenses  are  paid  directly  by  patients  and  families.  For 
those  elderly  with  functional  impairment  living  at  home,  costs  can  also  be  high. 
Over  one-third  of  poor  elderly  people  living  at  home  report  being  restricted  in  one 
or  more  activities  of  daily  living  compared  to  17  percent  of  those  with  moderate  or 
high  incomes. 

Inadequate  Medicare  benefits  not  only  mean  financial  burdens,  but  also  barriers 
to  needed  care.  The  significant  deductible  and  coinsurance  provisions  in  Medicare 
deter  some  of  the  elderly  poor  and  near  poor  from  obtaining  care.  Low-income  and 
minority  elderly  are  less  likely  to  get  preventive  services  such  as  Pap  smears  and 
mammograms,  in  part  because  of  the  financial  barrier  posed  by  out-of-pocket  costs. 
A  recent  study  supported  by  The  Commonwealth  Fund  found  that  elaerly  women 
without  Medicaid  or  supplemental  private  health  insurance  were  much  less  likely 
to  get  mammograms.  Tne  financial  barriers  posed  by  deductibles  and  copayments 
for  cancer  screening  contribute  to  failure  to  detect  cancer  in  an  early  stage  when 
recovery  chances  are  higher.  Rates  of  ambulatory  sensitive,  hospital  admission  rates 
are  particularly  high  for  poor  and  minority  elderly — indicating  inadequate  access  to 
primary  care. 

In  sum,  poor  and  near-poor  elderly  are  more  likely  to  be  experiencing  health  prob- 
lems that  require  medical  services  than  elderly  people  who  are  economically  better 
off.  Yet,  they  are  less  able  to  afford  needed  care  because  of  their  lower  incomes.  For 
those  who  do  get  care  large  out-of-pocket  medical  expenses  can  lead  to  impoverish- 
ment. 

Medicare's  Record  of  Performance 
Despite  its  limited  benefits,  Medicare  has  opened  the  door  to  health  care  and 

freater  economic  security  for  the  nation's  elderly  and  disabled  populations  for  three 
ecades.  Particularly  striking  has  been  the  program's  success  in  improving  access 
to  care  for  low-income  and  minority  elderly  Americans.  Racial  disparities  in  care  for 
elderly  Americans  have  largely  been  eliminated,  and  Medicare  has  been  instrumen- 
tal in  spurring  desegregation  of  medical  facilities  for  all  minority  Americans. 

Medicare  has  also  contributed  to  the  development  of  research  and  innovation, 
through  its  funding  of  medical  education  and  allowances  for  teaching  hospitals. 
Technological  innovation  such  as  cataract  surgery,  joint  replacements,  and  treat- 
ments for  coronary  artery  disease,  financed  by  Medicare,  have  improved  the  quality 
of  life  and  functioning  of  millions  of  elderly  people. 
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As  the  American  population  ages  and  lives  longer,  Medicare  has  financed  the  care 
of  an  ever  older  and  frailer  group  of  beneficiaries.  At  the  same  time  Medicare  leaves 
many  elderly  and  disabled  beneficiaries  inadequately  protected  against  high  health 
care  costs,  the  program's  outlays  have  grown  rapidly  over  time.  Medicare  outlays 
per  enrollee  exceed  $4000  per  person.  While  Medicare  outlays  have  grown  at  unac- 
ceptably  high  rates  over  the  last  decade  and  a  half,  there  is  some  good  news. 

Most  significantly,  Medicare  outlays  per  enrollee  for  a  similar  package  of  services 
have  grown  more  slowly  than  private  health  insurance  outlays  for  these  services  in 
the  decade  from  1984  to  1993  (see  Chart  8).  Spending  on  inpatient  hospital  and  phy- 
sician services  have  moderated  considerably.  Certainly  the  new  methods  of  paying 
hospitals  and  physicians  introduced  in  1984  and  1992  respectively  have  had  an  im- 
pact. The  major  areas  where  Medicare  is  now  growing  rapidly  are  for  those  services 
not  covered  by  prospective  payment  approaches — particularly  home  health  and 
skilled  nursing  facilities  services.  When  long-term  care  services  are  excluded  from 
the  Medicare  benefit  package  and  prescription  drugs  are  excluded  from  private  in- 
surance packages,  even  in  the  most  recent  1991  to  1993  period  Medicare  expendi- 
tures per  enrollee  for  a  similar  set  of  services  have  increased  more  slowly  than  pri- 
vate insurance. 

Medicare  has  also  had  an  excellent  record  of  low  administrative  costs.  Medicare's 
administrative  costs  average  2  percent  of  program  outlays,  compared  with  25  per- 
cent in  small  group  market  plans  and  30-50  percent  in  individual  insurance  plans. 

Why  then  is  Medicare  so  costly?  The  simple  answer  is  that  Medicare  is  costly  be- 
cause it  covers  very  sick  people,  and  because  health  care  costs  for  all  Americans — 
whether  privately  insured  or  covered  by  Medicare  or  Medicaid — have  risen  rapidly 
over  the  last  two  decades.  Until  more  effective  approaches  for  containing  health  care 
costs  in  he  health  system  as  a  whole  are  developed,  the  program  is  likely  to  be 
caught  in  the  dilemma  of  high  costs  for  both  taxpayers  and  beneficiaries. 

Medicare  Restructuring:  Putting  Beneficiaries  at  Risk 

In  a  difficult  federal  budgetary  climate,  capping  the  federal  budget  obligation  for 
Medicare  on  first  examination  has  appeal  as  a  policy  option.  Vouchers  or  giving 
beneficiaries  the  actuarial  value  of  Medicare  to  invest  in  medical  savings  accounts 
and  purchase  private  catastrophic  coverage  represent  mechanisms  for  capping  and 
limiting  growth  in  budget  outlays,  shifting  financial  risks  to  beneficiaries,  and  creat- 
ing incentives  for  individuals  to  control  costs. 

Vouchers  would  provide  more  choices  for  beneficiaries,  including  wider  choices 
among  benefit  packages,  but  also  shift  more  financial  risk  to  individuals.  Advocates 
of  a  private  approach  to  financing  health  care  for  Medicare  enrollees  argue  for  a  sys- 
tem of  vouchers  in  which  eligible  persons  would  be  allowed  to  choose  their  own 
heath  care  plan  from  among  an  array  of  private  options.  For  example,  individuals 
might  be  able  to  opt  for  larger  deductibles  or  coinsurance  in  return  for  coverage  of 
other  services  such  as  drugs  or  long  term  care.  Advocates  of  medical  savings  ac- 
counts, for  example,  would  argue  that  such  an  option  should  be  available  to  Medi- 
care beneficiaries.  In  addition,  since  many  Medicare  enrollees  now  choose  to  supple- 
ment Medicare  with  private  insurance,  this  approach  would  allow  beneficiaries  to 
combine  the  voucher  with  their  own  funds  and  buy  one  comprehensive  plan.  No 
longer  would  they  have  to  worry  about  coordinating  coverage  between  Medicare  and 
their  private  supplemental  plan.  Moreover,  persons  with  employer-provided  supple- 
mental coverage  could  remain  in  the  health  care  plans  they  had  as  employees. 

Competition  among  plans  to  attract  enrollees  might  help  to  lower  prices,  but  it 
also  seems  likely  that  there  would  be  considerable  non-price  competition  as  well  in 
the  marketing  strategies  of  various  plans.  As  a  consequence,  the  only  certain  way 
for  Medicare  to  reduce  costs  under  a  voucher  scheme  would  be  to  fix  the  payment 
level  and  its  rate  of  growth  over  time  (presumably  with  appropriate  adjustments  for 
risk  factors). 

To  the  government,  this  option  would  have  the  appeal  of  enabling  a  predictable 
rate  of  growth  in  the  program.  For  example,  the  feaeral  government  could  set  the 
vouchers  to  grow  at  the  same  rate  of  growth  as  GDP  or  some  other  factor  such  as 
private  sector  health  care  costs.  But  most  important,  such  options  are  usually  devel- 
oped to  achieve  major  cost  savings.  The  "price"  of  offering  choice  to  enrollees  might 
be  a  voucher  set  at  90  or  95  percent  of  the  current  level  of  government  spending 
per  enrollee.  And  even  more  important,  by  placing  a  cap  on  the  rate  of  growth  of 
the  benefit,  vouchers  effectively  shift  the  risk  to  the  beneficiary  if  the  cost  of  cov- 
erage exceeds  the  voucher  amount. 

If  a  plan  is  not  successful  in  holding  down  health  care  costs  and  Medicare's  con- 
tribution is  fixed,  the  most  likely  response  is  to  raise  the  supplemental  contribution 
required  of  enrollees.  This  is  effectively  an  indirect  premium  increase  on  bene- 
ficiaries. Advocates  of  vouchers  argue  that  consumer  opposition  to  paying  higher 
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prices  would  force  insurers  to  hold  down  costs  and  that  facing  higher  costs  is  thus 
a  good  thing  and  not  a  problem.  Opponents  claim  that  both  consumers  and  insurers 
would  lack  the  clout  to  achieve  such  cost  controls. 

How  successful  is  the  private  sector  likely  to  be  in  holding  down  costs  as  com- 
pared to  the  current  Medicare  program?  First,  private  insurers  will  almost  surely 
have  higher  administrative  overhead  costs  than  does  Medicare.  Medicare's  adminis- 
trative costs  average  less  than  2  percent  of  outlays,  while  individual  insurance  ad- 
ministrative costs  for  the  elderly  often  runs  30-50  percent.  Insurers  will  need  to  ad- 
vertise and  promote  their  plans.  They  will  face  a  smaller  risk  pool  that  may  require 
them  to  make  more  conservative  decisions  regarding  reserves  and  other  protections 
against  losses  over  time.  They  will  not  have  the  advantage  of  Medicare's  scale  and 
governmental  authority  in  imposing  steep  provider  price  discounts.  For  example, 
Medicare's  physician  payment  rates  are  68  percent  of  those  of  private  insurers,  and 
lower  than  managed  care  plans  that  use  the  Medicare  svstem  to  pay  physicians. 
These  plans  expect  to  return  a  profit  to  shareholders.  All  of  these  factors  work 
against  private  companies  performing  better  than  Medicare.  At  least  in  the  Medi- 
care program,  the  government's  track  record  at  efficiently  financing  services  is  quite 
good,  with  overhead  considerably  below  that  in  the  private  market. 

Regulation  would  be  needed  to  require  insurers  to  take  all  comers  and  to  guard 
against  problems  of  adverse  selection  where  one  plan  may  be  able  to  compete  by 
choosing  carefully  what  persons  to  cover.  First,  tne  program  is  most  likely  to  be 
problematic  if  it  is  voluntary.  Adverse  selection  is  likely  with  sicker  and  poor  bene- 
ficiaries remaining  in  Medicare  and  healthier,  high  income  beneficiaries  opting  for 
vouchers.  This  could  well  cost  the  federal  government  money  if  vouchers  are  not 
adequately  adjusted  for  health  status— a  major  methodological  problem  with  the 
current  Medicare  HMO  option. 

The  most  serious  potential  problem  with  vouchers  is  that  the  market  would  begin 
to  divide  beneficiaries  in  ways  that  put  the  most  vulnerable  beneficiaries — those  in 
poor  health  and  with  modest  incomes  at  particular  risk.  If  vouchers  or  other  types 
of  specialized  plans  like  medical  savings  accounts  skim  off  the  healthier,  wealthier 
beneficiaries,  many  Medicare  enrollees  who  now  have  reasonable  coverage  for  acute 
care  costs,  but  who  are  the  less  desirable  risks,  would  face  much  higher  costs  due 
to  the  market  segmentation.  A  two  tier  system  of  care  could  result  in  which  modest 
income  families  are  forced  to  choose  less  desirable  plans. 

On  balance,  vouchers  offer  little  in  the  way  of  guarantees  for  continued  protection 
under  Medicare.  They  are  most  appealing  as  a  way  to  cut  substantially  the  federal 
government's  contributions  to  the  plan  indirectly  through  erosion  of  the  comprehen- 
siveness of  coverage  that  the  private  sector  offers  rather  than  as  stated  policy.  The 
problems  of  making  tough  choices  and  the  financial  risks  would  be  borne  by  bene- 
ficiaries. Further,  the  federal  government's  role  in  influencing  the  course  of  our 
health  care  system  would  be  substantially  diminished.  For  some,  this  is  a  major 
positive  advantage  of  such  reforms.  But  the  history  of  Medicare  is  one  in  which  the 
public  sector  has  often  played  a  positive  role  as  well,  first  insuring  those  largely  re- 
jected by  the  private  sector  and  then  leading  the  way  in  many  cost  containment  ef- 
forts. But  most  troubling  is  the  likelihood  that  the  principle  of  offering  a  universal 
benefit  would  be  seriously  undermined. 

Medicare  Restructuring:  Managed  Care 

Medicare  has  been  criticized  for  not  promoting  aggressively  enough  managed  care 
alternatives  for  its  beneficiaries.  Yet,  Medicare  is  itself  similar  to  a  preferred  pro- 
vider managed  care  plan.  With  the  recent  reforms  in  provider  payment,  Medicare 
sets  prospective  prices  for  hospitals  and  physicians  at  a  substantial  "discount"  to 
usual  charges.  Medicare's  physician  payment  fees,  for  example,  average  68  percent 
of  fees  paid  under  private  nealth  insurance  plans.  All  providers  who  are  willing  to 
participate  at  these  rates  are  permitted  to  enroll.  Physicians  who  agree  to  take  "dis- 
counted" payments  as  payments  in  full  become  participating  physicians  and  are  list- 
ed in  directories  of  preferred  providers.  This  has  worked  remarkably  well,  to  the  ex- 
tent that  92  percent  of  all  Medicare  physician  services  are  now  on  assignment. 

In  addition  Medicare  makes  HMO  options  available  to  beneficiaries.  Three-fourths 
of  beneficiaries  live  in  areas  where  managed  care  plans  are  available.  Seventy  per- 
cent of  HMOs  now  offer  or  plan  to  offer  shortly  a  Medicare  product  marketed  to 
Medicare  beneficiaries.  Despite  the  reluctance  of  many  elderly  to  give  up  their  per- 
sonal physician  to  join  an  HMO,  HMO  enrollment  has  increased  from  1  million  in 
1985  to  3  million  in  1995 — about  9  percent  of  all  Medicare  beneficiaries. 

Even  if  enrollment  were  to  expand  more  markedly,  it  is  unh'kely  that  there  would 
be  savings  to  the  program,  and  in  fact  might  cost  the  Medicare  program.  A  recent 
study  finds  that  the  actual  cost  of  serving  Medicare  beneficiaries  who  opt  for  HMO 
enrollment  is  5.7  percent  more  than  Medicare  would  have  had  paid  for  these  same 
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beneficiaries  had  they  been  covered  under  fee-for-service  Medicare  coverage.  Instead 
of  saving  Medicare  money,  the  program  loses  almost  6  percent  for  every  Medicare 
managed  care  enrollee. 

Given  the  extreme  variability  in  health  outlays  among  beneficiaries,  there  is  great 
leeway  for  plans  to  select  relatively  healthier  beneficiaries  for  whom  capitated  rates 
exceed  true  costs.  If  managed  care  plans  succeed  in  attracting  and  retaining  rel- 
atively healthier  Medicare  beneficiaries  which  they  have  very  strong  incentives  to 
do,  Medicare  will  be  overpaying  for  those  under  managed  care,  and  yet  paying  the 
full  cost  of  the  sickest  Medicare  beneficiaries  who  are  unattractive  to  managed  care 
plans.  Managed  care  plans  have  the  option  of  switching  to  a  fee-for-service  method 
of  payment  from  a  capitated  risk  contract  if  they  experience  adverse  selection  and 
would  receive  higher  payment  under  Medicare's  fee-for-service  provider  payment 
rules.  Monthly  disenrollment  by  Medicare  beneficiaries  also  means  that  managed 
care  plans  can  encourage  sicker  patients  to  leave  the  plan  and  be  cared  for  on  a 
fee-for-service  basis.  In  the  case  of  network-model  HMOs  the  same  physician  might 
even  continue  to  care  for  the  patient  when  he  or  she  disenrolls. 

The  current  method  of  paying  managed  care  plans  for  Medicare  patients  is  seri- 
ously flawed.  Its  primary  weakness  is  that  it  does  not  adequately  adjust  for  dif- 
ferences in  the  health  status  of  beneficiaries.  Unfortunately,  a  good  method  of  set- 
ting capitation  rates  to  adjust  for  differences  in  beneficiary  health  status  seems 
years  away. 

The  current  method  of  Medicare  HMO  payment  includes  allowances  for  the  direct 
and  indirect  costs  of  medical  education  even  though  managed  care  plans  do  not 
incur  these  costs.  The  payment  rate  also  includes  an  allowance  for  disproportionate 
share  payments  even  though  managed  care  plans  do  not  cover  the  uninsured,  and 
in  general  are  open  only  to  those  who  can  afford  the  premium  or  have  employers 
or  public  programs  that  pay  the  premium  on  their  behalf.  These  factors  represent 
about  a  four  percent  overpayment  to  HMOs  with  Medicare  risk  contracts. 

The  extent  of  managed  care  abuses  could  be  curbed  by  lowering  capitation  pay- 
ment rates  and  imposing  penalties  on  plans  for  high  disenrollment  rates,  but  the 
basic  underlying  incentives  are  unlikely  to  be  substantially  altered.  Nor  has  the 
long-term  success  of  managed  care  in  controlling  costs  (aside  from  getting  provider 
price  discounts)  yet  been  demonstrated. 

Beneficiary  Views  of  Medicare 

Medicare  enjoys  a  high  degree  of  support  from  both  the  elderly  and  non-elderly. 
Medicare  beneficiaries  report  high  rates  of  satisfaction  with  the  plan.  The  Medicare 
Current  Beneficiary  Survey  finds  that  89  percent  are  satisfied  or  very  satisfied  with 
the  overall  quality  of  medical  care.  A  Kaiser-Commonwealth  Fund  1993  health  in- 
surance survey  found  that  52  percent  of  Medicare  beneficiaries  are  very  satisfied 
with  their  Medicare  insurance,  compared  with  44  percent  of  families  covered  by  em- 
ployer-provided private  coverage,  39  percent  of  Medicaid  beneficiaries,  and  30  per- 
cent of  those  who  purchase  private  health  insurance  individually  (see  Chart  9). 

National  opinion  polls  also  show  little  support  for  cutting  Medicare.  A  Kaiser 
Family  Foundation/Harvard  University  voter  exit  survey  in  November  1994  found 
widespread  support  for  Medicare.  Only  8  percent  of  voters  support  decreased  spend- 
ing in  Medicare  for  the  elderly — even  below  the  17  percent  who  support  decreased 
spending  on  Social  Security.  Some  specific  measures  such  as  tighter  provider  pay- 
ment rates  or  higher  payments  by  very  well  off  beneficiaries  (the  5  percent  with  in- 
comes over  $50,000)  muster  more  support  but  these  are  unlikely  to  yield  substantial 
savings. 

Building  on  Medicare's  Strengths 

At  present,  too  little  attention  is  being  focused  on  how  to  improve  the  functioning 
of  the  basic  Medicare  program,  rather  than  departing  radically  from  its  basic  struc- 
ture. The  goal  should  be  preserving  genuine  choice  for  all  Medicare  beneficiaries  to 
be  cared  for  by  physicians  or  a  health  system  of  their  choice  while  guaranteeing 
quality  care  at  a  reasonable  cost  to  beneficiaries  and  to  taxpayers.  Fee-for-service 
care  has  the  disadvantage  of  creating  incentives  for  too  much  care  at  too  high  cost; 
capitated  managed  care  has  the  disadvantage  of  creating  incentives  for  too  little 
care  at  substandard  quality.  Providing  a  genuine  informed  choice  for  beneficiaries 
of  both  options  may  counter  the  harmful  consequences  of  either  extreme. 

Major  issues  include:  1)  how  to  improve  the  fee-for-service  option  within  Medicare; 

2)  how  to  expand  Medicare  managed  care  choices  while  assuring  quality  standards; 

3)  how  to  minimize  the  difficulties  posed  by  risk  selection;  and  4)  what  financial  con- 
tribution Medicare  beneficiaries  and  taxpayers  can  reasonably  be  expected  to  make 
(see  Chart  10). 
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What  should  be  preserved  is  the  essential  role  that  Medicare  plays  in  guarantee- 
ing access  to  health  care  services  and  protecting  from  the  financial  hardship  that 
inadequate  insurance  can  generate  for  our  nation's  most  vulnerable  elderly  and  dis- 
abled people.  No  American  should  become  destitute  because  of  uncovered  medical 
bills  nor  be  denied  access  to  essential  health  care  services.  Medicare  is  a  model  of 
success.  It  should  not  be  hastily  jettisoned  in  an  ill-conceived  and  short-sighted  ef- 
fort to  obtain  federal  budgetary  savings.  Instead  a  full  array  of  options  needs  to  be 
carefully  analyzed,  critiqued,  and  debated. 

Thank  you. 
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Mr.  Bilirakis.  Thank  you  very  much,  Doctor.  I  apologize  for  hav- 
ing to  cut  you  off,  but  we  want  to  try  to  stay  on  course. 

Mr.  Scandlen,  you  have  heard  Dr.  Davis'  comments.  One  of  the 
primary  critiques  raised,  concerning  medical  savings  accounts  is 
that  they  would  be  useful  only  to  the  small  segment  of  wealthy 
beneficiaries  able  to  afford  them. 

Your  statement  seems  to  suggest  that  MSAs  could  be  made  avail- 
able to  a  broad  spectrum  of  Medicare  recipients.  Can  you  elaborate 
further  by  responding  to  this  critique?  Of  course,  it's  very,  very  im- 
portant and  I  would,  after  you  have  responded,  have  Mr.  Ferrara 
follow  up. 

Mr.  Scandlen.  Thank  you,  Mr.  Chairman.  Yes,  I'd  be  happy  to. 
I'm  glad  that  Dr.  Davis  raised  these  points,  because  it  underscores 
the  importance  of  going  through  that  educational  process  that  I 
was  referring  to. 

Certainly,  as  Dr.  Davis  indicated,  people  are  already  spending 
substantial  sums  of  money  out-of-pocket  to  supplement  their  Medi- 
care coverage  through  Medicare  deductibles,  Medicare  supple- 
mental premiums.  Certainly,  as  Mr.  Ferrara  said,  for  the  prescrip- 
tion drugs  that  are  not  otherwise  covered. 

I  think  it's — so  the  notion  that  all  of  a  sudden,  for  the  first  time, 
Medicare  beneficiaries  are  going  to  be  exposed  to  some  out-of-pock- 
et costs,  I  think,  is  fallacious.  They  already  are  and  there  is  no  as- 
sistance for  the  lower  income.  For  the  very  low  income  there  is,  but 
not  for  the  lower  income  spectrum  to  pay  for  their  Medicare  supple- 
mental coverage,  for  instance. 

It  would  be  a  big  mistake,  in  my  opinion,  to  have  a  flat  dollar 
amount  for  vouchers  for  all  Medicare  beneficiaries.  We  have  ac- 
knowledged that  people  in  different  situations  will  make  different 
decisions.  Certainly,  the  sickest  and  oldest  of  the  Medicare  popu- 
lation are  going  to  want  to  cling  to  their  existing  program.  I  think 
that  is  clear,  but  it  is  a  fairly  simple  actuarial  matter  to  adjust  the 
vouchers,  certainly  for  age,  gender,  geography,  and  possibly  for 
health  status,  as  well,  and,  if  the  Congress  would  like,  for  income, 
also,  to  accommodate  those  problems  that  Dr.  Davis  has  identified. 

Mr.  Bilirakis.  Thank  you.  Mr.  Ferrara. 

Mr.  Ferrara.  The  government  will  be  paying  for  these  medical 
savings  account  with  the  voucher  amounts.  So  to  suggest  that  the 
medical  savings  accounts  are  only  going  to  be  available  to  the 
wealthy  is  extremely  silly.  It's  going  to  be  available  to  everybody 
in  Medicare. 

Moreover,  a  medical  savings  account  with  a  $4,000  deductible 
and  $2,000  in  the  savings  account  is  a  better  benefit  than  Medicare 
gives  you,  because  you've  got  a  cap  on  out-of-pocket  expenses  there 
of  $2,000.  Medicare  has  no  cap  on  out-of-pocket  expenses.  They 
have  unlimited  expenses.  That's  why  90  percent  of  the  people  feel 
they  have  to  buy  Medigap  insurance  to  cover  those  expenses. 

With  the  MSA,  they  won't  have  to  be  spending  that  money  out- 
of-pocket.  So  low  income  people  benefit  enormously  from  the  medi- 
cal savings  account.  They  get  these  extra  benefits.  So,  again,  it's 
extremely  silly  to  suggest  they  can't  afford  the  medical  savings  ac- 
count. What  they  can't  afford  is  the  current  Medicare  system.  The 
medical  savings  account  would  be  a  better  benefit  structure  for 
them. 
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Mr.  Bilirakis.  So  basically  your  point  is  that  there  probably 
would  not  be  any  more  out-of-pocket  expense  for  them  than  there 
is  now,  for  all  practical  purposes. 

Mr.  Ferrara.  Yes.  They  may  get  less  out-of-pocket  expenses. 
First  of  all,  they  don't  need  to  buy  Medigap  insurance  anymore 
with  this  thing.  Second,  the  most  they  can  spend  in  any  1  year  is 
the  $2,000.  Third,  a  lot  of  them  are  having  to  pay  for  prescription 
drugs  now  and  get  no  help  out  of  Medicare  for  that. 

With  the  MSA,  they  can  take  money  out  of  the  savings  account 
and  use  that  to  pay  for  prescription  drugs.  So  low  income  sick  peo- 
ple would  benefit  more  with  this  structure  than  they  are  from  the 
Medicare  system. 

Mr.  Bilirakis.  Thank  you,  Mr.  Ferrara.  My  time,  I  know,  has  ex- 
pired. 

Ms.  Braun.  Mr.  Chairman. 

Mr.  Bilirakis.  Very  quickly,  Ms.  Braun. 

Ms.  Braun.  A  couple  of  things.  It  seems  to  me  that  since  the  out- 
of-pocket  expenses  now  are  over  $2,700  a  year,  people  are  going  to 
save  money  doing  this,  but  where  is  this  money  going  to  come  from. 
If  Medicare  is  paying  for  the  $2,000  in  the  medical  savings  account, 
under  catastrophic  care  and  people  are  only  responsible  for  $2,000, 
the  arithmetic  isn't  going  to  work  out.  That  would  mean  $700  extra 
that  Medicare  is  going  to  have  to  put  out  per  person. 

The  other  thing  I'd  like  to  mention  is  that  as  a  physician  myself, 
I  have  a  concern  with  medical  savings  accounts  because  they  tend 
to  have  people  not  get  preventive  care  in  time  and  to  put  off  early 
detection  of  illness  because  they're  trying  to  save  money,  and  that's 
a  real  concern  for  me. 

Mr.  Ferrara.  May  I  respond,  Mr.  Chairman? 

Mr.  Bilirakis.  Well,  I  think  during  this  series  of  the  questioning 
here,  you  all  will  have  an  opportunity  to  respond  to  each  other.  Mr. 
Waxman. 

Mr.  Waxman.  Thank  you,  Mr.  Chairman.  This  idea  of  a  medical 
savings  account  where  people  become  more  conscious  of  their  use 
of  the  health  care  system  and,  therefore,  don't  overuse  it  sounds 
very  appealing.  It  sounds  too  good  to  be  true. 

That's  my  concern.  Now,  maybe  I'm  being  too  skeptical.  If  I'm 
being  too  skeptical,  I'd  like  to  see  what  it  would  be  in  practice.  But, 
Dr.  Davis,  you  outlined  something  where,  if  you're  right,  we're 
going  to  be  throwing  a  lot  of  money  at  people  who  don't  need  this 
money,  because  they  don't  need  the  health  care  services,  and  then 
for  those  that  really  need  the  services,  we're  going  to  be  spending 
a  lot  of  money  still  on  them. 

Could  you  elaborate  on  that?  Then  I'm  going  to  have  Mr.  Ferrara 
respond. 

Ms.  Davis.  Yes.  As  I  indicated,  if  the  90  percent  of  the  Medicare 
beneficiaries  who  are  the  healthiest  take  this  voucher,  say  it's  a 
$5,000  voucher,  about  $3,500  of  that  would  go  to  pay  for  their  cata- 
strophic coverage.  Then  they've  got  $1,500  to  apply  toward  their 
medical  savings  account. 

If  they  are  healthy,  then  under  the  plan  that  was  described  here, 
they'd  get  that  $1,500  to  take  home  at  the  end  of  the  year.  But 
what  Medicare  would  have  done  would  have  been  to  give  $5,000  to 
18  million  people.  That's  $90  billion  for  a  population  that  now  costs 
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them  virtually  nothing.  They  would  still  have  the  sickest  popu- 
lation and  be  paying  their  expenses  directly. 

I  think  for  the  sick,  it's  not  financially  feasible,  because  you  could 
be,  according  to  the  Price  Waterhouse  estimates,  spending  $2,500 
to  meet  that  deductible,  in  addition  to  what  the  government  puts 
into  your  MSA  account. 

This  $2,000  or  so  of  out-of-pocket  expenses  you  pay  now  you 
would  still  be  paying  because  they  are  for  non-covered  services,  for 
the  most  part,  such  as  prescription  drugs,  hearing  aids,  and  dental 
care.  So  you've  got  $2,500  to  meet  your  deductible  under  the  cata- 
strophic plan.  You've  got  $2,000  of  out-of-pocket  expenses  for  ail 
the  things  that  Medicare  doesn't  cover.  Medicare  only  covers  45 
percent  of  all  expenses.  You're  up  around  $4,000  or  $5,000. 

We  are  talking  about  beneficiaries,  three-fourths  of  whom  have 
incomes  below  $25,000.  This  is  something  that  is  just  not  afford- 
able for  this  population. 

Mr.  Waxman.  Mr.  Ferrara,  do  you  want  to  respond? 

Mr.  Ferrara.  Yes.  That  analysis  is  wrong  for  two  reasons.  One 
is  that  the  voucher  amounts  are  not  going  to  be  flat.  They  will  be 
risk  adjusted.  So  the  sicker  people  will  get  more  and  the  healthier 
people  will  get  less,  and  that  will  reflect  what  they  will  face  when 
they  go  out  to  buy  plans  in  the  private  sector. 

So  it's  not  that  you're  going  to  give  $5,000  to  someone  who  is 
healthy  and  is  not  going  to  spend  anything  and  then  they  get  to 
leave  with  it. 

The  second  factor  that  it  overlooks  is  that  the  catastrophic  pre- 
miums in  the  medical  savings  accounts  are  still  pooled.  So  the  part 
that  goes  for  the  catastrophic  expenses  is  going  to  end  up  being 
spent  on  the  sicker  people  rather  than  the  healthier  people. 

Mr.  Waxman.  That's  only  for  the  catastrophic  part.  Are  we  as- 
sured that  everybody  will  be  able  to  get  catastrophic  coverage  that 
will  cover  all  of  their  expenses? 

Mr.  Ferrara.  Yes. 

Mr.  Waxman.  And  provide  them  at  least  catastrophic  coverage. 

Mr.  Ferrara.  Right.  They  have  to  provide  the  catastrophic  cov- 
erage, covering  all  expenses  over  $4,000.  We  have  our  actuaries,  in 
fact,  coming  into  town  on  Monday,  who  looked  at  all  the  expense 
data  under  Medicare.  Some  of  them  have  worked  for  insurance 
companies  who  are  going  to  be  selling  these  plans,  and  we'd  be  glad 
to  have  them  come  talk  to  you  and  show  you  how  they  get  the 
costs. 

Mr.  Waxman.  Let  me  interrupt  you,  because  I'm  on  limited  time. 
So  we're  going  to  make  sure  that  these  plans  that  participate  are 
regulated  sufficiently  that  they  are  going  to  be  providing  cata- 
strophic coverage. 

Mr.  Ferrara.  Right. 

Mr.  Waxman.  That's  a  big  piece  of  all  this. 

Mr.  Ferrara.  It's  a  fee-for-service  catastrophic  coverage,  in  the 
general  concept.  It  could  be  a  managed  care,  if  they  wanted  it  to 
be. 

Mr.  Waxman.  Well,  we're  going  to  have  to  monitor  that  pretty 
carefully.  Government  is  going  to  be  more  involved  in  monitoring 
the  insurance  plans. 
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Second,  if  you  have  a  risk  adjustment,  do  we  have  the  ability  to 
make  such  finite  risk  adjustments?  I  guess  it  would  have  to  be 
changed  each  year,  because  someone  could  be  healthy  for  5  years 
and  then  when  they  get  in  their  late  70's,  find  that  they  are  sicker. 
So  their  voucher  goes  up.  But  then  I  gather  from  Mr.  Scandlen  that 
it  might  make  sense  to  adjust  the  voucher,  as  well,  based  on 
wealth.  I  guess  wealth  would  be  considered  income. 

I  know  what  I  would  do.  I  would  shelter  my  income  so  that  I 
didn't  have  direct  income  to  reduce  the  value  of  my  voucher.  But 
government  is  going  to  have  to  be  involved  in  trying  to  figure  out 
exactly  how  to  do  that.  Isn't  that  correct,  Doctor? 

Ms.  Davis.  The  truth  of  the  matter  is  that  we  do  not  currently 
know  how  to  risk  adjust  vouchers  or  payments  to  managed  care 
plans  for  the  health  status  of  populations.  Age  is  one  thing,  gender 
is  one  thing,  and  geographic  location  we  do  variably  well.  But  we 
have  no  methodology  now  that's  fine  enough  to  adjust  for  the 
health  status  of  populations. 

These  plans  are  going  to  market  selectively  to  help  people.  So  it's 
not  just  that  the  healthier  people  are  going  to  come  in.  You're  going 
to  have  to  regulate  marketing  practices.  You're  going  to  have  to 
watch  them  on  disenrollment,  whether  they  encourage  people  who 
become  sick  to  get  out  of  their  plans.  So  I  think  it's  going  to  require 
extensive  regulation  and  you're  going  against  very  strong  economic 
incentives  on  the  part  of  these  plans  to  only  enroll  the  healthiest 
people. 

Mr.  Ferrara.  May  I? 

Mr.  Waxman.  My  time  has  expired.  So  I  get  the  last  word  before 
the  chairman  bangs  the  gavel  on  me,  and  that's  this.  I  think  these 
ideas  are  interesting  and  exciting  and  we  ought  to  try  them,  but 
I  thought  Dr.  Braun's  statement  that  we  ought  to  do  this  all  in  two 
stages  made  a  lot  of  sense. 

The  first  stage  is  to  protect  the  trust  fund,  which  might  well  re- 
quire a  savings  of  $110  billion,  not  $270  billion.  And  the  second 
stage  is  we  could  look  at  these  other  ideas  and  try  them  out.  But 
to  take  the  whole  Medicare  program  and  radically  transform  it  into 
a  voucher  that  may  or  may  not  buy  people  what  they're  thinking 
they're  going  to  get  and  leave  a  lot  of  people  in  the  lurch  seems  to 
me  pretty  scary  business. 

I  guess  I'm  a  real  conservative.  I  want  to  move  a  little  bit  more 
slowly.  I  worry  about  radicalism.  Thank  you,  Mr.  Chairman. 

Mr.  Barton.  We  think  that's  a  poor  guess,  Mr.  Waxman. 

Mr.  Bilirakis.  Mr.  Burr. 

Mr.  Burr.  Thank  you,  Mr.  Chairman.  Ms.  Davis,  let  me  just  ask. 
We've  talked  a  lot  about  options.  We've  had  a  number  of  people  tes- 
tify on  what  the  market  can  produce.  Would  you  be  in  favor  or 
would  you  be  against  increasing  the  options  that  seniors  have  over 
where  they  currently  are  today? 

Ms.  Davis.  I  favor  giving  people  choices  and  I  certainly  think 
that  if  there  is  a  better  choice,  people  should  have  the  option  of 
having  it.  I  think  if  you  look  at  the  record,  Medicare  has  performed 
well  with  low  administrative  costs.  They've  done  better  than  man- 
aged care  plans  in  terms  of  getting  price  discounts  from  hospitals 
and  physicians.  It's  hard  to  believe  that  you're  going  to  get  the 
same  set  of  benefits  in  the  private  sector  as  well  as  people  get  now. 
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Medicare  has  a  managed  care  option,  which  I  think  is  a  good  op- 
tion to  let  people  enroll  in  health  maintenance  organizations. 

Mr.  Burr.  My  district  happens  to  be  a  new  recipient  of  that  man- 
aged care  option.  I  was  alarmed  when  I  read  the  article  about  it 
and  then  called  the  company  to  find  out.  In  that  particular  case, 
this  was  a  company  that  went  to  HCFA  and  said  we'd  like  to  do 
this,  we'd  like  to  provide  this  option  for  seniors.  And  what  I've  seen 
is  a  new  option  created  in  my  home  town,  one  that  filled  the  need 
of  seniors  that  were  currently  coming  off  of  employer-based  cov- 
erage, that  was  HMOs,  where  the  comfort  level  was  much  greater 
because  they  weren't  switching  to  the  government-run  plan. 

I  guess  my  question  to  you  would  be  what  options  would  you  ac- 
cept. 

Ms.  Davis.  I'm  not  familiar  with  the  one  you're  talking  about. 
But  Medicare  now  makes  health  maintenance  organizations  avail- 
able to  beneficiaries.  So  70  percent  of  all  HMOs  have  Medicare  con- 
tracts and  three-fourths  of  all  Medicare  beneficiaries  live  in  areas 
where  those  are  available. 

So  I  think  there  is  variable  performance  across  those  HMOs.  We 
just  did  a  study  of  working  populations  and  we  found  that  in  some 
cases,  it  works  well,  but,  in  general,  you  get  higher  rates  of  dis- 
satisfaction, higher  rates  by  patients  of  low  quality  care,  less  access 
to  specialty  care,  less  access  to  emergency  care,  longer  waiting 
times  for  appointments. 

But  I  think  if  they  meet  standards  and  it's  a  health  maintenance 
organization  with  good  quality  care,  it  is  legitimate  as  an  option. 
What's  troubling  to  me  are  these  notions  of  skimpy  catastrophic 
plans,  putting  beneficiaries  financially  at  risk  to  pay  money  that's 
way  beyond  their  capacity  to  do  so. 

Mr.  Burr.  Let  me  suggest  to  you  that  in  the  case  of  this  plan, 
the  benefits  were  increased.  The  costs  seem  to  have  come  down  on 
a  monthly  basis.  And,  in  fact,  the  comfort  level,  because  some  had 
participated  in  HMOs,  was  much  greater.  And  I  know  that  as  we've 
talked  about  HMOs  in  these  hearings,  we've  talked  to  some  degree 
about  sharing  any  savings  or  sharing  part  of  the  savings  that  we 
derive  from  seniors  who  choose  HMOs  and  choose  to  have  a  gate- 
keeper program,  if  we  can  call  it  that. 

Now,  I've  got  to  tell  you  that  HCFA  said  that  that's  financial  co- 
ercion and  that  they  would  be  strongly  against  that.  Ms.  Braun,  let 
me  ask  you,  from  the  standpoint  of  AARP.  Given  that  we  set  up 
a  structure  for  any  options,  whether  it's  HMOs  or  other  things,  and 
there  is  a  quality  assurance  that  we  put  as  far  as  guidelines, 
whether  it's  a  commission  that  has  to  approve  it  or  maybe  it's  the 
AARP,  would  you  be  against,  if  there  is  a  savings,  that  that  be 
shared  in  some  portion  with  the  beneficiary  because  they  have  cho- 
sen to  choose  another  option? 

Ms.  Braun.  I  don't  think  there  would  be  any  problem  with  that, 
except  that  I  really  think  you  need  to  go  slowly  because  we  know 
that  at  the  moment,  we  haven't  learned  how  to  risk  adjust  and  the 
HMOs  are  getting  more  than  they  should  be  getting.  They  are  cher- 
ry-picking and,  also,  in  my  own  area,  I'm  aware  of  the  fact  that  if 
somebody  has  a  serious  chronic  illness,  they  are  apt  to  say,  "Well, 
you  really  can't  get  the  specialty,  maybe  you  should  disenroll  and 
go  back  to  fee-for-service."  So  I'm  concerned  about  those  things  and 
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I  don't  think  we  ought  to  be  giving  away  any  money  until  we  know 
a  little  bit  better  how  those  things  are  going  to  work  out.  I  think 
absolutely  they  should  have  the  options.  And  already  they  don't 
have  to  carry  Medigap  insurance.  They're  already  saving  money.  So 
there  is  that  incentive  and  I  think  we're  seeing  that  operative.  It 
just  came  in  about  IV2  years  ago  in  my  own  area  and  I  know  we've 
seen  a  lot  of  people  enroll  and  be  glad  to  be  able  to  save  that 
money. 

Mr.  Burr.  One  last  statement,  Mr.  Chairman,  and,  Ms.  Braun, 
please  take  this  in  the  right  way.  I  really  respect  where  AARP  is 
on  this  position  because  this  is  your  population.  This  is  your  con- 
stituency. It's  my  constituency,  too. 

I  also,  at  the  age  that  I  am,  interested  in  seeing  Medicare  sol- 
vency longer  than  10  years. 

Ms.  Braun.  Right. 

Mr.  BURR.  So  I  hope  that  as  an  organization,  that  maybe  you  will 
shift  from — you  said  part  A  of  your  plan  is  to  see  that  it's  solvent 
for  10  years.  I  think  we  have  an  opportunity  to  assure  solvency  for 
a  lot  longer  period  and  I  hope  that  AARP  will  work  with  us. 

Ms.  Braun.  Absolutely.  Don't  forget  our  second  track,  because 
our  feeling  is  just  do  what  you  have  to  do  at  the  moment  to  set 
that  solvency  up  for  10  years.  Do  what  you  have  to  do  for  the  next 
7  years,  but  immediately  sit  down  and  begin  to  really  look  at  the 
bigger  structural  changes,  the  kinds  of  things  that  need  to  be  in 
place  by  the  time  your  generation  comes  into  needing  Medicare. 
Absolutely.  We  are  committed  to  that.  We  have  children  and  grand- 
children of  our  own  and  we're  very  committed  to  that. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired.  Thank  you. 
Mr.  Bryant. 

Mr.  Bryant.  Ms.  Davis,  your  testimony  was  very  compelling  as 
a  rebuttal  to  what  Mr.  Ferrara  said.  But  I  would,  nevertheless, 
want  to  ask  you  to  elaborate  a  little  bit  more  about  how  you  think 
we  should  find  $110  billion,  which  the  previous  witness  apparently 
said  we  need,  in  order  to  remain  fiscally  sound  in  the  next  6  or  7 
years. 

Ms.  Davis.  I  think  that  there  are  an  array  of  options  you  can 
look  at,  I  think  people  are  familiar  with  them,  that  would  save 
$110  billion  over  7  years.  The  Congressional  Budget  Office  has  list- 
ed a  number  of  those  in  their  report  on  options  for  reducing  the 
deficit. 

My  panelists  may  not  agree,  but  on  the  beneficiary  side,  if  you're 
asking  beneficiaries  to  contribute  more,  to  me,  the  highest  priority 
ought  to  be  to  the  premium.  If  you  increase,  say,  coinsurance  on 
home  health  services,  you  really  hit  this  4  million  who  are  the  sick- 
est and  put  a  lot  of  financial  burden  on  them  and  they're  paying 
a  lot  for  drugs  and  other  things.  If  you  raise  the  deductible,  that 
hits  those  people  that  go  with  the  deductible. 

The  fairest,  easiest  way  to  get  more  money  from  beneficiaries  is 
to  raise  the  premiums.  So  whether  you  make  it  whatever,  you  can 
get  money  from  that.  For  example,  I  think  raising  it  to  31  percent 
of  Part  B  costs  saves  you  $28  billion  over  5  years. 

Mr.  Bryant.  Thirty-one  percent  of  what? 

Ms.  Davis.  Of  Part  B.  If  the  premium  covered  31  percent  of  Part 
B,  my  understanding  is  the  CBO  estimates  it's  $28  billion  over  5 
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years.  So  it's  more  than  that  over  the  7  years.  You  can  get  a  little 
bit  under  tighter  provider  payment  rates.  Medicare  pays  physicians 
68  percent  of  what  private  insurance  pays  them,  but  you  could  hold 
it  at  that  instead  of  giving  increases.  You  could  get  a  little  bit  of 
money  that  way. 

If  you  look  at  revenues  as  an  option,  the  Medicare  payroll  tax 
rate  is  1.45  on  employers  and  on  employees.  If  you  raise  that  by 
.15,  you  generate  $10  billion  a  year.  That's  $50  billion  over  5  years 
or  $70  billion  over  7  years.  The  rate  itself  has  not  been  increased 
since  1986. 

You  had  an  increase  of  .15  between  1984  and  1986,  but  you  had 
a  constant  rate.  So  those  are  the  array  of  options  I  would  see  if  you 
had  to  get  $100  billion  over  7  years.  Modest  increases  in  bene- 
ficiary contribution  probably  from  premiums,  modest  contributions, 
if  you  want  from  providers  through  tightening  provider  payment 
rates,  and  modest  increases  in  revenues  through  an  adjustment  in 
the  payroll  tax. 

Mr.  Bryant,  Do  you  see  a  realistic  prospect  for  reducing  the  cost 
of  health  care? 

Ms.  Davis.  Well,  I  think  Medicare  actually  has  done  a  fairly  good 
job.  I've  got  a  chart  at  the  back  of  my  testimony  on  that.  And  par- 
ticularly the  new  provider  payment  systems  that  came  in  for  hos- 
pitals in  1983  and  in  1992  for  physicians  have  helped  slow  it.  The 
parts  of  Medicare  that  are  going  up  the  fastest  are  the  home  health 
and  the  skilled  nursing  facility  benefits,  and  I  think  the  home 
health  is  one  to  look  at.  We  do  not  have  a  prospective  payment  sys- 
tem for  home  health  services  and  we're  paying  on  a  cost  basis.  And 
sometimes  it's  $75  a  visit,  even  if  the  nurse  is  only  paid  $8  an 
hour. 

So  the  way  we  pay  for  home  health  services,  I  think  we  might 
consider  moving  to  prospective  payment.  There  are  no  guidelines  or 
protocols  on  the  numbers  of  home  health  visits  that  are  appropriate 
for  somebody  in  a  given  condition.  I  think  we're  seeing  an  increase 
in  the  numbers  of  visits  that  are  coming  about  because  some  of  the 
agencies  that  are  in  this  business  see  it  as  a  major  profit  source 
for  them. 

So  I  think  there  is  some  tightening  that  could  be  done  on  the 
home  health  benefit  that  would  also  contribute  to  these  savings. 

Mr.  Bryant.  Mr.  Ferrara,  she  has  outlined  some  ways  to  deal 
with  the  shortfall  here.  What  is  wrong  with  those? 

Mr.  Ferrara.  Well,  we  absolutely  oppose  any  increase  in  taxes. 
I  think  that  the  electorate  has  expressed  its  view  that  they  favor 
people  who  are  proposing  reductions  in  taxes.  So  to  come  here  and 
say,  "Oh,  well,  we're  just  going  to  increase  the  taxes  some  more" 
is  totally  wrong.  Moreover,  we  oppose  increasing  the  premiums,  as 
well.  In  fact,  I  think  the  premiums  themselves  have  become  a  big 
burden  on  the  elderly. 

They're  $550  a  year  per  person.  They're  over  $1,000  a  year  per 
couple.  That's  going  to  continue  to  increase  every  year.  Increasing 
that  even  faster  doesn't  solve  the  problem.  That  is  just  throwing 
more  money  at  the  problem  through  the  government.  None  of  those 
options  address  the  fundamental  incentives  created  by  the  system. 
None  of  those  options  would  do  what  the  medical  savings  accounts 
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or  perhaps  managed  care  would  do  in  changing  the  incentives  in 
the  system  to  reduce  health  costs. 

We  think  the  way  to  go  and  what  the  public  would  prefer  is  to 
get  control  of  the  funds,  have  freedom  of  choice,  and  to  approach 
it  that  way. 

Mr.  Bryant.  If  we  didn't  have  a  shortfall,  would  you  be  content 
to  leave  Medicare  as  it  is  today? 

Mr.  Ferrara.  No.  I  would  favor  having  these  changes,  because 
I  think  these  changes  are  beneficial  in  and  of  themselves. 

Mr.  Bilirakis.  The  gentleman's  time  has  expired.  I  thank  the 
gentleman.  Dr.  Ganske. 

Mr.  Ganske.  Thank  you,  Mr.  Chairman.  I  must  admit  the  gen- 
tleman from  Texas  looks  well  rested  today  despite  the  long  hours 
we  have  been  working. 

I  want  to  thank  the  panelists.  It  seems  like  we're  becoming 
friends  with  all  these  hearings.  I  know  that  all  of  the  panelists 
have  been  on  Capitol  Hill  a  lot. 

I  guess,  Mr.  Ferrara,  I'm  interested  in  the  studies  that  you  cited. 
I  was  wondering  if  you  can  provide  all  of  the  data  that  you  have 
used  for  your  analysis  to  our  chairman,  Mr.  Bilirakis,  with  an  anal- 
ysis of  the  assumptions  that  you  have  made  for  your  data,  where 
the  data  has  come  from,  and  also  provide  the  accountants  and  the 
people  who  have  done  those  studies,  so  that  Mr.  Bilirakis  can  make 
an  arrangement  for  your  people  to  sit  down  with  the  CBO  and  dis- 
cuss how  you  have  come  to  your  estimates.  That  way,  we  can  get 
a  list  of  reasons  why  or  why  not  the  Congressional  Budget  Office 
would  consider  those  assumptions  to  be  valid. 

Is  that  something  you  could  provide  to  Mr.  Bilirakis? 

Mr.  Ferrara.  Yes.  As  a  matter  of  fact,  on  Monday,  the  author — 
the  actuarial  authors  are  coming  into  town.  They're  going  to  be 
meeting  with  your  staff  here.  They  can  meet  with  anyone  else  who 
wants  to  meet  with  them. 

Let  me  just  say  in  response  that  the  forum  would  be  structured 
so  it  wouldn't  be  dependent  on  those  kind  of — the  budget  savings 
wouldn't  be  dependent  on  those  kind  of  results.  What  I  would  rec- 
ommend you  do  and  what  I  understand  is  the  approach  being  con- 
sidered is  that  the  voucher  amounts  that  could  be  withdrawn  each 
year  would  be  limited  to  grow  no  faster  than  the  budget  target. 

So  if  you're  going  to  say  6.4  percent,  they  would  be  limited  to 
grow  at  6.4  percent.  So  that  would  get  the  budget  savings,  regard- 
less of  what  any  of  these  estimates  are.  CBO  doesn't  have  to  rely 
on  these  estimates  because  you're  putting  a  cap  on  what  you're 
going  to  spend  per  person. 

What  these  estimates  show  is  that  given  those  capped  vouchers, 
the  elderly  would  still  be  able  to  get  their  benefits  through  these 
private  options,  would  still  be  able  to  finance  the  same  benefits,  in- 
deed even  better  benefits  the  way  this  is  structured  because  of  the 
cost  savings  that  would  result. 

What  these  show  is  that  you're  going  to  get  to  the  two  to  $300 
billion  savings  because  you're  going  to  limit  the  amount  spent  on 
the  vouchers.  But  this  is  showing  that  costs  will  be  reduced  that 
much  in  the  private  sector.  So  the  elderly  will  be  able  to  buy  their 
benefits  even  with  those  cost-limited  vouchers. 
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Mr.  Ganske.  Well,  I  think  what's  going  to  happen  in  this  debate 
is  that  we're  going  to  see  what  has  happened  on  the  panel  today. 
We're  going  to  see  numbers  thrown  back  and  forth,  yes  you  can,  no 
you  can't,  this  is  right,  that  isn't.  It  would  be  very  useful  for  me 
and  I'm  sure  other  members  of  the  panel  to  have  the  data  that  you 
have  used  analyzed  by  the  Congressional  Budget  Office,  both  on 
your  plan  and  on  some  of  the  other  plans  that  we've  had  presented 
for  us. 

The  American  Medical  Association  gave  us  a  rather  comprehen- 
sive outline  of  suggestions  for  savings.  It  would  at  least  be  useful 
to  know  whether  the  CBO  agrees  with  the  numbers  that  we're  see- 
ing from  some  of  the  plans  that  have  been  put  forward. 

I  must  say  this.  Ms.  Davis,  I  want  to  thank  you  for  your  candor 
in  the  previous  questions  about  how  would  you  go  about  approach- 
ing some  savings,  because  I  wish  that  we  could  get  some  firm  an- 
swers from  the  administration  that  would  be  at  least  as  detailed 
as  what  you  have  provided  to  us.  It  would,  I  think,  help  facilitate 
the  whole  process,  because  you  have  to  start  somewhere.  Whatever 
your  final  numbers  are,  you  have  to  build  that  up  step  by  step  in 
some  manner. 

I  think  with  that,  I  will  yield  back  the  balance  

Mr.  Waxman.  Will  the  gentleman  yield? 

Mr.  Ganske.  Yes. 

Mr.  Waxman.  I  just  wanted  to  point  out  I  think  Mr.  Ferrara's 
comment  to  you  strikes  me  as  accurate.  The  CBO  could  tell  you 
that  if  you're  putting  a  cap  on  the  amount  of  money  that  the  gov- 
ernment is  going  to  spend,  you'll  save  the  dollars  for  the  Federal 
Government  budget  purposes.  I'm  not  sure  that  CBO  will  be  able 
to  tell  us  whether  the  whole  scheme  will  work  with  regard  to  the 
beneficiaries,  whether — this  is  all  based  on  assumptions  that  peo- 
ple won't  overuse  and  spend  more  health  care  dollars  if  they  have 
this  savings  account. 

That's  going  to  be  true  for  some  people,  but  for  others  who  are 
already  cost-conscious,  but  are  sick,  they're  going  to  be  using  those 
dollars.  So  I  don't  know  that  we  could  get  an  answer  from  CBO 
whether  the  whole  thing  really  works  for  the  patients  in  the  sys- 
tem. 

Mr.  Ganske.  That  may  be.  There  are  certain  assumptions  in- 
volved with  these,  but  at  least  from  an  actuarial  basis,  depending 
on  how  you  structure  the  voucher,  for  instance,  based  on  criteria, 
such  as  sex,  age,  geographic  location  and  health  status,  it  would  be 
interesting  to  know  whether  there  can  be  agreement  between  the 
CBO's  actuaries  and  plans  that  are  presented  to  us,  purporting  to 
achieve  $200  billion  worth  of  savings. 

Mr.  Ferrara.  We'd  be  glad  to  have  them  come  and  meet  with 
anybody  in  any  of  these  bodies. 

Mr.  Ganske.  Thank  you. 

Mr.  Bilirakis.  Thank  you  very  much.  The  gentleman's  time  has 
expired.  Mr.  Barton. 

Mr.  Barton.  I  thank  the  chairman  and  I  want  to  compliment 
him  on  arranging  this  hearing.  I  think  it's  a  shame  that  we  get 
international  coverage  for  Waco  hearings  and  Whitewater  hearings, 
and  this  is  the  hearing  that's  the  most  substantive  going  on  in  the 
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Congress  today  and  we've  got  excellent  witnesses  and  excellent 
questions. 

I  guess  if  Mr.  Waxman  says  he's  the  conservative,  I  can  say  I'm 
the  liberal,  because  I  want  to  guarantee  coverage,  I  want  to  guar- 
antee quality,  but  I  also  want  to  guarantee  the  solvency  of  the  sys- 
tem so  that  we  have  it  for  generations  to  come. 

The  first  general  question  to  each  of  you  is— you  can  just  nod 
your  heads.  Is  there  anybody  that  disagrees  with  the  trustee  re- 
port, that  if  we  do  nothing,  the  part  A  trust  fund  is  going  to  be  in- 
solvent, in  the  most  probable  case,  within  7  years  and  the  part  B 
trust  fund  is  unsustainable  over  the  long  term?  I  haven't  heard 
anybody  dispute  that,  but  I  just  want  to  get  that  on  the  record. 

Ms.  Davis.  Well,  A  and  B  are  different.  I  think  it's  interesting 
to  note  why.  Part  B  is  funded  25-30  percent  by  a  premium,  the 
rest  by  general  revenues.  Technically,  it  never  goes  bankrupt  be- 
cause it  has  this  unlimited  draw  on  the  Federal  Treasury.  So  when 
we  talk  about  the  bankruptcy  of  Part  A,  we  should  understand  that 
it's  partly  a  problem  of  our  own  making.  It's  the  fact  that  we  dedi- 
cate a  payroll  tax  to  Part  A. 

The  payroll  tax  goes  up  as  the  number  of  workers  goes  up  and 
as  wages  go  up.  Outlays  out  of  a  hospital  trust  fund  go  up  as  the 
number  of  beneficiaries  go  up  and  as  hospital  costs  go  up.  Well, 
anytime  you've  got  retirees  going  up  faster  than  workers  or  you've 
got  hospital  costs  going  up  faster  than  wages,  the  revenue  flowing 
into  that  Part  A  trust  fund  is  never  going  to  cover  the  revenue 
flowing  out. 

So  in  some  sense,  it's  dynamically  unsound  as  a  financing  base 
no  matter  how  you  fix  it  in  the  short  term  and  I  think  you  really 
need  to  look  at  a  different  way  over  the  long  haul  of  structuring 
the  financial  base  of  A  and  B  and  maybe  even  merging  A  and  B 
and  looking  to  other  revenue  services. 

Mr.  Barton.  Well,  I  actually  think  that's  an  option  we  should 
look  at.  The  reason  we  basically  have  A  and  B  is  because  of  juris- 
dictional problems  here  in  the  House  of  Representatives.  A  is  a  tax, 
it's  under  Ways  and  Means,  and  B  is  a  premium  and  it's  under  this 
committee's  jurisdiction. 

I  would  like  to  ask  Dr.  Davis  a  question.  Under  the  current  sys- 
tem— Mr.  Bilirakis  turned  65  last  week  and  he's  automatically  cov- 
ered now  by  Medicare,  whether  he  wants  to  be  or  not,  even  though 
he  has  an  excellent  health  care  plan  that's  available  to  all  Federal 
employees.  Would  one  option  that  we  should  address  give  those 
seniors  that  wish  to  and  have  what  I  would  call  corporate  care 
plans  the  option  to  stay  in  that  plan  and  then  use  Medicare  per- 
haps as  a  supplemental,  instead  of  the  way  we  have  it  today.  They 
drop  their  corporate  care  plan  and  automatically  go  into  Medicare. 

Is  that  something  that  would  be  helpful  to  look  at  as  an  option? 

Ms.  Davis.  I  think  we  ought  to  look  into  how  the  working  age 
provision  in  Medicare  now  is  handled.  With  all  deference  to  the 
chairman,  when  someone  is  age  65  and  over  and  working,  their  em- 
ployer is  obligated  to  be  the  primary  payer.  So  that's  something 
called  a  working  aged  provision  and  Medicare  is  secondary.  It  sup- 
plements it. 

Mr.  Barton.  We'll  stipulate  that  Mr.  Bilirakis  has  been  working 
extra  hard  the  last  week. 
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Ms.  Davis.  But  I  don't  know  how  well  that's  enforced  and  there 
may  be  instances  where  corporate  plans  are  supposed  to  be  going 
first  and  they  aren't.  So  I  think  that's  something  that  could  be 
looked  at. 

But  I  think,  in  general,  we  need  to  look  at  this  meshing  of  work- 
ing coverage  and  Medicare  coverage.  Some  people  have  talked 
about  raising  the  age  of  Medicare  eligibility  and  having  people 
work  longer.  We've  had  a  program  at  the  Commonwealth  Fund 
called  Americans  over  55  working,  and  part  of  the  problem  is  a  lot 
of  people  are  involuntarily  retired.  There's  corporate  downsizing 
that's  contributed. 

So  you  have  a  lot  of  people  between  the  ages  of  55  and  64  who 
are  uninsured,  about  a  million  people  in  that  population  are  unin- 
sured, not  covered  under  a  corporate  plan  even  as  retirees.  And  if 
you  look  at  raising  the  age  of  Medicare,  you're  going  to  increase 
that. 

So  I  think  we  need  to  look  at  the  mesh  between  coverage  under 
employers  as  active  workers  and  as  retirees  and  how  Medicare  can 
better  fit  with  that,  and  really,  in  the  long  run,  looking  at  expand- 
ing job  opportunities  for  older  people,  maybe  even  giving  them  an 
option  for  volunteering  and  earning  premiums  under  Medicare 
through  volunteer  service  to  their  communities,  things  like  that. 

Mr.  Barton.  Could  I  ask  one  more  question?  I  want  to  ask  a 
question  about  the  part  B  premium  and  I  want  to  direct  this  to  our 
AARP  representative  and  Mr.  Ferrara.  When  we  first  established 
Medicare  

Mr.  Bilirakis.  The  AARP  representative  is  Ms.  Braun. 
Mr.  Ferrara.  He  said  "and." 

Mr.  Barton.  I  want  it  to  both  of  them.  They're  sitting  side  by 
side  there. 
Mr.  Bilirakis.  Beg  your  pardon. 

Mr.  Barton.  When  we  established  Medicare,  the  part  B  was  50/ 
50,  the  part  B  premium,  50  percent  federally  funded  and  50  per- 
cent beneficiary  funded  as  an  option.  The  Congress  changed  that 
and  it  got  down  to  about  19  percent.  Now  it's  back  up  to  about  30 
percent. 

Would  one  option  for  high  income  seniors  be  to  phase  them  back 
into  a  50  percent  premium,  which  is  what  it  started  out  at?  Would 
that  be  something  that  AARP  would  look  at  favorably  and  our  gen- 
tleman from  the  Center  for  National  Policy  Analysis  look  at  favor- 
ably as  an  option  for  high  income  seniors,  perhaps  200  percent 
above  the  poverty  line? 

Ms.  Braun.  I  think  that's  an  option  we  certainly  need  to  look  at. 
I  think  we  should  take  into  consideration  a  couple  of  things  there. 
One  of  them  is  to  remember  that  higher  income  seniors  are  paying 
higher  income  tax  and,  therefore,  are  contributing  more  to  their 
Part  B.  But  the  more  important  thing  is  that  if  you're  going  to  do 
that  for  your  over  65  group,  I  think  the  first  panel  talked  about  the 
Cadillac  plans  and  the  wealthy  people  that  have  them  and  so  forth, 
we  really  should  look  at,  in  the  same  income  group,  the  Federal 
subsidies  that  people  are  getting  because  of  their  tax  exemptions 
for  all  kinds  of  health  plans,  no  matter  what  they  are. 

Actually,  you  could  save  three  times  as  much  by  cutting  those 
Federal  subsidies  for  those  under  65  as  you're  going  to  save  with 
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income  relating  to  Part  B.  But  as  I  say,  AARP  feels  that  that  is 
an  option  that  we  need  to  sit  down  and  look  at,  but  don't  forget 
the  under  65  group. 
Mr.  Barton.  Mr.  Ferrara. 

Mr.  Ferrara.  Actually,  we  would  oppose  that,  and  there  are  sev- 
eral reasons  why  we'd  oppose  that.  We  would  prefer  that  you  look 
at  increasing  the  deductibles  and  the  copayments,  not  raising  the 
premiums.  Raising  the  premiums,  to  us,  is  not  a  real  reduction  in 
government  spending.  It's  just  giving  more  money  to  the  govern- 
ment and  then  the  government  is  spending  it. 

A  real  reduction  in  government  spending  is  raising  the 
deductibles  and  the  copayments.  We  think  that's  more  appealing, 
because  if  you  raise  the  premiums,  the  elderly  have  to  give  their 
money  to  the  government  and  then  the  government  spends  it.  If 
you  raise  the  deductibles  and  the  copayments,  the  elderly  get  to 
keep  the  money.  They  decide  when  to  spend  it. 

You  remember  the  catastrophic  health  fight  they  had  in  the  late 
1980's.  There,  they  raised  the  premiums  and  they  used  all  the  pre- 
mium increases  to  finance  increased  benefits  back  to  the  elderly, 
and  you  know  what  happened.  The  elderly  said  forget  it,  we  don't 
want  this,  and  they  forced  it  to  be  repealed  a  year  later. 

How  can  we  come  back  now  and  say,  well,  we're  going  to  increase 
the  premiums  now,  but  we're  not  even  going  to  give  you  the  money 
back  in  benefits.  I  think  it's  clear  that's  not  what  people  want. 

Mr.  Barton.  Thank  you.  And  I  thank  the  chairman  for  giving  me 
that  opportunity. 

Mr.  Bilirakis.  Thank  you,  Mr.  Barton.  Well,  I  think  that  finishes 
it  up  for  this  panel.  Thank  you  so  much.  You've  been  very,  very  in- 
teresting and  very  helpful. 

The  next  panel  consists  of  Mr.  Bert  Hood,  Chairman  and  CEO 
of  LabOne,  and  Mr.  Alvin  Salton,  President  and  Director  of  Com- 
munity Medical  Laboratories. 

Gentlemen,  you  know  that  your  written  statement  is  a  part  of 
the  record.  I  would  appreciate  it,  as  per  usual,  if  you  could  try  to 
stay  as  close  to  the  5-minute  rule  as  you  can  in  your  oral  state- 
ment. We'll  kick  it  off  with  Mr.  Hood,  if  you  would,  please,  sir. 
When  you're  ready.  Don't  let  me  rush  you. 

STATEMENTS  OF  BERT  HOOD,  CHAIRMAN  AND  CEO,  LabOne, 
INC.;  AND  ALVIN  M.  SALTON,  ON  BEHALF  OF  AMERICAN  AS- 
SOCIATION OF  BIOANALYSTS 

Mr.  Hood.  Mr.  Chairman  and  members  of  the  subcommittee,  I 
am  Bert  Hood,  Chairman,  President  and  CEO  of  LabOne,  Inc.  I 
want  to  thank  you  and  the  committee  for  giving  us  this  opportunity 
to  testify  today. 

Mr.  Chairman,  let  me  be  clear  at  the  outset  about  my  purpose 
in  responding  to  your  very  kind  invitation  to  appear  before  this 
committee.  I  did  not  come  to  indict  the  laboratory  industry.  It  has 
been  very  good  to  me.  More  importantly,  it  has  served  the  health 
care  system  and  thereby  the  American  people  very  well. 

The  clinical  laboratories  of  America  are  an  integral  part  of  what 
has  been  and  continues  to  be  the  finest  health  care  system  in  the 
world.  Each  year,  countless  lives  are  saved  because  of  the  level  of 
excellence  the  industry  has  achieved  and  maintains.  The  clinical 
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laboratory  industry  continually  and  seamlessly  integrates  scientific 
discoveries  and  technological  innovations  into  its  testing  service  as 
soon  as  they  emerge. 

We  have  come  to  expect,  perhaps  even  take  for  granted  the  high- 
est quality  in  service  from  clinical  laboratories  today.  It  is  with 
such  a  confidence  in  our  industry  that  I  come  before  this  commit- 
tee. The  concerns  that  I  will  share  are  not  directed  at  the  industry, 
per  se,  nor  at  individual  providers,  but  at  the  economic  and  regu- 
latory environment  in  which  the  laboratory  industry  operates  and 
at  a  complex  set  of  policies  and  perverse  incentives  which  must  be 
modified  and  corrected  if  the  industry  is  to  achieve  its  full  potential 
for  cost-effective,  high  quality  clinical  laboratory  services  into  the 
next  century. 

My  testimony  highlights  these  policies  and  the  current  pricing 
practices  in  the  clinical  laboratory  industry,  to  both  Medicare  and 
the  private  market,  and  proposes  incentives  or  initiatives  which 
will  infuse  renewed  competition  in  the  laboratory  industry  and  give 
patients  greater  choices. 

First,  we  suggest  that  Congress  immediately  undertake  a  reduc- 
tion in  the  Medicare  clinical  laboratory  fee  schedule  from  its  80 
percent  of  median  charges  to  65  percent  of  median  charges  over  the 
next  3  years.  We  know  such  a  move  will  have  no  adverse  effect  on 
our  ability  to  deliver  quality  services,  nor  would  we  anticipate  any 
lack  of  service  from  the  industry  as  a  whole.  If  this  modest  reduc- 
tion is  coupled  with  a  5-year  extension  of  the  freeze  on  the  MEI 
updates  for  laboratory  services,  the  committee  can  achieve  savings 
in  Medicare  outlays  in  excess  of  $7  billion  over  7  years. 

Second,  we  propose  a  programmatic  change  that  will  have  a  long- 
term  effect  of  promoting  both  a  free  and  competitive  market,  as 
well  as  beneficiary  payer  choice,  which  is  direct  billing.  Mandatory 
direct  billing  for  private  payers,  as  is  now  required  in  Medicare, 
will  set  the  laboratory  industry  and  our  consumers  on  an  inex- 
orable trend  toward  patient  choice  and  free  market  competition 
that  will  pay  enormous  dividends  and  reduce  costs. 

It  is  my  understanding  that  several  members,  led  by  Representa- 
tives Upton  and  Brown,  both  members  of  this  committee,  have  de- 
veloped such  a  proposal  in  H.R.  1461,  the  Direct  Billing  Act  of 
1995,  and  we  commend  it  to  your  attention  and  review.  Mr.  Chair- 
man, it  is  important  to  put  these  proposals  in  some  context  by  re- 
viewing clinical  laboratory  industry  pricing  practices. 

Any  discussion  of  Medicare  fee  schedules  requires  a  brief  history 
of  the  economics  of  the  clinical  laboratory  industry.  Prior  to  1985, 
the  laboratory  industry's  only  source  of  revenue,  private  and  public, 
was  through  the  sale  of  laboratory  test  services  to  physicians  and 
hospitals.  Tests  were  sold  at  discounted  wholesale  prices  to  doctors, 
who,  in  turn,  increased  the  price  of  the  test  to  the  patient.  The  pa- 
tient then  submitted  a  claim  to  an  insurance  carrier,  self-insured 
employer,  or  to  the  Medicare  carrier. 

When  health  care  costs,  including  lab  fees,  inflated  astronomi- 
cally in  the  early  1980's,  Congress  enacted  legislation  to  prohibit 
physicians  from  billing  Medicare  and  required  clinical  laboratories 
to  directly  bill  the  Medicare  carriers. 

Under  statute,  the  Health  Care  Financing  Administration  began 
implementing  a  clinical  laboratory  fee  schedule  for  laboratory  tests. 
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While  the  Medicare  program  realized  some  immediate  savings  from 
the  elimination  of  the  physician  markups  for  laboratory  tests,  the 
laboratory  industry  witnessed  windfall  revenues  as  it  replaced  dis-  . 
counted  wholesale  prices  to  doctors  with  much  higher  direct  pay- 
ments from  Medicare. 

The  name  of  the  game  became  get  Medicare  business  and  get  all 
you  can.  Clinical  laboratories  employed  two  business  strategies. 
They  further  discounted  charges  to  physicians  for  non-Medicare  pa- 
tient testing  in  return  for  physicians'  Medicare  business.  Physi- 
cians increased  their  markup  on  testing  of  private  pay  patients 
while  laboratories  received  a  steady  stream  of  Medicare  referrals. 

Thus,  the  notion  that  laboratories  can  subsidize  their  private  sec- 
tor business  with  the  higher  priced  Medicare  business  took  root.  In 
1991,  the  GAO  studied  Medicare  reimbursement  for  clinical  labora- 
tories and  identified  the  practice  I've  described.  GAO  recommended 
that  the  fee  schedule  be  reduced  to  eliminate  the  cost  shift  to  Medi- 
care. 

The  Congress  did  act,  but  not  as  aggressively  as  the  GAO  rec- 
ommended. In  1993,  the  Congress  put  the  Medicare  clinical  labora- 
tory fee  schedule  on  a  glide  path  to  88  percent,  to  84,  to  80,  and 
finally  to  76  percent  in  1996.  Nevertheless,  the  GAO  prophecy  con- 
tinues. The  market  today  remains  a  patchwork  of  discounting, 
markups,  and  multi-layer  fee  schedules.  Cost  shifting  continues 
today. 

As  you  can  see  by  this  chart,  these  are  the  various  amounts,  on 
the  average,  that  the  different  payers  will  be  charged  for  laboratory 
testing.  As  you  can  see,  for  the  same  test,  the  fees  vary  a  great 
deal.  This  is  1993  data  and  it's  what  we've  run  across  in  the  com- 
petitive marketplace.  Not  quite  as  competitive  as  we  want  it  to  be, 
though. 

Mr.  Chairman,  as  you  can  see  from  this  simple  chart,  which 
shows  the  prices  that  various  categories  of  payers  are  charged  by 
laboratories,  Medicare  is  still  subsidizing  the  discounting  of  serv- 
ices to  physicians.  This  trend  will  not  be  reversed  unless  Congress 
acts  again  to  bring  Medicare  fee  schedules  more  in  line  with  true 
costs  of  testing  in  the  industry. 

Accordingly,  LabOne  recommends  to  the  Congress  that  the  Medi- 
care payment  fee  schedule  for  outpatient  clinical  laboratory  serv- 
ices be  reduced  by  about  19  percent  from  its  present  1995  level  of 
80  percent  to  65  percent  of  the  median  charges  over  a  3 -year  pe- 
riod, coupled  with  a  freeze  in  the  CPI  update  for  5  years.  We  be- 
lieve that  such  a  reduction  will  save  more  than  $7  billion  over  7 
years. 

The  second  point  I'd  like  to  raise,  Mr.  Chairman  

Mr.  Bilirakis.  Please  try  to  summarize,  if  you  could,  Mr.  Hood. 
Mr,  Hood.  Okay. 

Mr.  Bilirakis.  We'll  give  you  an  opportunity  to  go  into  the  other 
things  as  you  go  along.  Please,  sir,  proceed. 
Mr.  Hood.  It's  the  direct  billing  issue. 
Mr.  Bilirakis.  Go  ahead,  please. 

Mr.  HOOD.  And  I  would  like  to  address  the  direct  billing,  as  well. 
Mr.  Bilirakis.  Well,  why  don't  you  address  it,  but  try  to  compact 

it. 
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Mr.  HOOD.  The  Congress  can  inject  substantial  permanent  com- 
petition into  the  private  clinical  laboratory  market  by  mandating 
direct  billing  for  laboratory  services.  Obviously  a  success  in  Medi- 
care, direct  billing  is  endorsed  by  the  entire  industry  and  its  prin- 
ciples are  contained  in  H.R.  1461. 

Physicians  will  be  taken  completely  out  of  the  pricing  loop,  elimi- 
nating the  practice  of  cost  shifting.  It  is  important,  however,  to 
note  that  by  itself,  direct  billing  is  not  a  panacea  for  immediately 
lowering  the  laboratory  tests.  As  a  matter  of  fact,  there  will  be 
those  who  will  take  advantage  of  the  windfall  and  reap  all  or  por- 
tions of  the  markups  that  are  now  realized  by  physicians.  That  is 
why  competitive  incentives  we  have  suggested  earlier  come  into 
play. 

Coupled  with  the  modest  reduction  in  Medicare  fee  schedules,  di- 
rect billing  can  level  the  playing  field  by  bringing  educated  payers 
and  informed  buyers  to  the  same  table,  with  a  full  range  of  sellers 
to  compete  based  on  quality  of  service  and  price. 

Mr.  Chairman,  as  I  stated  at  the  outset,  my  purpose  here  today 
was  to  shed  some  light  on  the  complex  policies  and  pricing  prac- 
tices that  have  resulted  in  laboratory  companies  being  trapped  in- 
side a  gilded  cage  of  dependency  on  inflated  Medicare  fee  sched- 
ules. I  hope  I've  done  so.  Thank  you. 

[The  prepared  statement  of  Bert  Hood  follows:] 

Prepared  Statement  of  Bert  Hood,  Chairman  and  CEO,  LabOne,  Inc. 

Mr.  Chairman,  Members  of  the  Subcommittee,  I  am  Bert  Hood,  Chairman,  Presi- 
dent and  CEO  of  LabOne,  Inc.  I  want  to  thank  you  and  the  Committee  for  giving 
us  the  opportunity  to  testify  today.  You  are  faced  with  the  daunting  challenge  of 
reforming  a  Medicare  system  that  is  going  broke  while  merging  deficit  targets  and 
re-energizing  the  health  care  delivery  system  to  meet  the  financial,  technological, 
and  patient  quality  requirements  of  the  21st  Century.  In  our  view,  by  taking  steps 
that  encourage  patient  choice,  use  the  forces  of  a  competitive  free  market,  and  as- 
sure quality  of  health  care  services,  you  can  bring  health  care  costs  under  control 
and  we  are  prepared  to  support  your  efforts. 

Further,  I  believe  the  clinical  laboratory  industry  can  assist  you  in  reaching  your 
goals — and  perhaps  in  ways  you  might  not  expect. 

Mr.  Chairman,  let  me  be  clear,  at  the  outset,  about  my  purpose  in  responding  to 
your  very  kind  invitation  to  appear  before  this  Committee. 

I  did  not  come  to  indict  the  laboratory  industry.  It  is  an  industry  which  I  love 
and  respect.  It  has  been  good  to  me.  More  importantly,  it  has  served  the  American 
health  care  system — and  thereby  the  American  public — very  well. 

The  clinical  laboratories  of  America  are  an  integral  part  of  what  has  been  and 
continues  to  be  the  finest  health  care  system  in  the  world.  The  accessibility,  timeli- 
ness, and  quality  of  diagnostic  laboratory  testing  undergird  the  delivery  of  health 
care  to  every  American.  Each  year  countless  lives  are  saved  because  of  the  level  of 
excellence  the  industry  has  achieved  and  maintains. 

The  clinical  laboratory  industry  continually  and  seamlessly  integrates  scientific 
discoveries  and  technological  innovation  into  its  testing  service  as  soon  as  they 
emerge.  We  have  come  to  expect,  perhaps  even  take  for  granted,  the  highest  in  qual- 
ity and  service  from  clinical  laboratories.  Based  on  its  performance,  day  in  and  day 
out,  the  industry  has  earned  that  level  of  trust.  It  is  my  belief,  Mr.  Chairman,  that 
we  can  confidently  expect  the  industry  to  sustain,  far  into  the  future,  the  highest 
standard  of  diagnostic  testing  possible. 

It  is  with  such  a  confidence  in  our  industry  that  I  come  before  this  Committee. 
The  concerns  that  I  will  share  are  not  directed  at  the  industry  per  se,  nor  at  individ- 
ual providers,  but  at  the  economic  and  regulatory  environment  in  which  the  labora- 
tory industry  operates,  and  at  a  complex  set  of  policies  and  perverse  incen- 
tives . . .  some  directed  by  government  and  some  archaic  remnants  of  outdated  prac- 
tices in  the  private  market.  These  problems  and  perverse  incentives  must  be  modi- 
fied and  corrected  if  the  industry  is  to  achieve  its  full  potential  for  cost-effective, 
high-quality  clinical  lab  services. 
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My  brief  testimony  will  highlight  these  policies  and  the  current  pricing  practices 
in  the  clinical  laboratory  industry — to  both  Medicare  and  the  private  market.  Fur- 
ther, I  would  propose  new  initiatives  which  I  know  will  infuse  renewed  competition 
in  the  laboratory  industry  and  give  patients  greater  choices  which  will,  in  turn,  have 
dramatic  long-term  benefits  ana  cost  reductions. 

First,  we  suggest  that  the  Congress  immediately  undertake  a  reduction  in  the 
Medicare  clinical  laboratory  fee  schedule,  from  its  present  80%  of  median  charges 
to  65%  of  median  charges  over  the  next  three  years.  We  know  such  a  move  will  have 
no  adverse  effect  on  our  ability  to  deliver  quality  services  nor  would  we  anticipate 
any  lack  of  service  from  the  industry  as  a  whole.  If  this  modest  reduction  is  coupled 
with  a  five  year  extension  of  the  freeze  on  Medical  Economic  Index  (MEI)  updates 
for  laboratory  services,  the  Committee  can  achieve  savings  in  Medicare  outlays  in 
excess  of  $7  billion  over  seven  years.  This  is  equivalent  to  the  projected  savings  de- 
rived from  the  introduction  of  a  20%  co-insurance  on  laboratory  services  for  Medi- 
care beneficiaries,  a  proposal  we  would  suggest  is  fraught  with  dangers — both  oper- 
ational and  political — and  one  we  would  urge  you  to  reject. 

Secondly,  we  propose  a  programmatic  change  that  will  have  a  long-term  effect  of 
promoting  benerlciary/payer  choice — direct  billing.  By  introducing  mandatory  direct 
billing  for  private  payers  as  is  now  required  in  Medicare,  the  Congress  can  set  the 
laboratory  industry  and  our  consumers  on  an  inexorable  trend  toward  patient  choice 
and  free  market  competition  that  will  pay  enormous  dividends  in  reduced  costs.  It 
is  my  understanding  that  several  Members  led  by  Rep.  Upton  and  Rep.  Brown,  both 
Members  of  this  Committee,  have  developed  such  a  proposal  in  HR  1461,  the  Direct 
Billing  Act  of  1995,  and  we  commend  it  to  your  attention  and  review. 

Mr.  Chairman,  it  is  important  to  put  these  proposals  in  some  context  by  both  re- 
viewing clinical  laboratory  industry  pricing  practices  and  describing  the  innovations 
developed  at  LabOne. 

LabOne  is  located  in  Lenexa,  Kansas  (in  the  greater  Kansas  City  area).  The  com- 
pany has  served  the  insurance  industry  for  the  past  23  years.  We  are  the  largest 
risk  assessment  laboratory  in  the  country.  In  January  of  1994  LabOne  expanded  its 
test  menu,  entering  the  market  as  a  full  service  clinical  laboratory.  LabOne  per- 
forms clinical  laboratory  tests  for  12,000  persons  each  day.  Throughout  our  history, 


helped  us  achieve  our  high  standard  of  excellence.  Accreditation  includes  that  of  the 
College  of  American  Pathologists,  the  Health  Care  Financing  Administration's  Clini- 
cal Laboratory  Improvement  Act  certification,  the  Substance  Abuse  and  Mental 
Health  Services  Administration  (for  drugs-of-abuse),  and  a  number  of  private  sector 
peer  review  programs. 

Our  vision  at  LabOne  fits  well  with  what  you  and  a  number  of  Members  of  Con- 
gress are  suggesting  by  reforming  the  Medicare  program  to  encourage  patient  choice 
and  by  fostering  market  forces  to  drive  down  artificially  high  prices  in  the  health 
care.  LabOne  has  introduced  patient  choice  into  the  clinical  laboratory  market  and 
has  applied  innovations  in  technology  that  enable  us  to  offer  high  quality  testing 
services  at  low  prices.  We  charge  one  fee  to  all  payers,  which  amounts  to  a  charge 
level  approximately  60%  below  commercial  rates  and  30%  below  that  of  the  Medi- 
care fee  schedule. 

LabOne's  experience  over  the  last  eighteen  months  has  convinced  us  that  quality 
lab  testing  is  and  can  continue  to  be  delivered  far  more  economically  than  current 
public  and  private  sector  market  prices  suggest.  We  believe  a  close  review  of  the 
entire  industry's  billing  practices  would  show  that  laboratories  can  provide  testing 
at  a  fraction  of  what  they  are  presently  billing  Medicare  and  most  other  private  pay- 
ers. 

The  Lab  Industry  and  Medicare  Fee  Schedules 

Any  discussion  of  Medicare  fee  schedules  requires  a  brief  history  of  the  economics 
of  the  clinical  laboratory  industry.  In  so  doing,  we  will  better  understand  how  the 
Medicare  program  provides  perverse  market  incentives  in  the  current  system  and 
acts  as  an  effective  barrier  against  change. 

I  have  personally  witnessed  a  major  evolution  in  the  laboratory  industry  over  the 
past  twenty  years,  from  one  which  consisted  primarily  of  locally  owned  private  lab- 
oratories to  one  which  is  now  dominated  by  national  corporate  laboratories. 

Prior  to  1985,  the  laboratory  industry's  only  source  of  revenue,  private  and  public, 
was  through  the  sale  of  laboratory  test  services  to  physicians  and  hospitals.  Tests 
were  sold  at  discounted  wholesale  prices  to  doctors  who,  in  turn,  increased  the  price 
of  the  test  to  the  patient.  The  patient  then  submitted  a  claim  to  an  insurance  com- 
pany, self-insured  employer,  or  to  the  Medicare  carrier. 

When  health  care  costs,  including  lab  fees,  inflated  astronomically  in  the  early 
eighties,  Congress  responded  with  the  enactment  of  legislation  to  prohibit  physicians 
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from  billing  the  Medicare  program  for  laboratory  services.  Clinical  laboratories  were 
mandated  to  directly  submit  their  bills  to  the  Medicare  carriers.  Under  statute,  the 
Health  Care  Financing  Administration  began  implementing  a  clinical  laboratory  fee 
schedule  for  various  laboratory  services.  While  the  Medicare  program  realized  some 
immediate  savings  from  the  elimination  of  physician  mark-ups  for  laboratory  tests, 
the  laboratory  industry  witnessed  windfall  revenues  as  it  replaced  discounted  whole- 
sale prices  to  doctors  with  much  higher  direct  payments  from  Medicare.  The  clinical 
laboratory  industry  thought  it  had  died  and  gone  to  heaven. 

The  name  of  the  game  became:  "Get  Medicare  business;  get  all  you  can."  Clinical 
laboratories  employed  two  business  strategies.  They  further  discounted  charges  to 
physicians  for  non-Medicare  patient  testing  in  return  for  physicians'  Medicare  busi- 
ness. Physicians  increased  their  margins  from  the  mark-up  on  testing  of  private  pay 
patients,  while  laboratories  received  a  steady  stream  of  revenue  from  Medicare  busi- 
ness. Thus,  the  notion  that  laboratories  could  subsidize  their  private  sector  business 
with  the  higher-priced  Medicare  business  took  root. 

Additionally,  large  clinical  laboratories  aggressively  expanded  their  operations 
through  mergers  and  acquisitions  of  local  and  regional  laboratories.  Market  penetra- 
tion was  increased  and  large  laboratories  expanded  their  access  to  more  physician 
practices  and  their  lucrative  Medicare  referrals. 

Past  Congresses  and  Administrations  began  to  grapple  with  the  growth  in  the 
Medicare  program  through  reductions  in  the  fee  caps  in  the  Medicare  clinical  lab- 
oratory fee  schedule.  In  1991,  the  General  Accounting  Office  (GAO)  studied  Medi- 
care reimbursement  for  clinical  laboratories  and  identified  the  laboratory  industry 
practice  of  using  Medicare  to  offset  deep  discounts  to  physicians  for  commercial 
(non-Medicare/Medicaid)  lab  work.  GAO  recommended  that  the  fee  schedule  be  re- 
duced further  to  eliminate  the  cost  shift  to  Medicare.  The  Congress  did  act,  but  not 
as  aggressively  as  the  GAO  recommended.  In  OBRA  93,  the  Congress  ratcheted 
down  the  Medicare  Clinical  Laboratory  Fee  Schedule  on  a  glide  path  as  follows: 
from  88%  of  the  median  in  1993  to  84%  in  1994,  80%  in  1995,  and  a  projected  reduc- 
tion to  76%  in  1996. 

Nevertheless,  the  GAO  prophecy  continues.  The  market  today  remains  a  patch- 
work of  discounting,  mark-ups  and  multi-layered  fee  schedules  that  defy  the  most 
skilled  practitioner,  much  less  the  layman,  to  determine  the  true  cost  of  laboratory 
testing.  Cost  shifting  has  continued  unabated.  Medicare  remains  a  highly  profitable 
and  sought-after  source  of  revenue  for  laboratories. 

This  trend  will  not  be  reversed  unless  Congress  acts  again  to  bring  Medicare  fee 
schedules  more  in  line  with  true  costs  in  the  industry.  Mark-ups  are  important.  We 
want  to  make  a  profit,  and  we  do.  But  the  current  system  is  seriously  flawed.  We 
would  be  happy  to  assist  the  Committee  in  reviewing  current  examples  of  some  of 
these  complex  reimbursement  schemes  and  deep  discounts  below  the  Medicare  fee 
schedule. 

LabOne  suggests  to  the  Congress  that  the  Medicare  payment  schedule  for  out- 
patient clinical  laboratory  services  be  reduced  about  19  percent,  from  its  present 
(1995)  level  of  80%,  to  65%  of  median  charges  over  a  three  year  period;  coupled  with 
a  freeze  in  the  CPI  update  for  five  years.  We  believe  such  a  reduction  will  save  more 
than  $7  billion  over  seven  years,  and  will  more  accurately  reflect  market  prices  and 
costs,  along  with  fostering  true  competition  in  the  laboratory  industry. 

Direct  Billing  Legislation 

Secondly,  Mr.  Chairman,  the  Congress  should  address  one  additional  method 
which,  aside  from  changing  the  Medicare  program,  will  inject  substantial  and  per- 
manent competition  into  the  private  clinical  laboratory  market,  direct  billing  for  lab- 
oratory services.  Already  a  success  in  Medicare,  direct  billing  will  eliminate  the  un- 
necessary and  costly  role  of  the  middle  man.  It  is  endorsed  by  the  entire  industry 
and  its  principles  are  contained  in  H.R.  1461,  the  Direct  Billing  Act  of  1995,  intro- 
duced by  Congressmen  Fred  Upton  and  Sherrod  Brown  of  this  Committee.  HR  1461 
requires  laboratories  to  directly  bill  the  person  receiving  diagnostic  services,  subject 
to  certain  exceptions  outlined  in  the  legislation.  Physicians  will  be  taken  completely 
out  of  the  pricing  loop,  eliminating  the  practice  of  cost  shifting.  This  change  will 
likely  result  in  some  reduction  of  redundant  utilization  of  laboratory  testing  for 
Medicare  and  non-Medicare  patient  alike,  and  over  time  true  price  competition  will 
commence  in  the  field.  We  support  this  legislation  and  urge  the  Committee  to  look 
at  it  very  closely. 

It  is  important  to  note,  however,  that  by  itself,  direct  billing  is  not  a  panacea  for 
the  immediate  lowering  of  laboratory  costs.  As  a  matter  of  fact,  there  will  be  a  wind- 
fall as  some  entities  reap  all  or  portions  of  the  mark  ups  now  realized  by  the  physi- 
cians. 
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That  is  where  the  competitive  incentives  we  have  suggested  earlier  come  into 
play.  Coupled  with  a  very  appropriate  and  modest  reduction  in  Medicare  fee  sched- 
ules to  eliminate  the  reverse  cost  shift,  direct  billing  can  level  the  playing  field  by 
bringing  educated  payers  and  informed  buyers  to  the  same  table  with  a  mil  range 
of  sellers  to  compete  head-to-head  based  on  quality,  service  and  price. 

Patient  Choice 

Finally,  Mr.  Chairman,  we  applaud  your  willingness  to  consider  major  changes  to 
the  Medicare  program  to  allow  for  its  continued  existence  well  into  the  next  century. 
One  option  is  to  expand  patient  choice  as  it  exists  today  for  the  non-Medicare  popu- 
lation. Possibilities  include  a  variety  of  managed  care  plans,  medical  IRAs,  self-in- 
sured options,  as  well  as  traditional  Medicare  fee-for-service. 

We  affirm  this  common  sense  approach  to  Medicare  and  health  care  in  general. 
Not  only  do  we  support  it  in  concept,  but  we  have  adopted  the  very  same  principle 
in  the  design  of  our  laboratory  testing  benefit  plan. 

In  brief,  the  plan  works  likes  this,  LabOne  offers  health  insurers  and  self-insured 
employers  significant  savings  on  the  cost  of  clinical  laboratory  testing.  The  insured 
employee/individual  is  given  a  Lab  Card  (TM)  which  is  similar  to  the  pharma- 
ceutical card  that  is  currently  utilized  by  nearly  fifty  million  Americans  to  purchase 
prescription  drugs.  When  a  physician  orders  a  laboratory  test  for  a  patient  who  is 
a  card  holder,  the  patient  can  present  the  card  to  the  physician  and  ask  to  be  re- 
ferred to  LabOne  for  our  reduced  fee  and  co-insurance  waiver,  or  choose  any  other 
available  clinical  laboratory  options.  The  card  contains  an  explanation  of  the  benefit 
and  instructions  on  how  to  access  LabOne.  The  physician  can  choose  to  collect  the 
specimen  and  forward  it  to  LabOne,  or  may  send  the  patient  to  a  conveniently  lo- 
cated LabOne  Patient  Service  Center  where  the  specimen  will  be  drawn  by  a 
phlebotomist  and  sent  to  LabOne. 

This  concept  was  tested  in  the  Monterey  School  district  of  Northern  California. 
Within  six  months,  and  with  limited  distribution  of  educational  materials,  utiliza- 
tion is  approaching  50%.  The  Lab  Card  (TM)  continues  to  gain  acceptance  as  card 
holders  become  aware  of  the  savings  and  convenience  it  affords.  Patients  can  select 
the  low  cost,  high  quality  alternative  and  are  rewarded  by  having  no  added  fees  or 
co-insurance.  We  have  commenced  nationwide  marketing  of  the  Lab  Card  (TM)  and 
have  been  successful  in  providing  our  product  to  a  number  of  self-insured  employers 
and  insurance  carriers. 

This  innovation  exemplifies  the  benefits  of  consumer  choice.  It  affirms  that  Con- 

fress  is  pursuing  the  right  track  as  you  seek  to  infuse  patient  choice  into  the  mar- 
et  place  through  Medicare. 

Mr.  Chairman,  I  stated  at  the  outset  that  my  purpose  here  today  was  to  shine 
some  light  on  complex  policies  and  pricing  practices  that  have  resulted  in  laboratory 
companies  being  trapped  inside  a  gilded  cage"  of  dependency  on  inflated  Medicare 
fee  schedules.  These  fee  schedules  serve  as  the  protective  shield  for  deep  discounts 
to  physicians  in  return  for  the  opportunity  to  access  more  and  more  of  those  same 
physicians'  Medicare  patients. 

Mr.  Chairman,  you  and  your  Subcommittee  Members  have  the  opportunity  to 
break  that  cycle  of  dependency.  As  you  address  Medicare  costs  and  health  care  re- 
form, you  can  redirect  us  onto  a  path  toward  true  competition  in  clinical  laboratory 
services,  thus  reducing  costs  for  Medicare  beneficiaries  and  private  patients  alike. 

If  you  will: 

•  Adopt  modest  reductions  in  the  Medicare  fee  schedule  such  as  the  19  percent  re- 

duction over  three  years  we  have  proposed; 

•  Extend  the  current  MEI  update  freeze  an  additional  five  years;  and 

•  Enact  direct  billing  for  clinical  laboratory  services  in  the  private  payer  market 
you  will  have  reduced  Medicare  outlays  by  more  than  $7  billion  over  seven  years, 
injected  real  and  serious  competition  in  the  laboratory  market  place,  and  created 
the  climate  for  true  patient  choice  for  laboratory  services. 

These  steps  will  go  a  long  way  toward  fulfilling  your  mandate  from  the  American 
people,  and  we  welcome  the  opportunity  to  work  with  you,  your  colleagues  and  your 
staffs  to  achieve  these  goals. 

Thank  you  very  much. 


542 


01 
Csi 


O  *  10 

o  o 

■  ■  ■ 

CM  ©  <D  i- 

*-  CM  CM  CM 

W  W  <&  4ft 


d  ill  Ss  </> 
o  jc> 
uoaz 
c/)  x  a 

S  >  O 


O 
<0 

CO 


00 

o 

■ 


CM 
CM" 


CM 
CM 

Y- 


o 
o 


3> 


o 
o 


O      t-  O 

CM      CO  10 

</*  ifr 


o 
o 

■ 

00 
CO 


10 

o 

CO 

00 

CM 

CM 

CM 

o 

1* 

10 

CO 

CM 

00 

00 

00 

00 

0 
3 

9 
O 
Ik 

n 

B 

O 
'C 

& 

« 

3 

Q 

JQ 
IB 

1 
U 

"| 

o 

IIP 
0 


a 

CD 

o 


IL 


o 

M 

■c 
ra 
a 

E 
o 
O 


543 


Mr.  Bilirakis.  Thank  you  so  much,  Mr.  Hood.  Mr.  Salton. 

STATEMENT  OF  ALVIN  M.  SALTON 

Mr.  Salton.  Good  afternoon.  My  name  is  Al  Salton.  I  am  Presi- 
dent and  Director  of  Community  Medical  Laboratories  in 
Metuchen,  New  Jersey,  and  I  am  appearing  on  behalf  of  the  Amer- 
ican Association  of  Bioanalysts,  which  represents  the  owners,  direc- 
tors and  managers  of  independent  community  laboratories  across 
America. 

AAB  works  with  a  coalition  of  over  17  other  organizations  which 
represent  laboratory  professionals  in  almost  every  segment  of  the 
laboratory  industry  around  the  country.  We  are  concerned  that  the 
laboratory  community  is  once  again  being  asked  to  make  a  dis- 
proportionate contribution  to  the  Medicare  reform  and  deficit  re- 
duction efforts. 

We  appreciate  the  difficult  tasks  your  committee  faces  this  year 
and  are  prepared  to  work  with  you  to  identify  and  implement  Med- 
icare reform  proposals.  But  we  must  emphasize  the  real  cuts  the 
laboratory  has  already  been  forced  to  absorb.  While  physician  and 
hospital  groups  complain  about  the  reduction  in  their  expected 
Medicare  inflation  adjustments,  labs  now  receive  substantially  less 
for  most  tests  than  they  did  10  years  ago. 

Charts  submitted  with  my  statement  demonstrate  how  the  labs 
have  taken  real  cuts,  while  most  other  providers  have  received  in- 
creases. Most  recently,  the  1993  Deficit  Reduction  Act  reduced  our 
fee  schedule  by  another  14  percent  over  3  years.  We  have  struggled 
with  the  first  two  installments  and  still  must  absorb  another  5  per- 
cent decrease  within  the  next  12  months. 

Laboratories  simply  cannot  sustain  any  further  reductions.  In 
light  of  previous  reductions,  there  are  two  proposals  that  would 
have  a  devastating  impact  on  our  ability  to  continue  to  provide 
quality  laboratory  services.  The  first  is  reinstating  the  20  percent 
coinsurance.  Reinstating  laboratory  coinsurance  is  not  practical  or 
wise.  As  the  owner  of  a  small  independent  laboratory,  I  can  tell  you 
that  collecting  these  fees  would  be  an  administrative  nightmare.  It 
would  result  in  seniors  receiving  bills  for  ridiculously  small 
amounts  of  money,  impose  unbearable  financial  burdens  on  labora- 
tories, and  create  additional  red  tape. 

In  many  cases,  the  costs  of  collecting  these  payments  would  ex- 
ceed the  amount  to  be  collected.  These  burdens  are  the  reason  lab- 
oratory coinsurance  was  eliminated  in  1984.  Reinstatement  of  coin- 
surance is  equivalent  to  at  least  a  15  percent  reduction  in  our  reim- 
bursement rate. 

Further,  coinsurance  would  merely  shift  costs  to  senior  citizens 
without  controlling  utilization.  Studies  by  the  Rand  Institute,  the 
OTA  and  CBO  have  indicated  that  seniors  will  get  those  tests  or- 
dered by  their  doctors  regardless  of  whether  coinsurance  exists. 

The  second  proposal  to  which  we  strongly  object  is  called  com- 
petitive bidding.  Under  this  proposal,  the  government  would  select 
the  lowest  bidding  laboratory  in  each  area  of  the  country  to  provide 
all  medical  laboratory  services.  Regardless  of  the  level  of  bids  sub- 
mitted, the  government  would  be  required  to  reduce  lab  payments 
to  ensure  at  least  a  10-percent  savings. 
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A  few  experiments  that  have  been  done  in  this  area  have  had 
very  unfortunate  consequences  and  most  have  been  canceled  be- 
cause of  quality  problems.  Poor  quality  does  not  save  money.  This 
proposal  will  irrevocably  alter  the  existing  market,  disadvantage 
rural  and  underserved  areas,  and,  in  the  long  run,  eliminate  rather 
than  encourage  competition. 

Large  national  chains  are  in  a  position  to  underbid  contracts  for 
1  or  more  years  in  order  to  drive  community  laboratories  out  of 
business.  Once  the  large  labs  are  established  as  government  sanc- 
tioned monopolies,  we  expect  their  bids  will  rise  and  there  will  be 
no  longer  any  competition  on  either  price  or  quality. 

When  coinsurance  and  competitive  bidding  are  combined  with 
the  OBRA  1993  cuts,  their  impact  is  indisputable.  No  provider, 
large  or  small,  is  in  a  position  to  absorb  these  radical  reductions. 
However,  we  are  prepared  to  work  with  the  committee  to  identify 
alternate  methods  to  control  Medicare  expenditures  which  will  not 
inadvertently  destroy  entire  segments  of  the  laboratory  industry 
nor  unduly  burden  senior  citizens  with  more  bureaucracy. 

In  conclusion,  we  urge  the  committee  to  look  at  the  real  problems 
that  are  driving  up  Medicare  costs.  Laboratory  expenditures  only 
comprise  a  very  small  part  of  the  Medicare  budget  and  in  recent 
years,  the  overall  amount  spent  on  these  services  has  declined. 

The  views  we  have  outlined  today  are  consistent  with  those  of 
the  laboratory  working  group,  which  includes  associations  rep- 
resenting large  and  small  laboratories,  as  well  as  the  laboratory 
professional  groups  that  employ  pathologists,  medical  technologists 
and  other  laboratory  personnel  in  hospitals,  independent  labora- 
tories and  physicians'  offices. 

While  there  may  be  isolated  examples  of  laboratories  serving 
niche  markets  that  have  lower  costs,  we  are  confident  that  if  mem- 
bers of  the  committee  check  with  laboratories  in  their  districts,  you 
will  find  that  further  reduction  in  this  important  area  cannot  be 
absorbed  without  a  reduction  in  quality  and  service. 

I  appreciate  the  opportunity  to  appear  before  you  today  and 
would  be  pleased  to  answer  any  questions.  Thank  you. 

[The  prepared  statement  of  Alvin  M.  Salton  follows:] 

Prepared  Statement  of  Alvin  M.  Salton,  President,  Community  Medical 
Laboratories  on  Behalf  of  the  American  Association  of  Bioanalysts 

Good  Morning.  My  name  is  Al  Salton.  I  am  President  and  Director  of  Community 
Medical  Laboratories  in  Metuchen,  New  Jersey  and  I  am  appearing  on  behalf  of  the 
American  Association  of  Bioanalysts  (AAB)  which  represents  the  owners,  directors, 
and  managers  of  independent  community  laboratories  across  America.  AAB  works 
with  a  coalition  of  over  17  other  organizations  which  represent  laboratory  profes- 
sionals in  almost  every  segment  of  the  laboratory  industry  around  the  country.  We 
are  concerned  that  the  laboratory  community  is  once  again  being  asked  to  make  a 
disproportionate  contribution  to  the  Medicare  reform  and  deficit  reduction  efforts. 

We  appreciate  the  difficult  task  your  Committee  faces  this  year  and  are  prepared 
to  work  with  you  to  identify  and  implement  Medicare  reform  proposals.  But,  we 
must  emphasize  the  real  cuts  the  laboratory  industry  has  already  been  forced  to  ab- 
sorb. While  physician  and  hospital  groups  complain  about  the  reduction  in  their  ex- 
pected Medicare  inflation  adjustments,  laboratories  now  receive  substantially  less 
for  most  tests  than  they  did  ten  years  ago.  A  survey  conducted  in  1991  found  that 
payments  for  the  15  most  commonly  ordered  tests  were  only  50  to  70  percent  of 
1984  rates.  The  decreased  payment  rate  for  some  commonly  performed  tests  is  illus- 
trated in  Attachment  1. 

Most  recently,  the  1993  Deficit  Reduction  Act  (OBRA  '93),  reduced  the  laboratory 
fee  schedule  by  another  14  percent  over  three  years.  We  have  struggled  with  the 
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first  two  installments  and  still  must  absorb  another  5  percent  decrease  within  the 
next  twelve  months.  Attachments  2  and  3  demonstrate  how  labs  have  taken  real 
cuts  while  most  other  providers  have  received  increases.  Laboratories  simply  cannot 
sustain  any  further  reductions. 

It  is  important  to  note  that  reductions  in  the  laboratory  reimbursement  rate  more 
adversely  impact  the  segments  of  the  industry  which  provide  the  most  customer 
service.  AAB  s  members  run  community-based  laboratories  which  have  direct  con- 
tact with  patients  and  physicians.  We  provide  same-day  turnaround  for  STAT  test- 
ing, a  full  range  of  tests  and  in-home  or  curb-side  services  for  those  who  cannot  eas- 
ily get  to  our  facility.  These  services  are  not  offered  by  some  of  the  larger  or  mail- 
order laboratories. 

In  light  of  previous  reductions,  there  are  two  proposals  that  would  have  a  dev- 
astating impact  on  our  ability  to  continue  to  provide  quality  laboratory  services.  The 
first  is  reinstating  the  20  percent  coinsurance. 

Reinstating  laboratory  coinsurance  is  not  practical  or  wise.  As  the  owner  of  a 
small  independent  laboratory  I  can  tell  you  that  collecting  these  fees  will  be  an  ad- 
ministrative nightmare.  It  will  result  in  seniors  receiving  bills  for  ridiculously  small 
amounts  of  money,  impose  unbearable  financial  burdens  on  laboratories  and  create 
additional  redtape. 

In  many  cases  the  cost  of  collecting  these  payments  will  exceed  the  amount  to  be 
collected.  If  coinsurance  were  reimposed,  laboratories  would  have  to  produce  two 
claims — one  to  the  Medicare  Program  and  one  to  the  patient.  On  average,  labora- 
tories estimate  it  would  cost  between  $3  and  $5  just  to  produce  the  additional  in- 
voice covering  the  coinsurance.  In  many  instances,  this  cost  would  be  a  substantial 
percentage  of  the  amount  collected  from  the  patient  and  could  easily  exceed  col- 
lected amounts.  For  example,  annual  Medicare  charges  for  laboratory  services  per- 
formed by  independent  labs  are  projected  to  total  $71.36  per  beneficiary  in  1994. 1 
Twenty  percent  of  this  amount  is  $14.27.  Assuming  that,  on  average,  Medicare 
beneficiaries  receive  services  three  times  per  year,  the  coinsurance  would  be  $4.75. 

In  many  instances,  the  costs  of  collection  would  be  even  higher  than  $3  to  $5.  For 
example,  if  the  patient  did  not  pay  after  receiving  the  first  invoice,  follow-up  would 
be  necessary,  thus  increasing  the  costs  to  the  laboratory.  Furthermore,  past  experi- 
ence with  coinsurance  suggests  that  many  laboratories  will  have  to  write  off  from 
20  to  50  percent  of  the  billed  amounts  as  uncollectible,  despite  a  federal  requirement 
that  laboratories  attempt  to  collect  these  amounts.  These  collection  problems  are  the 
very  reason  that  coinsurance  was  eliminated  by  Congress  as  part  of  DEFRA  '84„ 
witn  the  support  of  HCFA  and  the  laboratory  industry.  In  exchange  for  eliminating 
the  coinsurance,  Congress  mandated  the  current  fee  schedule  methodology,  which 
set  the  fee  schedules  at  60  percent  of  then-prevailing  charges.  To  maintain  the  fee 


Further,  coinsurance  will  merely  shift  costs  to  senior  citizens  without  controlling 
utilization.  Studies  by  the  RAND  Institute,  the  OTA  and  the  CBO  have  indicated 
that  seniors  will  get  those  tests  ordered  by  their  doctors  regardless  of  whether  a  co- 
insurance exists.2 

The  second  proposal  to  which  we  strongly  object  is  called  competitive  bidding. 
Under  this  proposal,  the  government  would  select  the  lowest  bidding  laboratory  in 
each  area  of  the  country  to  provide  all  Medicare  laboratory  services.  Regardless  of 
the  level  of  bids  submitted,  the  government  would  be  required  to  reduce  laboratory 
payments  to  ensure  at  least  a  10  percent  savings. 

The  few  experiments  that  have  been  done  in  this  area  have  had  very  unfortunate 
consequences  and  most  have  been  cancelled  because  of  quality  problems.  For  exam- 
ple, when  the  Air  Force  used  competitive  bidding  to  choose  a  laboratory  to  screen 
Pap  smears,  the  laboratory  performed  so  inadequately  that  women's  lives  were 
placed  at  risk.3  Also,  late  last  year,  a  young  woman  testified  before  a  House  Judici- 
ary Subcommittee  about  her  cervical  cancer  stemming  from  a  three  year  misdiagno- 
sis by  her  HMO.  The  HMO  had  competitively  bid  its  laboratory  services  to  one  lab 
who  bid  the  lowest  price  to  "meet  or  beat"  the  competition.  After  three  Pap  smears 
and  three  biopsies,  the  cancer  still  went  undetected.  As  she  says  in  her  testimony, 
this  process  "encouraged  the  lab  owner  to  provide  its  services  at  artificially  low 


1  Board  of  Trustees  1993  Annual  Report,  Federal  Supplementary  Medical  Laboratory  Fund  at 
51. 

2  Office  of  Technology  Assessment,  "Benefit  Design:  Patient  Cost-Sharing"  at  5  (February, 
1994);  Congressional  Budget  Office,  "Reducing  the  Deficit:  Spending  and  Revenue  Options"  at 
140  (February,  1990);  The  RAND  Health  Insurance  Experiment  cited  in  "Sounding  Board:  Cost 
Sharing  in  Health  Insurance— A  Reexamination",  The  New  England  Journal  of  Medicine,  Vol.  - 
332,  No.  17,  at  page  1164,  April  27,  1995. 

3  HCFA,  Reports  of  Laboratory  Task  Force,  at  23  (1984). 
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prices,  and  [led]  to  the  severe  lack  of  quality  control  and  excessive  work  loads."4 
Poor  quality  does  not  save  money. 

Competitive  bidding  will  irrevocably  alter  the  existing  market,  disadvantage  rural 
and  underserved  areas  and,  in  the  long  run,  eliminate  rather  than  encourage  com- 
petition. Large  national  chains  are  in  a  position  to  underbid  contracts  for  one  or 
more  years  in  order  to  drive  community  laboratories  out  of  business.  Once  the  large 
laboratories  are  established  as  government  sanctioned  monopolies,  we  expect  their 
bids  will  rise  and  there  will  no  longer  be  any  competition  on  either  price  or  quality. 

When  coinsurance  and  competitive  bidding  are  combined  with  the  OBRA  '93  cuts, 
their  impact  is  indisputable.  No  provider,  large  or  small,  is  in  a  position  to  absorb 
these  radical  reductions. 

While  we  object  to  these  proposals,  we  are  prepared  to  work  with  the  Committee 
to  identify  alternate  methods  which  encourage  the  appropriate  utilization  of  labora- 
tory services  at  a  fair  price  to  providers.  Clinical  laboratory  medicine  plays  a  critical 
role  in  the  detection,  diagnosis  and  treatment  of  disease.  As  the  first  point  of  inter- 
vention, test  results  often  serve  as  the  principle  basis  for  the  diagnosis  and  manage- 
ment of  disease.  Advances  in  laboratory  testing  have  made  it  possible  for  patients 
to  be  diagnosed  earlier  and  treated  sooner.  Any  legislation  to  address  Medicare  costs 
must  encourage  the  continued  development  of  these  high-quality,  valued  services. 

The  laboratory  industry  has  long  supported  direct  billing  as  a  mechanism  for  con- 
trolling costs.  It  has  become  a  common  practice  for  physicians  to  request  and  receive 
discounts  from  laboratories  for  non-Medicare  services.  Physicians  profit  by  marking 
up  these  tests  before  billing  their  patients.  Direct  billing  eliminates  inappropriate 
financial  incentives  that  encourage  physicians  to  order  excessive  tests. 

In  a  1988  survey  of  1,200  primary  care  physicians  practicing  across  the  United 
States,  the  average  physician  mark-up  on  tests  performed  by  reference  laboratories 
was  139  percent.6  Sixteen  percent  of  the  physicians  sampled  charged  patients  more 
than  three  times  the  price  billed  by  the  laboratory. 

Direct  billing  has  reduced  costs  in  the  states  that  have  extended  it  to  all  payors. 
Based  on  data  from  states  that  have  implemented  direct  billing,  the  Center  for 
Health  Policy  Studies  (CHPS)  concluded  that  the  annual  private  sector  cost  savings 
attributable  to  this  change  would  fall  in  the  range  of  $2.4-$3.2  billion  nationwide.6 
CHPS  also  found  that  laboratory  utilization  rates  for  Medicare  beneficiaries  in  non- 
direct  bill  states  were  6.5  percent  higher  than  for  those  in  direct  bill  states. 

Direct  billing  will  eliminate  the  underlying  structural  problem  that  leads  to  this 
cost  shifting.  In  fact,  the  American  Medical  Association's  code  of  ethics  encourages 
direct  billing  and  strongly  discourages  physician  mark-up  of  laboratory  services.7 
Medicare  already  requires  laboratories  to  bill  it  directlv  for  clinical  diagnostic  lab- 
oratory testing  provided  to  its  beneficiaries.  A  national  mandate  would  simply  ex- 
tend tnis  Medicare  provision  to  all  payors. 

In  conclusion,  we  urge  the  Committee  to  look  at  the  real  problems  that  are  driv- 
ing up  Medicare  costs.  Laboratory  expenditures  only  comprise  a  very  small  part  of 
the  Medicare  budget  and,  in  recent  years,  the  overall  amount  spent  on  these  serv- 
ices has  declined. 

The  views  we  have  outlined  today  are  consistent  with  those  of  the  laboratory 
working  group  which  includes  associations  representing  large  and  small  laboratories 
as  well  as  the  laboratory  professional  groups  that  employ  pathologists,  medical  tech- 
nologists and  other  laboratory  personnel  in  hospitals,  independent  laboratories  and 
physician  offices.  While  there  may  be  isolated  examples  of  laboratories  serving  niche 
markets  that  have  lower  costs,  we  are  confident  that  if  Members  of  the  Committee 
check  with  the  laboratories  that  provide  these  services  in  their  districts,  they  will 
find  that  further  reductions  in  this  important  area  cannot  be  absorbed  without  a 
reduction  in  quality  and  service.  Further  reductions  in  laboratory  payment  rates  ei- 
ther through  fee  schedule  reductions  or  implementation  of  coinsurance  and  competi- 
tive bidding  are  not  justified  and  will  destroy  an  entire  segment  of  the  healthcare 
industry. 

I  appreciate  the  opportunity  to  appear  before  you  today  and  would  be  pleased  to 
answer  any  questions.  Thank  you. 


4  Testimony  of  Karin  Smith  in  hearing  before  the  House  Judiciary  Committee,  Subcommittee 
on  Crime  and  Criminal  Justice,  July  19,  1994. 
6  Random  telephone  survey  of  physicians  conducted  by  Market  Facts,  Inc.,  1988. 

6  Study  conducted  by  The  Center  for  Health  Policy  Studies,  February  1994. 

7  The  American  Medical  Association's  Annotated  Current  Options  of  the  Counsel  on  Ethical 
and  Judicial  Affairs  (1992;  Section  6.09)  encourages  direct  billing,  and  Section  8.09  strongly  dis- 
courages physician  mark-up  of  laboratory  services  by  recognizing  that  "the  physician  who  dis- 
regards quality  as  the  primary  criterion  or  who  chooses  a  laboratory  solely  because  it  provides 
low  cost  laboratory  services  on  which  the  patient  is  charged  a  profit,  is  not  acting  in  the  best 
interest  of  the  patient." 
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Mr.  Bilirakis.  Thank  you,  gentlemen.  Mr.  Hood,  since  we  don't 
get  too  many  panelists  suggesting  that  we  might  reduce  fee  sched- 
ules and  things  of  that  nature,  I  particularly  want  to  commend  you 
on  presenting  to  us  the  proposals  you  have  made.  I  see  it  as  indic- 
ative of  the  partnership  that  we  can  create  with  Medicare  providers 
to  improve  the  effectiveness  and  efficiency  of  the  program. 

You  have  heard  Mr.  Saltan's  comments  on  the  coinsurance  par- 
ticularly. You  do  agree  with  him  in  that  regard,  do  you  not? 

Mr.  Hood.  I  do  agree. 

Mr.  Bilirakis.  I  wonder,  and  I'd  like  to  hear  from  Mr.  Salton  in 
this  regard,  too.  And  I  do  have  some  questions  for  you,  sir.  Can  you 
elaborate,  Mr.  Hood,  on  the  patient  choice  and  free  market  com- 
petition benefits  that  may  be  derived  from  introducing  direct  billing 
to  the  lab  services  industry? 

Keeping  in  mind  that  I'm  assuming  you're  talking — you're  refer- 
ring to  expanding  the  direct  billing  that  now  takes  place  in  Medi- 
care into  the  private  health  insurance  area.  How  would  that  help 
us  today  regarding  Medicare? 

Mr.  Hood.  Well,  what  direct  billing  actually  does  is  it  removes 
the  physician  from  the  pricing  loop  on  testing.  When  you  have  lab- 
oratories who  are  vying  for  that  work  after  the  physician  has  been 
removed  as  a  middleman,  so  to  speak,  you'll  have  a  natural  com- 
petition occurring  between  those  laboratories. 

Today  those  laboratories  are  selling  to  the  doctor,  who  then,  in 
turn,  marks  it  up  and  they  have  no  impact  on  that  markup,  or  very 
little,  whereas  it  will  be  direct  competition  between  several  labora- 
tories at  that  point  in  time,  and  that's  what  we  think  direct  billing 
will  do. 

Mr.  Bilirakis.  All  right.  But  that  already  exists  as  far  as  Medi- 
care is  concerned,  but  it  can  be  done  outside  of  the  Medicare  scope. 
Mr.  Hood.  Correct. 

Mr.  Bilirakis.  I  want  to  get  clear  how  one  would  affect  the  other, 
how  they  would  interface  in  a  positive  way. 

Mr.  HOOD.  What's  happening  right  now  is  Medicare  is  perverting 
the  pricing  practices  because,  as  you  can  see  by  this  chart,  a  simple 
CBC  might  be  in  a  wholesale  fee  schedule  to  a  doctor,  $10,  but 
you'll  find  it  discounted  all  the  way  down  to  $3.60,  which  is  prob- 
ably below  that  laboratory's  cost  in  performing  that  test. 

Why  do  they  do  that?  Well,  Medicare  reimburses  $12  for  that 
test,  which  is  higher  than  their  wholesale  fee  schedule,  and  they 
can  make  money  on  that.  So  what  I'm  saying  is  if  Medicare  is  suffi- 
ciently high  enough,  has  enough  earnings  capacity  in  it,  then  it  be- 
comes a  cost  shifting  peg.  If  you  look  at  it  that  way,  Medicare  is 
subsidizing  the  laboratory's  practice  of  discounting  to  physicians. 

Mr.  Bilirakis.  So  it's  happening  even  in  the  Medicare  picture  in 
spite  of  the  fact  that  direct  billing  is  required. 

Mr.  Hood.  Correct. 

Mr.  Bilirakis.  Mr.  Salton. 

Mr.  Salton.  Yes,  sir. 

Mr.  Bilirakis.  In  that  connection,  anything  you'd  like  to  add  re- 
garding direct  billing? 

Mr.  Salton.  Yes.  I  would  find  that  when  a  physician  sees  pa- 
tients in  his  practice,  he  generally  doesn't  differentiate  between  the 
Medicare  patient  and  the  private  pay  patient.  So  that  when  he  or- 
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ders  the  laboratory  work,  he  isn't  looking  at  whether  it's  a  Medi- 
care patient  or  a  private  pay  patient.  So  that  he  will  order  the 
same  amount  of  work  on  each  patient. 

He  doesn't  receive  any  reimbursement  for  the  Medicare  patient, 
but  with  the  private  pay  patient  he  is  then  able  to  mark  up  sub- 
stantially. 

So  what  we  envision  is  that  when  there  is  direct  billing  in  place 
and  he  sees  that  there  is  no  incentive  for  him  to  order  increased 
testing,  his  across-the-board  ordering  of  laboratory  testing  will  de- 
crease; not  only  for  the  private  pay  patient,  but  also  for  the  Medi- 
care patient. 

So  indirectly,  Medicare  will  benefit  from  the  direct  billing  proc- 
ess. 

Mr.  Bilirakis.  Thank  you.  Mr.  Salton  and  Mr.  Hood,  I  certainly 
recognize  your  concerns  regrading  coinsurance.  I  might  add  that  in 
many  of  our  discussions,  all  well  into  the  late  evening  hours,  many 
of  the  points  that  you've  already  made  we  have  talked  about  and 
raised  ourselves,  particularly  the  fact  that  in  many  cases,  it  would 
cost  more  to  do  it  than  the  benefit  that  would  be  acquired. 

Given,  Mr.  Salton,  the  projected  financial  insolvency  of  Medi- 
care's Part  A  trust  fund,  the  problems  with  Part  B,  we're  faced 
with  the  necessity  of  strengthening  the  program  to  ensure  its  long- 
term  viability. 

What  proposals,  other  than  coinsurance,  do  you  think  the  clinical 
laboratory  industry  would  make  as  we  continue  this  process,  as  you 
don't  think  coinsurance  should  take  place? 

Do  you  have  any  proposals?  We  have  heard  from  Mr.  Hood  terms 
of  suggestions  regrading  your  industry.  Do  you  have  any? 

Mr.  Salton.  Well,  as  you  know,  we  are  still  faced  with  another 
5  percent  decrease  in  reimbursement  for  next  year  as  part  of  the 
OBRA  1993.  Now,  while  we  still  have  to  digest  that  additional  cut 
that  is  going  to  be  taking  place,  we  probably  could  take  another 
look  at  the  update  that  would  be — the  CPI  update  that  would  be 
added  on  and  probably  reassess  that  as  a  way  of  decreasing  the 
amount  of  reimbursement. 

Mr.  Bilirakis.  Do  you  have  anything  further  in  that  regard,  Mr. 
Hood? 

Mr.  Hood.  Mr.  Chairman,  I  think  we've  been  pretty  conservative 
in  our  suggestions  of  how  far  the  Medicare  fee  schedule  can  be  low- 
ered. I  think  it  could  be  lowered  even  more.  When  you  look  at  these 
price  comparisons  up  here,  the  laboratories  are  able  to  charge  doc- 
tors those  very  low  fees  and  they  ought  to  be  able  to  fund  some 
Medicare  reductions,  as  well. 

Mr.  Bilirakis.  So  what  you're  saying  is  by  lowering  that  fee 
schedule  possibly  even  more  or  certainly  below  the  80  percent,  it's 
probably  not  going  to  directly  adversely  affect  the  labs,  but  it's 
going  to  get  the  payment  to  a  fair  figure. 

Mr.  Hood.  That's  correct. 

Mr.  Bilirakis.  Is  that  the  way  you  look  at  it,  too,  Mr.  Salton? 
So  it's  not  really  affecting  the  labs.  In  fact,  you'd  feel  a  little  better 
about  the  fact  that  even  though  you're  doing  it  for  a  heck  of  a  lot 
less,  the  ultimate  payment  made  by  Medicare  would  be  a  fair  lower 
figure. 
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Mr.  Salton.  I  don't  really  know  if  that  chart  fully  reflects  the  en- 
tire industry.  I  think  that  is  probably  a  particular  segment  of  the 
industry  that  Mr.  Hood  may  be  familiar  with.  However,  I  know 
that  in  our  segment,  our  section  of  the  country,  that  fees  like  this 
don't  exist.  In  fact,  they  are  lower  than  costs  on  many  items. 

The  only  way  I  can  see  that  being  done  is  that  it  would  be  done 
as  the  retailers  call  a  loss  leader  in  order  to  attract  business  in 
which  they  would  receive  their  regular  markup  on  other  types  of 
laboratory  testing. 

Mr.  Bilirakis.  Is  there  any  common  ground  that  might  exist  on 
this  issue  as  between  the  two  of  you? 

Mr.  Salton.  I  think  the  only  common  ground  that  I  see  is  being 
willing  to  re-look  at  the  update,  the  consumer  update.  But  in  addi- 
tion, Mr.  Hood's  laboratory,  as  I  understand  it,  is  basically  a  mail- 
in  type  laboratory,  whereas  our  laboratories  and  our  organization 
serve  nursing  homes,  physicians,  patients  directly,  and  hospitals, 
and  we  provide  services  directly  to  the  patients.  They  will  come  to 
our  laboratories  and,  in  many  instances,  they  drive  up  in  the  car 
and  they  can't  get  out  of  the  car.  So  we  send  a  phlebotomist  out 
to  the  car  to  obtain  the  lab  specimen. 

So  this  is  the  type  of  market  that  we're  in,  which  is  a  highly 
service-type  market,  and,  therefore,  it  would  be  more  expensive  to 
operate  in  than  a  mail  order  type  laboratory. 

Mr.  Bilirakis.  You  would  agree  with  that,  wouldn't  you,  Mr. 
Hood? 

Mr.  Hood.  No,  I  wouldn't. 
Mr.  Bilirakis.  You  wouldn't. 

Mr.  HOOD.  No.  First  of  all,  we're  not  a  totally  mail  order  busi- 
ness. We  do  have  phlebotomy  places  where  the  people  come  by  and 
have  their  blood  collected  and  it's  then  transmitted  back  to  our 
central  laboratory.  We  have  centralized  our  laboratory,  a  testing 
process  to  drive  down  the  cost  of  health  care.  We  try  to  get  as  much 
redundancy  out  of  our  process  as  we  possibly  can. 

Even  in  New  Jersey,  which  I  think  is  still  a  markup  State,  I 
don't  believe  they've  passed  anti-markup  legislation  yet,  I  would 
find  it  very  surprising  if  physicians  weren't  charged  lower  fees  than 
the  Medicare  reimbursement,  and  that's  in  conflict  with  what  Mr. 
Salton  said  about  they  don't  have  the  cost  shifting  problem  in  that 
area  of  the  country. 

Every  area  of  the  country  where  you  don't  have  anti-markup  leg- 
islation, New  York  has  an  anti-markup  statute  on  the  books,  so 
does  California,  just  about  any  other  State,  you're  going  to  find 
that  doctors  are  offered  very  low  prices  on  their  work  in  return  for 
receiving  their  Medicare  work,  and  I  believe  that  practice  takes 
place  in  New  Jersey,  as  well. 

Mr.  Bilirakis.  Well,  gentlemen,  members,  for  instance,  Mr. 
Upton  from  Michigan,  wanted  to  be  here  to  ask  you  specific  ques- 
tions. But  I  would  ask  unanimous  consent,  and  there's  nobody  here 
to  disagree  with  me,  that  questions  raised  by  any  members  of  this 
subcommittee  could  be  presented  to  you  for  written  responses 
thereto. 

Having  done  all  that,  I  will  discharge  you  at  this  time  and  thank 
you  and,  again,  apologize  to  you  for  having  to  sit  through — it  hasn't 
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really  been  too  bad.  Thank  you  so  much.  You've  been  very  helpful. 
The  meeting  is  adjourned. 

[Whereupon,  at  12:46  p.m.,  the  subcommittee  was  recessed,  to  re- 
convene at  the  call  of  the  Chair.] 

[Additional  material  submitted  for  the  record  follows.] 

Prepared  Statement  of  The  American  Dietetic  Association 

The  American  Dietetic  Association  (ADA)  is  the  world's  largest  organization  of 
food  and  nutrition  professionals  with  66,500  members  who  serve  the  public  through 
the  promotion  of  optimal  nutrition,  health  and  well-being.  Over  80  percent  of  all 
registered  dietitians  work  in  health  care  delivery,  including  hospitals  and  HMOs, 
long-term  care  facilities,  and  clinics  and  physicians'  offices.  ADA  appreciates  the  op- 
portunity to  share  its  views  with  the  Subcommittee  on  ways  to  reform  the  Medicare 
program  to  achieve  cost  savings  that  enable  Congress  to  meet  budget  resolution  tar- 
gets. 

Dietetics  professionals  appreciate  the  monumental  task  that  Congress  faces  in  re- 
forming the  Medicare  program.  Finding  creative  ways  to  cut  costs  while  providing 
good  health  care  is  a  daunting  challenge.  Dietitians  believe  that  attention  to  serv- 
ices that  reduce  long-term  medical  costs  is  essential  in  meeting  this  challenge.  One 
such  service  is  medical  nutrition  therapy,  which,  according  to  ADA's  internal  analy- 
sis of  case  studies,  has  been  shown  to  save  an  average  of  over  $8,000  per  case.  When 
medical  nutrition  therapy  is  applied  to  the  disease  or  condition,  it  saves  money  by 
reducing  the  length  of  hospital  stay,  decreasing  complications,  decreasing  the  need 
for  costly  medication,  and  lessening  the  need  for  high  technology  treatment. 

Medical  nutrition  therapy  is  defined  as  the  assessment  of  patient  nutritional  sta- 
tus followed  by  appropriate  therapy,  ranging  from  diet  modification  to  administra- 
tion of  specialized  therapies  such  as  intravenous  or  tube  feedings.  It  is  a  medically 
necessary  and  cost-effective  way  of  treating  and  controlling  many  diseases  and  mea- 
ical  conditions,  including  AIDS,  cancer,  kidney  disease,  diabetes,  severe  burns,  pedi- 
atric failure  to  thrive  and  surgical  wounds.  Medical  nutrition  therapy  addresses  an 
individual's  nutrient  status,  which  is  key  to  the  body's  healing  process.  For  example, 
someone  who  has  suffered  extreme  tissue  damage  as  a  result  of  severe  burns  re- 
quires extremely  large  quantities  of  calories  and  nutrients  to  heal. 

Findings  both  from  randomized  controlled  clinical  trials  and  from  case  studies 
show  that  medical  nutrition  therapy  can  save  health  care  dollars  and  improve  out- 
comes when  provided  to  patients  with  diseases  or  injuries  that  place  them  at  high 
risk  of  malnutrition — being  inadequately  nourished.  Almost  17  million  patients  each 
year  are  treated  for  illnesses  or  injuries  that  stem  from  or  place  them  at  risk  of  mal- 
nutrition. Whether  in  hospitals,  long-term  care  institutions,  or  scattered  throughout 
the  community,  medical  professionals  recognize  that  medical  nutrition  therapy  is  a 
key  factor  in  improving  outcomes  and  speeding  recovery  for  at  least  40  percent  of 
hospital  patients  in  the  U.S.  who  are  malnourished  based  on  clinical  nutrition  eval- 
uations (Koubenoff,  Roubenoff,  Preto  &  Balke,  "Malnutrition  among  hospitalized  pa- 
tients: A  problem  of  physician  awareness,"  Archives  of  Internal  Medicine,  1987). 

Based  on  clinical  research  and  experience,  medical  professionals  (physicians,  dieti- 
tians and  nurses)  identify  a  range  of  specific  medical  nutrition  therapies  necessary 
to  treat  illness  and  injury  that  involve: 

•  Assessment  of  the  nutritional  status  of  patients  with  a  condition,  illness  or  injury 

that  appropriately  requires  medical  nutrition  therapy  as  part  of  the  treatment. 
The  assessment  includes  review  and  analysis  of  medical  and  diet  history,  blood 
chemistry  lab  values,  and  anthropometric  measurements  to  determine  nutri- 
tional status  and  identify  treatment  modalities. 

•  Therapy  ranges  from  diet  modification  to  administration  of  specialized  nutrition 

therapies  such  as  intravenous  medical  nutritional  products  as  determined  nec- 
essary to  manage  a  condition  or  treat  illness  or  injury. 
An  internal  analysis  of  nearly  2,400  case  studies  submitted  by  ADA  members 
shows  that  on  average  more  than  $8,000  per  patient  can  be  saved  with  the  interven- 
tion of  medical  nutrition  therapy.  Case  studies  show  that,  for  diseases  and  condi- 
tions in  which  medical  nutrition  therapy  is  appropriate,  the  average  annual  or  one- 
time savings  per  case  include:  For  cancer,  $10,535  savings  per  case  because  special- 
ized nutrition  therapy  enhances  effectiveness  of  chemotherapy  and  radiation  ther- 
apy; for  heart  disease,  $9,134  savings  per  case  because  medical  nutrition  therapy 
reduces  the  need  for  drugs  and  other  artery-clearing  procedures  and/or  surgery;  for 
type  I  diabetes  (insulin-dependent),  $9,049  savings  per  case  because  diabetic  com- 
plications that  result  in  hospitalization  are  reduced;  for  type  II  diabetes  (non  insu- 
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lin-dependent),  $1,994  savings  per  case  because  medical  nutrition  therapy  reduces 
or  eliminates  the  need  for  insulin  or  oral  agents;  for  kidney  disease,  $18,467  savings 
per  case  by  postponing  the  need  for  dialysis;  for  high  cholesterol,  $2,709  savings  per 
case  by  reducing  the  need  for  drugs;  for  hypertension,  $4,075  savings  per  case  by 
reducing  drug  use  and  preventing  complications  such  as  stroke;  and  for  a  variety 
of  other  conditions — such  as  burns  and  surgery — requiring  tube  or  intravenous 
feedings,  $7,051  saving  per  case  by  transitioning  the  patient  to  less  invasive  and 
less  expensive  nutrient  sources. 

A  survey  of  2,337  patient  records  at  19  hospitals  indicates  that  early  nutritional 
interventions  and  regular  clinical  nutrition  services  reduce  hospital  stays  for  mal- 
nourished and  at-risk  patients.  The  reduced  hospital  days  translate  into  $8,200  per 
bed  per  year  average  cost  savings  according  to  Cutting  Hospital  Costs  with  Clinical 
Nutrition  Services,  a  new  report  by  the  Nutritional  Care  Management  Institute 
(NCMI)  of  Tucker,  Georgia. 

A  report  in  the  July  1995  issue  of  The  American  Journal  of  Medicine  highlights 
a  study  which  found  that  the  use  of  a  diabetes  team,  led  by  an  endocrinologist  work- 
ing with  a  nurse  diabetes  educator  and  dietitian,  resulted  in  a  56  percent  reduction 
in  length  of  hospital  stays  among  patients  hospitalized  with  a  primary  diagnosis  of 
diabetes  compared  with  patients  treated  by  an  internist  alone.  Currently,  hospital 
care  of  diabetic  patients  costs  an  estimated  $65  billion  a  year.  The  potential  5-day 
reduction  in  hospitalization  found  by  this  study  translates  into  billions  of  dollars  per 
year  in  potential  health  care  savings. 

The  evidence  is  clear.  Medical  nutrition  therapy  is  an  appropriate  means  for  cut- 
ting costs.  Yet,  the  Medicare  program  is  inconsistent  in  utilizing  this  important 
service.  Currently,  no  policy  or  approach  exists  for  covering  the  costs  of  medical  nu- 
trition therapy. 

In  inpatient  settings,  dietitians'  services  must  be  covered  by  DRG  payments.  Yet, 
when  DRGs  were  implemented  in  1983,  medical  nutrition  therapy  was  only  a  small 
piece  of  treatment  and  was  hidden  within  general  and  administrative  or  overhead 
costs.  As  a  consequence,  hospitals,  for  the  most  part,  today  view  medical  nutrition 
therapy  as  uncovered  by  DRGs  because  there  has  never  been  an  explicit  accounting 
for  the  cost  of  medical  nutrition  therapy.  However,  as  data  more  clearly  show  sav- 
ings and  as  dietitians  approach  hospital  administrators  with  this  data,  medical  nu- 
trition therapy  becomes  more  essential  to  efficient  Medicare  inpatient  care. 

In  outpatient  settings,  Medicare  coverage  for  nutrition  services  is  practically  non- 
existent. Medicare  technically  covers  outpatient  diabetes  education — which  is  pri- 
marily medical  nutrition  therapy  for  those  with  diabetes.  However,  recent  collection 
of  claims  data  by  ADA  in  this  area  reveals  problems  with  obtaining  reimbursement, 

f>rimarily  because  no  clear-cut  coverage  policy  and  code  for  billing  exist.  Yet,  a  study 
ast  year  by  the  International  Diabetes  Center  in  Minneapolis,  MN,  showed  that 
persons  witn  type  II  diabetes  can  better  control  their  blood  sugar  levels,  weight  and 
cholesterol  witn  medical  nutrition  therapy. 

Even  if  Congress  takes  an  incremental  approach  such  as  the  one  proposed  by  Rep- 
resentative Elizabeth  Furse  in  H.R.  1073— -providing  for  Medicare  coverage  of  self- 
management  training  (which  includes  medical  nutrition  therapy)  for  diabetes  pa- 
tients—dietitians believe  this  is  a  vital  step  in  the  process  of  reforming  the  Medicare 
program. 

Dietitians  are  one  of  the  most  highly  trained  allied  health  professionals.  Other  al- 
lied health  professionals — such  as  occupational  or  physical  therapists — receive  con- 
sistent medical  reimbursement  under  the  Medicare  program.  Dietitians  should  be 
named  in  the  list  of  those  allied  health  professionals  who  receive  reimbursement. 
Yet,  to  date,  that  has  not  occurred. 

Dietitians  are  extensively  trained  and  educated  in  the  science  of  nutrition  and  its 
application  to  disease  prevention  and  treatment.  In  practice,  the  dietitian  integrates 
and  applies  the  principles  derived  from  the  sciences  of  nutrition,  biochemistry,  phys- 
iology, food  management  and  behavior  to  achieve  and  maintain  health.  The  dietitian 
has  become  a  fundamental  team  member  in  effective  health  care  delivery  with  the 
rapid  advance  of  the  science  of  nutrition  and  its  correlation  with  disease  prevention 
and  treatment. 

As  part  of  an  interdisciplinary  treatment  team  (physicians,  nurses,  dietitians,  and 
other  health  professionals),  dietitians  educate  treatment  team  members  in  the 
science  of  nutrition;  assess  the  patient's  blood  chemistry,  anthropometric  measure- 
ments, medical  history,  and  diet  history  to  determine  nutrition  status;  and,  with  the 
interdisciplinary  treatment  team,  develop,  administer  and  evaluate  the  patient's  re- 
sponse to  nutrition  therapies. 

The  growing  evidence  of  the  vital  importance  of  medical  nutrition  therapy  in 
treating  many  diseases  and  conditions  is  being  recognized  throughout  the  health 
care  community.  While  coverage  by  private  health  insurance  plans  varies  from  plan 
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to  plan,  managed  care  programs  such  as  Cigna,  Harvard  Community  Health  Plan, 
Health  Insurance  Plan  of  Greater  New  York,  and  US  Healthcare  are  contracting 
with  dietitians  to  provide  both  medical  nutrition  therapy  and  preventive  services  for 
their  subscribers.  Medical  nutrition  therapy  may  also  be  covered  in  some  states 
under  some  policies— especially  managed  care  products — offered  by  insurers  such  as 
Aetna,  Blue  Cross/Blue  Shield,  Humana,  John  Hancock,  MetraHealth,  Mutual  of 
Omaha,  Provident,  Principal  Mutual,  and  Prudential.  And,  even  more  significantly, 
the  annual  call  letter  for  the  Federal  Employee  Health  Benefit  Program  includes 
"cost  effective,  medically  necessary  services  (such  as  medical  foods  and  nutrition 
therapy)"  as  a  specifically  encouraged  service  under  Fee  for  Service  Plans.  As  others 
have  said,  shouldn't  our  seniors  have  the  same  services  through  Medicare  that  are 
available  to  federal  workers? 

The  American  Dietetic  Association  with  its  66,500  members  stands  ready  to  work 
with  the  Health  Subcommittee  of  the  House  Commerce  Committee  in  the  develop- 
ment of  Medicare  reform  proposals.  We  appreciate  the  support  and  interest  of  the 
Committee  on  this  issue. 

Thank  you. 


Prepared  Statement  of  The  College  of  American  Pathologists 

The  College  of  American  Pathologists  (CAP)  appreciates  the  opportunity  to 
present  its  views  to  the  House  Commerce  Subcommittee  on  Health  and  the  Environ- 
ment regarding  the  need  to  transform  the  Medicare  program  into  a  system  that 
serves  the  elderly  and  disabled  in  a  more  efficient  manner.  The  College  is  a  national 
medical  society  representing  nearly  15,000  physicians  who  are  board  certified  in 
clinical  and/or  anatomic  pathology.  College  members  practice  their  specialty  in  com- 
munity hospitals,  independent  clinical  laboratories,  academic  medical  centers,  and 
federal  and  state  health  facilities. 

The  College  is  grateful  to  Mr.  Bliley,  chair  of  the  House  Commerce  Committee, 
and  to  Mr.  Bilirakis,  chair  of  the  Health  Subcommittee,  for  their  leadership  and 
foresight  in  holding  hearings  to  solicit  the  views  of  health  care  professionals  on 
transforming  the  Medicare  program.  Ideally,  Medicare  should  be  a  model  of  efficient 
interaction  between  the  public  and  private  sectors  in  serving  patients.  Instead,  the 
program  is  failing  from  a  budgetary  standpoint  due  to  its  financial  structure  and 
unrealistic  expectations.  Rather  than  deal  with  these  underlying  structural  prob- 
lems, Congress  and  the  Executive  Branch  have  historically  attempted  to  deal  with 
the  program's  financial  problems  by  cutting  provider  payments  and  making  numer- 
ous operational  changes  that  have  increased  the  administrative  burden  and  confu- 
sion for  everyone  involved  with  the  program. 

The  College  believes  that  the  necessity  of  preserving  the  solvency  of  the  Medicare 
trust  funds  and  introducing  marketplace  efficiency  into  the  program  offers  unique 
opportunities  for  Congress  to  correct  these  problems.  However,  the  College  is  con- 
cerned that  the  desire  to  reduce  the  rate  of  growth  in  the  Medicare  program  could 
once  again  force  Congress  to  resort  to  short-sighted  budget  cuts  to  meet  deficit  re- 
duction targets  rather  than  taking  a  careful,  comprehensive  look  at  how  the  Medi- 
care program  could  be  financed  more  equitably.  The  College  believes  that  restruc- 
turing of  the  fundamental  financing  of  the  Medicare  program  is  a  viable  way  to  ad- 
dress these  concerns  with  the  program. 

Restructuring  the  Medicare  Program 

Although  the  Medicare  program  is  clearly  a  success  story  in  improving  the  access 
to  health  care  of  the  nation's  elderly  and  disabled,  the  thirtieth  birthday  of  the  pro- 
gram is  an  appropriate  time  to  assess  whether  it  is  financially  feasible  to  continue 
its  current  financial  structure.  Increases  in  the  number  of  beneficiaries,  improve- 
ments in  diagnostic  and  therapeutic  technology,  and  inefficiencies  in  the  current  ad- 
ministration of  the  program,  call  for  reconsideration  of  the  manner  in  which  pro- 
gram benefits  are  offered  and  provided  to  beneficiaries  and  financed  by  the  federal 
government. 

The  markets  for  and  modes  of  provision  of  health  care  services  have  changed  dra- 
matically in  the  last  thirty  years.  Proposals  that  restructure  both  the  beneficiaries' 
and  the  governments'  responsibilities  in  administration  of  the  Medicare  program 
may  offer  the  best  methods  to  enhance  its  long-run  fiscal  integrity,  improve  its  effi- 
ciency, and  control  costs,  while  continuing  to  provide  access  to  needed  services.  Sev- 
eral /such  proposals  have  surfaced  in  the  last  few  months  that  would  involve  Medi- 
care beneficiaries  in  decision-making  about  how  their  health  care  benefits  are  pro- 
vided and  financed,  similar  to  the  decisions  that  many  others  make  in  the  private 
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sector  when  they  choose  among  health  plans,  and  that  would  attempt  to  put  the  pro- 
gram on  a  more  sound  financial  footing. 

The  College  supports  the  following  changes  to  financing  and  coverage  under  the 
Medicare  program: 

•  Restructure  of  the  government  funding  of  Medicare  premiums  to  give  beneficiaries 

choices  in  selecting  among  the  traditional  government-administered  fee-for-serv- 
ice  option,  enrollment  in  private-sector  administered  insurance  plans,  and  es- 
tablishment of  alternative  health  care  financing  funds  such  as  Medical  Savings 
Accounts  to  be  used  to  purchase  health  care  coverage  as  needed.  While  the  gov- 
ernment would  continue  to  financially  subsidize  each  of  these  options,  bene- 
ficiary choice  could,  over  time,  place  more  of  the  day-to-day  administration  of 
the  Medicare  program  in  the  private  sector  and  reduce  program  costs,  while  al- 
lowing the  beneficiaries  much  more  choice  of  health  care  plans  than  they  have 
today.  As  those  now  in  the  workplace,  who  enjoy  and  expect  those  choices,  reach 
Medicare  age  it  is  appropriate  that  they  continue  to  have  choice  and  responsibil- 
ity in  determining  how  their  health  care  dollars  are  spent. 

•  Elimination  of  the  coinsurance  for  Medicare  covered  services.  Restructured  and 

adequate  funding  of  health  insurance  for  Medicare  beneficiaries  should  also  in- 
clude elimination  of  the  requirement  for  payment  of  coinsurance  and  purchase 
of  supplemental  insurance  such  as  Medigap  policies.  Currently  about  three- 
fourths  of  beneficiaries  purchase  Medigap  policies  to  cover  the  coinsurance  and 
deductibles  that  the  program  imposes — in  effect,  most  beneficiaries  pay  no  coin- 
surance or  deductible  at  time  of  service  provision.  Appropriate  restructuring  of 
government  financing  to  eliminate  the  need  for  a  Medigap  policy  would  make 
the  Medicare  program  more  financially  sound  and  simplify  its  administration 
both  for  the  government  and  for  the  beneficiary. 

•  Reduction  in  the  premium  subsidy  for  higher  income  beneficiaries.  A  sliding  scale 

for  determining  beneficiary  premium  contribution,  with  higher  income  bene- 
ficiaries paying  more,  would  reduce  the  government  subsidy  of  Medicare  cov- 
erage without  reducing  access  to  services. 

•  Increase  in  the  Medicare  eligibility  age.  As  the  nation's  elderly  live  longer  and 

more  productive  lives,  and  continue  to  have  available  and  to  be  able  to  purchase 
private  health  insurance,  it  is  appropriate  to  adjust  the  age  at  which  Medicare 
coverage  is  provided. 

•  Elimination  of  the  Medicare  balance  billing  restrictions  on  covered  services.  Inte- 

fral  to  proposals  to  restructure  the  Medicare  program  and  give  choices  to  bene- 
ciaries  is  increased  responsibility  among  beneficiaries  and  the  private  sector 
and  decreased  government  tinkering  with  health  care  provision.  Elimination  of 
current  restrictions  on  physician's  charges  to  Medicare  beneficiaries  and  institu- 
tion of  a  system  where  physicians  set  their  prices,  the  government  sets  its  pay- 
ment amounts,  and  the  purchaser  chooses,  will  enhance  competition  and  allevi- 
ate much  of  the  confusion  about  what  charges  are,  what  Medicare  pays,  and 
what  the  beneficiary  can  expect  in  cost  sharing,  issues  that  have  plagued  the 
program  since  its  inception.  Physicians  have  long  demonstrated  their  willing- 
ness to  forego  balance  billing  when  the  patient's  financial  situation  warrants. 
In  an  era  of  enhanced  competition  and  beneficiary  choice  and  responsibility 
overly  intrusive  restrictions  on  changing  patterns  are  not  appropriate. 

Beneficiary  Safeguards  Under  Managed  Care  Plans 

The  College  believes  managed  care  plans  should  be  required  to  meet  a  minimum 
set  of  standards  designed  to  assure  that  beneficiaries  have  continued  access  to  qual- 
ity care.  The  College  supports  legislation  establishing  standards  of  operation  for 
managed  care  plans,  requiring  full  disclosure  of  those  standards  to  patients  and  pro- 
viders, and  providing  effective  options  to  resolve  problems  when  enrolled  in  or  con- 
tracting with  managed  care  plans. 

Congress  should  require  that  beneficiaries  receive  easily  understood  information 
about  plan  costs,  covered  and  excluded  procedures,  and  requirements  for  prior  au- 
thorization. In  order  to  ensure  fairness  and  that  needed  medical  services  are  pro- 
vided, managed  care  plans  should  be  required  to  afford  due  process  procedures  for 
physicians  seeking  participation  in  plans  and  timely  notice  and  appeals  procedures 
for  physicians  who  are  denied  participation.  Physician  involvement  in  utilization  re- 
view and  other  medical  policy  development  activities  should  be  required. 

The  College  believes  that  Medicare  beneficiaries  who  opt  for  a  managed  care  plan 
alternative  should  maintain  their  right  to  choose  their  provider.  Managed  care  plans 
should  be  required  to  provide  access  to  out-of-network  providers  chosen  by  the  pa- 
tient or  by  the  patient's  attending  physician.  Reimbursement  disincentives  for  pa- 
tient use  of  out-of-network  providers  such  as  increased  cost  sharing  must  be  limited 
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to  a  reasonable  amount  and  beneficiaries  must  be  able  to  appeal  denials  of  coverage 
of  out-of-network  services.  ^ 

The  Medicare  RBRVS 

The  College  continues  to  be  concerned  about  the  inappropriate  structure  of  con- 
version factors  and  volume  performance  standards  under  the  Medicare  physician 
services  resource-based  relative  value  scale.  There  are  three  distinct  conversion  fac- 
tors and  Medicare  Volume  Performance  Standards  (MVPSs)  under  the  RBRVS,  one 
each  for  surgery  services,  primary  care  services,  and  all  other  nonsurgery  services. 
Increases  in  volume  and  expenditures  for  surgery,  office  and  other  primary  care  vis- 
its, and  pathology,  radiology  and  other  nonsurgery  nonprimary  care  services  are 
tracked  under  each  respective  MVPS  and  the  update  to  each  conversion  factor  is  de- 
termined accordingly.  Many  physicians  provide  services  in  each  category  and  the 
volume  of  many  services  in  trie  all  other  category  is  determined  by  physicians  who 
are  not  directly  affected  by  payment  changes  for  those  services  because  the  services 
are  provided  by  other  physicians.  Examples  of  this  last  phenomenon  are  pathology, 
radiology  and  other  diagnostic  services  ordered  by  attending  physicians  but  provided 
by  physicians  in  other  specialties.  The  existence  of  multiple  MVPSs  and  conversion 
factors  (with  different  annual  conversion  factor  updates)  is  divisive  among  physi- 
cians, inaccurate  in  determination  of  the  source  of  increases  or  decreases  in  volume 
and  expenditures,  and  inequitable  in  implementation  of  updates  based  on  perform- 
ance. 

The  College  urges  Congress  to  establish  a  single  MVPS  and  a  single  conversion 
factor  that  is  applicable  to  all  physician  services  paid  under  the  RBRVs. 

Ideally,  this  would  be  accomplished  with  a  statutory  change  eliminating  the  sepa- 
rate standards  and  conversion  factors  for  1996.  At  a  minimum,  we  urge  Congress 
to  establish  the  1996  updates  to  the  existing  three  conversion  factors  in  a  manner 
that  is  consistent  with  movement  toward  a  single  MVPS  and  conversion  factor.  A 
single,  equal  conversion  factor  update  of  1.1  percent  as  suggested  by  the  Physician 
Payment  Review  Commission  and  the  Administration  will  not  move  toward  a  single 
MVPS  and  conversion  factor  but  will  continue  current  distortions.  Differential  up- 
dates to  each  of  the  three  existing  conversion  factors  that  are  designed  to  reduce 
the  differences  in  those  factors  are  much  more  appropriate. 

Competitive  Bidding  for  Medicare  Clinical  Laboratory  Services 

Proposals  for  competitive  bidding  of  certain  Medicare  services,  such  as  clinical  di- 
agnostic laboratory  services,  continue  to  resurface  although  they  have  been  consid- 
ered many  times  by  the  Congress  and  rejected  for  sound  reasons.  Most  recent  pro- 
posals would  require  that  the  competitive  bidding  process  achieve  at  least  a  ten  per- 
cent savings,  thus  focusing  the  competition  on  the  lowest  price  not  the  best  price 
for  quality  and  access. 

The  College  opposes  Medicare  competitive  bidding  for  clinical  laboratory  services. 

While  competitive  bidding  is  a  well  established  mechanism  for  purchasing  goods 
and  services  where  quality  is  readily  discerned  by  visual  inspection  of  the  item,  it 
is  wholly  inappropriate  for  the  purchase  of  medical  services  that  are  tailored  to  dy- 
namic and  highly  individual  needs.  Competitive  bidding  for  medical  services,  such 
as  clinical  diagnostic  laboratory  services,  may  result  in  a  reduction  in  the  quality 
of  and  access  to  the  services  sought,  a  problem  that  would  not  be  apparent  until 
harm  had  been  done.  Competitive  bidding  will  not  promote  competition  if  it  drives 
qualified  laboratories  out  of  business  and  thus  decreases  competition  in  an  area. 

This  would  be  especially  probable  if  a  single  "winning  bidder"  is  chosen  to  provide 
services  to  Medicare  beneficiaries  in  a  given  area.  The  winning  bidder  may  not  be 
immediately  accessible  to  the  patient  or  patient's  physician,  delays  in  service  provi- 
sion and  patient  diagnosis  may  occur,  and  overall  quality  of  services  may  fall. 
Forced  reduction  in  bidding  prices  may  achieve  immediate  budget  goals,  but  such 
savings  are  short-sighted  and  carry  a  high  potential  for  negative  health  care  out- 
comes. Eliminating  freedom  of  choice  of  clinical  laboratory  services  provider  through 
a  competitive  bidding  process  would  remove  a  major  quality  determinant  in  health 
care:  the  ability  to  seek  care  from  the  complete  range  of  health  care  providers. 

The  College  urges  the  Congress  to  again  reject  competitive  bidding  for  Medicare 
clinical  diagnostic  laboratory  services  and  to  work  with  the  physician  and  laboratory 
community  to  achieve  savings  through  other  means. 

Coinsurance  for  Medicare  Clinical  Diagnostic  Laboratory  Services 
The  College  opposes  reinstitution  of  a  20  percent  coinsurance  for  services  in  the 

clinical  laboratory  fee  schedule  (CLFS). 
Since  eliminating  the  coinsurance  requirement  for  clinical  diagnostic  laboratory 

services  in  1984  Congress  has  repeatedly  rejected  proposals  to  restore  it,  with  good 

reason.  Reimposing  coinsurance  would  place  a  significant  administrative  burden  on 
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laboratories  and  a  new  cost  on  beneficiaries  while  doing  little  to  affect  utilization 
of  laboratory  services.  In  many  instances  the  cost  of  billing  for  coinsurance  will  ex- 
ceed the  amount  collected  from  the  beneficiary. 

If  coinsurance  were  reimposed,  laboratories  would  have  to  produce  two  claims — 
one  to  the  Medicare  program  and  one  to  the  patient.  On  average,  laboratories  esti- 
mate it  would  cost  about  five  dollars  just  to  produce  the  additional  invoice  billing 
the  coinsurance  to  the  patient.  In  many  instances,  this  cost  would  be  a  substantial 
percentage  of  the  amount  collected  from  the  patient  and  could  easily  exceed  col- 
lected amounts.  The  table  below  illustrates  the  approximate  coinsurance  amount 
this  year  for  several  commonly  ordered  tests.  Once  the  Omnibus  Budget  Reconcili- 
ation Act  of  1993  payment  reductions  already  passed  are  fully  phased  in  the  coin- 
surance amounts  will  be  even  less,  For  these  common  tests,  the  collection  costs  ex- 
ceed the  coinsurance  payments: 


1995  CLFS 
Amount 

Coinsurance 

CBC  

Urinalysis  

  $15.65 

  $11.00 

  $4.47 

$3.13 
$2.20 
$0.89 

Past  experience  with  coinsurance  suggests  that  many  laboratories  will  have  to 
write  off  from  20  to  50  percent  of  the  billed  amounts  as  uncollectible.  These  collec- 
tion problems  are  the  very  reason  that  coinsurance  was  eliminated  by  Congress  as 
part  of  Deficit  Reduction  Act  of  1984,  with  the  support  of  the  Health  Care  Financing 
Administration  and  the  laboratory  industry.  In  exchange  for  eliminating  the 
copayment,  Congress  mandated  the  current  fee  schedule  methodology  which  set  the 
fee  schedules  at  60  percent  of  then-prevailing  charges. 

Imposition  of  coinsurance  would  shift  the  costs  of  the  Medicare  program  to  bene- 
ficiaries and  force  them  to  incur  an  additional  $7  billion  in  out-of-pocket  expenses, 
a  burden  that  Congress  specifically  relieved  them  of  in  1984.  However,  it  is  unlikely 
that  coinsurance  would  have  any  impact  on  the  volume  of  clinical  laboratory  serv- 
ices performed.  Patients  do  not  decide  when  to  order  testing  nor  do  they  select  the 
testing  laboratory.  These  decisions  are  made  by  the  physician.  As  the  Congressional 
Budget  Office  noted  in  a  1990  Report,  "Cost-sharing  probably  would  not  affect  en- 
rollees'  use  of  laboratory  services  substantially . . .  because  decisions  about  what  tests 
are  appropriate  are  generally  left  to  physicians,  whose  decisions  do  not  appear  to 
depend  on  enrollees'  cost  sharing." 

The  College  urges  the  Congress  to  again  reject  reimposition  of  coinsurance  for 
services  in  the  Medicare  clinical  laboratory  fee  schedule. 

Direct  Billing  for  Clinical  Laboratory  Services 

The  College  supports  legislation  which  would  require  that  payment  for  all  pathol- 
ogy services,  including  both  anatomic  and  clinical  pathology,  be  made  only  to  the 
person  or  entity  which  performed  or  supervised  the  service — a  direct  billing  require- 
ment— with  an  exception  for  referrals  between  laboratories  that  are  independent  of 
a  physician's  office. 

In  order  to  provide  clinical  laboratory  services  as  efficiently  and  cost  effectively 
as  possible,  the  College  urges  Congress  to  require  that  laboratories  seek  payment 
directly  from  the  patient  or  a  financially  responsible  third  party,  such  as  the  pa- 
tient's insurer.  Medicare  already  requires  laboratories  to  bill  the  program  directly 
for  clinical  diagnostic  laboratory  testing  provided  to  its  beneficiaries.  In  addition, 
California,  New  York  and  Rhode  Island  legislatures  have  each  enacted  some  form 
of  direct  billing.  Payors  in  other  states,  such  as  Michigan,  Connecticut  and  Penn- 
sylvania, require  direct  billing  as  a  matter  of  payment  policy. 

The  Center  for  Health  Policy  Studies  (CHPS)  recently  completed  an  analysis  that 
found  that  the  number  of  services  per  person  is  28  percent  greater  in  non-direct  bill- 
ing states  than  in  states  where  direct  billing  is  required  and  that  total  lab  charges 
per  person  are  41  percent  higher  in  non-direct  billing  states.  The  Center  concluded 
that  if  a  direct  billing  requirement  were  adopted  nationwide,  the  annual  private  sec- 
tor cost  savings  attributable  to  this  change  would  fall  in  the  range  of  $2.4  to  $3.2 
billion,  or  between  $12  billion  and  $16  billion  over  five  years. 

In  addition,  CHPS  found  that  Medicare  utilization  also  declined  in  states  that  re- 
quire direct  billing  for  other  payers,  suggesting  that  Medicare  expenditures  could 
also  be  reduced  by  enactment  of  a  national  direct  billing  requirement. 

The  College  urges  enactment  of  an  all-payer  direct  billing  requirement  this  year. 


560 

Payment  for  Medicare  Pap  Smears 

All  Part  B  payment  for  Medicare  Pap  smears  should  be  in  the  physician  services 
fee  schedule  rather  than  split  between  two  separate  fee  schedules.  To  accomplish 
this,  payment  for  the  Medicare  screening  (technical  component)  Pap  smear  should 
be  moved  from  the  clinical  laboratory  fee  schedule  to  the  KBRVS  fee  schedule. 

Medicare  covers  a  Pap  smear,  in  the  absence  of  signs  or  symptoms  of  disease, 
every  three  years.  More  frequent  coverage  is  available  if  certain  signs,  symptoms 
or  history  are  present.  In  either  event,  payment  for  the  screening  portion  of  the  Pap 
smear  (the  technical  portion)  is  made  through  the  clinical  laboratory  fee  schedule. 
Payment  for  physician  interpretation  of  the  Pap  smear  is  made  through  a  separate 
fee  schedule,  the  RBRVS.  Each  fee  schedule  bases  payment  on  a  different  method 
and  is  subject  to  different  payment  rules  and  restrictions.  This  dichotomy  causes 
considerable  confusion  among  beneficiaries,  physicians,  laboratories,  and  even  Medi- 
care carriers.  Currently  there  are  six  billing  codes  (CPT  or  HCFA  codes)  to  choose 
among  to  report  the  service,  three  for  the  screening  service  on  the  clinical  laboratory 
fee  schedule  and  an  additional  three  for  the  physician  interpretation  on  the  RBRVS. 

The  College  believes  that  payment  for  the  screening  (technical)  portion  of  the  Pap 
smear  should  be  moved  to  the  RBRVS  as  a  technical  component  to  the  physician 
service.  This  would  be  consistent  with  the  fee  schedule  convention  for  other  diag- 
nostic services  such  as  mammograms,  x-rays  and  EKGs.  In  addition,  the  three  tech- 
nical billing  codes  now  on  the  clinical  laboratory  fee  schedule  could  be  eliminated 
and  the  technical  portion  reported  using  a  technical  component  modifier  to  the 
RBRVS  service,  consistent  with  the  method  for  reporting  other  diagnostic  services. 
This  would  simplify  administration  of  the  Pap  smear  benefit  for  all  concerned. 

The  College  requests  that  payment  for  the  screening  (technical  component)  Pap 
smear  be  moved  from  the  clinical  laboratory  fee  schedule  to  the  RBRVS  fee  sched- 
ule. 

Conclusion 

As  fundamental  changes  in  the  structure  and  financing  of  the  Medicare  program 
are  considered  it  is  important  to  realize  that  measures  designed  to  achieve  short- 
term  savings,  such  as  arbitrary  cost  sharing  or  experimental  competitive  bidding 
projects,  will  not  result  in  cost-control  and  may  eventually  separate  the  Medicare 
system  and  its  beneficiaries  from  the  mainstream  of  American  medical  care.  Instead 
of  stop-gap  measures,  sound  changes  in  the  way  the  government  finances  health 
care  for  Medicare  beneficiaries  should  be  implemented,  consistent  with  the  goal  of 
continuing  to  provide  access,  choice  and  quality. 

The  recommendations  discussed  above  for  achievement  of  those  goals  would  also 
move  the  federal  government  toward  cost-containment  without  overreaching  and 
negatively  affecting  the  health  care  of  Medicare  beneficiaries.  The  College  welcomes 
the  opportunity  to  discuss  these  proposals  further  and  thanks  the  Committee  for  the 
opportunity  of  submitting  this  statement. 


Prepared  Statement  of  the  Health  Industry  Distributors  Association 

i.  introduction 

The  Health  Industry  Distributors  Association  (HIDA)  is  pleased  to  submit  a  state- 
ment for  the  record  for  the  House  Commerce  Committee's  Subcommittee  on  Health 
Hearing  on  "The  Future  of  Medicare,"  Thursday,  August  3,  1995. 

The  Health  Industry  Distributors  Association  (HIDA)  is  the  national  trade  asso- 
ciation of  Home  Care  companies  and  health  and  medical  products  distribution  firms. 
Created  in  1902  by  a  group  of  medical  products  business  people,  HIDA  now  rep- 
resents over  1000  wholesale  and  retail  distributors  with  approximately  2000  loca- 
tions. HIDA  Home  Care  members  include  approximately  500  companies  which  pro- 
vide quality  Home  Care  services,  supplies  and  equipment  to  patients  in  their  homes. 
Home  Care  companies  provide  a  wide  array  of  services,  including  patient  education 
and  training  on  the  use  of  equipment,  furnishing  of  supplies,  respiratory  therapy 
visits  and  24  hour  emergency  on-cali  service.  Home  medical  equipment  (HME),  sup- 
plies and  services  which  Home  Care  companies  provide  to  patients  include  canes, 
crutches,  hospital  beds  and  more  intensive  services  such  as  home  infusion  therapy, 
oxygen,  and  parenteral  and  enteral  nutrition.  HIDA  Home  Care  companies  serve  a 
significant  number  of  Medicare  beneficiaries. 

HIDA  commends  the  House  Commerce  Subcommittee  on  Health  for  its  efforts  to 
carefully  examine  the  Medicare  program  to  find  ways  to  improve  its  quality  and 
cost-effectiveness.  We  share  the  Subcommittee's  concerns  regarding  the  pending  in- 
solvency of  the  Medicare  trust  funds  and  are  willing  to  work  with  Congress  to  slow 
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down  the  rate  of  growth  of  program  expenditures.  However,  we  strongly  oppose  tar- 
geted cuts  to  home  oxygen  seances  which  have  taken  18  reductions  in  reimburse- 
ment over  the  past  nine  years.  We  strongly  oppose  competitive  bidding  for  home 
medical  equipment  (ME),  including  oxygen  and  parenteral  and  enteral  nutrition 
(PEN) — a  cut  which  would  be  out  of  proportion  with  the  rest  of  Medicare  and  would 
not  achieve  the  savings  or  outcomes  which  Congress  anticipates.  We  are  also  very 
alarmed  with  the  negative  attention  focused  on  the  "growth"  of  Home  Care.  Home 
Care  growth  is  not  trie  problem,  but  rather  a  solution  to  our  nation's  health  care 
costs.  The  Home  Care  infrastructure  has  allowed  countless  patients  to  receive  care 
in  the  more  cost-effective  environment  of  their  own  homes  rather  than  more  expen- 
sive institutional  settings.  We  believe  that  the  Home  Care  infrastructure  must  be 
preserved  and  enhanced  to  ensure  that  Medicare  beneficiaries  receive  quality  care 
at  the  least  cost  to  the  federal  government. 

II.  WHY  HIDA  OPPOSES  COMPETITIVE  BIDDING  FOR  HME 

Although  we  agree  that  Medicare  needs  restructuring,  targeting  home  oxygen 
services  for  cuts  through  a  competitive  bidding  program  is  not  appropriate  or  nec- 
essary. First,  Medicare  patients  do  not  seek  out  home  oxygen  therapy  as  a  matter 
of  discretion.  To  quality  for  home  oxygen  services  under  the  Medicare  Part  B  bene- 
fit, a  patient  who  is  diagnosed  with  chronic  obstructive  pulmonary  disease  (COPD) 
must  meet  very  strict  utilization  criteria,  including  (1)  having  a  physician's  prescrip- 
tion of  medical  necessity,  (2)  passing  an  independent  arterial  blood  gas  test,  and  (3) 
paying  a  20  percent  copayment.  Home  oxygen  suppliers  receive  the  same  reimburse- 
ment from  Medicare  Part  B  for  each  patient  receiving  home  oxygen  therapy  services 
regardless  of  the  level  of  service  required.  To  compete  in  today's  marketplace,  how- 
ever, most  home  care  suppliers  must  provide  a  very  high  level  of  service  to  patients. 
Staying  competitive  has  required  most  home  care  suppliers  to  become  extremely  ef- 
ficient. This  has  been  a  challenge  for  the  industry  considering  that  Congress  has 
made  18  reductions  in  reimbursement  to  the  home  oxygen  benefit  over  the  past  nine 
years. 

HIDA  strongly  opposes  competitive  bidding  for  HME  as  a  way  to  achieve  Medicare 
savings  and  cautions  Congress  to  seriously  consider  its  policy  implications  on  the 
provision  of  quality  home  care  services,  supplies  and  equipment  to  Medicare  bene- 
ficiaries. The  Health  Care  Financing  Administration  (HCFA)  has  not  provided  any 
details  on  how  they  would  implement  competitive  bidding,  which  is  very  complex 
and  would  require  a  new  and  costly  bureaucracy  to  administer. 

HIDA  Memb  ers  urge  Congress  to  preserve  the  competitive,  free  market  system  for 
the  Medicare  home  oxygen  benefit.  Competitive  bidding  for  HME  will  only  lead  to 
higher  prices  and  a  sacrificed  quality  of  service  for  patients.  A  winner-takes-all  ap- 

? troach  could  potentially  result  in  a  loss  of  jobs,  particularly  for  small  businesses, 
nstead,  Congress  should  consider  the  value  of  home  oxygen  therapy,  which  is  con- 
siderably less  expensive  for  the  federal  government,  than  caring  for  the  elderly  and 
disabled  in  more  expensive  institutional  settings. 

III.  VALUE  OF  HOME  CARE 

Home  Care  adds  significant  value  to  our  health  care  delivery  system  for  a  number 
of  reasons.  Home  Care  encourages  individuals  to  take  responsibility  for  their  care 
and  to  function  independently,  remaining  productive  members  of  society.  Home  Care 
keeps  families  together  and  prevents  disruption  by  allowing  the  person  needing  care 
to  stay  at  home  to  receive  that  care.  Studies  show  that  patients  prefer  receiving  care 
in  the  security  and  comfort  of  their  own  homes  versus  institutional  settings.  Finally, 
Home  Care  provides  the  patient  with  quality  of  life  advantages  over  institutional 
care  which  results  in  more  positive  outcomes,  preventing  the  need  for  more  inten- 
sive care  and  further  costs  to  the  health  care  delivery  system. 

IV.  FACTORS  CONTRIBUTING  TO  HOME  CARE  GROWTH 

Health  policymakers  should  regard  the  recent  improvement  of  Medicare  Home 
Care  as  a  great  success  story  that  Congress  should  build  upon.  Congress  should  not 
be  surprised  that  the  infrastructure  to  support  Home  Care  has  grown  because  of  de- 
mographic and  historical  factors  which  have  increased  the  use  of  Home  Care  versus 
institutional  care.  A  major  factor  contributing  to  the  increased  utilization  of  Home 
Care  is  the  aging  of  the  American  population.  According  to  the  1995  Health  Care 
Financing  Review's  Medicare  Statistical  Supplement,  as  a  percent  of  total  Medicare 
enrollees,  the  65-69  age  group  has  declined  steadily  while  the  85  years  of  age  or 
over  group  has  grown  steadily.  The  latter  represented  9.9  percent  of  total  enroll- 
ment in  1992  compared  with  only  8.1  percent  in  1978.  Medicare  beneficiaries  85 
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years  and  over  require  a  much  more  intensive  level  of  care  than  younger  bene- 
ficiaries. 

Another  factor  contributing  to  Home  Care  growth  is  the  1983  implementation  of 
the  Medicare  hospital  prospective  payment  system  which  resulted  in  patients  being 
released  from  the  hospital  quicker  with  more  intensive  care  needs — thus  needing 
some  place  to  recover.  This  change  has  made  Home  Care  a  necessity,  not  an  option. 
In  addition,  technological  advances  such  as  home  infusion  therapy  have  allowed  pa- 
tients to  receive  therapies  and  services  in  their  homes  in  which  less  than  a  decade 
ago  were  only  available  in  institutions.  Finally,  Home  Care  has  grown  because  of 
a  strong  family  preference  for  Home  Care  and  an  increased  physician  and  patient 
awareness  of  Home  Care. 

V.  HOME  CARE  IS  COST-EFFECTIVE 

The  growth  of  Medicare  Part  B  expenditures  is  not  attributable  to  inappropriate 
utilization.  Appropriate  Home  Care  services  decrease  costly  stays  in  hospitals  and 
nursing  homes,  and  increase  patients'  potential  to  become  productive  and 
participatory  members  of  society.  As  the  following  summary  chart  snows,  a  number 
of  studies  show  that  Home  Care  is  more  cost-effective  than  hospital  care: 

Monthly  Cost  of  Hospital  Versus  Home  Care  Under  Selected  Conditions 

Cost  of       Cost  of  Home 
Condition  Hospital  Care        Care        Dollar  Savings  Difference 

Infant  with  breathing  and  feeding  problems   $60,970  $20,209  $40,761  66.8% 

Nutrition  infusions   $23,670  $9,000  $14,670  62% 

Antibiotic  infusions    $7,290  $2,070  $5,220  71.6% 

ALS  Patient  on  mechanical  ventilation    $366,852  $136,560  $230,292  62.8% 

Patient  requiring  respiratory  support    $24,715  $9,267  $15,488  62.5% 

Quadriplegic  w/spinal  chord  injury   $23,862  $13,931  $9,931  41.6% 

Person  with  cerebral  palsy   $8,452  $4,867  $3,568  42.3% 

Bone  marrow  infection   $16,000  $5,000  $11,000  68.6% 

Respiratory  distress/oxygen  dependency   $36,000  $11,500  $24,500  68.0% 

Ventilator-dependent  children   $15,742  $9,153  $6,589  41.9% 

Oxygen-dependent  children  with  a  trachostomy    $12,236  $5,304  $6,932  56.7% 

AIDS  care   $23,190  $2,820  $20,370  87.8% 

Pediatric  AIDS   $70,153  $16,461  $53,692  76.5% 

Cancer  chemotherapy   $10,500  $3,500  $7,000  66.8% 

Kidney  dialysis   $2,000  $1,200  $800  40.0% 

Sources:  from  Olsten  HealthCare,  Aetna  Life  &  Casualty  Co.,  National  Association  for  Home  Care,  1993,  5th  International  Conference  on  Pul- 
monary Rehabilitation  and  Home  Ventilation,  Denver,  Colorado,  1995. 

As  this  chart  shows,  Home  Care  is  considerably  more  cost-effective  than  hospital 
care  for  a  number  of  different  medical  conditions.  The  information  in  the  chart  is 
a  compilation  of  published  reports  and  studies  from  a  number  of  sources,  including 
those  listed  above.  Clearly,  the  percentage  of  the  difference  in  costs  between  the 
Home  Care  and  hospital  setting — as  high  as  87.8  percent^— indicates  that  Home 
Care  should  receive  the  highest  consideration  in  efforts  to  lower  costs  in  the  health 
care  delivery  system. 

The  following  chart  shows  the  cost-effectiveness  of  Home  Care  per  episode  in  com- 
parison to  hospital  inpatient  treatment: 

Cost  Comparison  of  Treatment  of  Hip  Fracture,  COPD  and  Pneumonia  in  ALS 

r.„((i»i.n  Hospital  Inpa-  Home  Cost  Savings 

™mim  tient  Treatment       Treatment         Per  Episode 

Hip  Fracture  Patients   $6,708.14        $4,692.05  $2,016.09 

COPD    $3,547.87        $3,097.75  $450.12 

ALS  Patient    $3,751.26        $3,491.98  $259.28 

Source:  Lewin  ICF,  "Economic  Analysis  of  Home  Medical  Equipment  Services,"  May  29,  1991. 

There  are  also  a  number  of  studies  which  have  showed  states'  effectiveness  in 
moving  to  cost-effective  Home  Care,  including  the  following: 

GAO  Report  on  Home  Care  Cost-Effectiveness 

The  General  Accounting  Office's  (GAO)  August  1994  report,  Medicaid  Long  Term 
Care:  Successful  State  Efforts  to  Expand  Home  Services  While  Limiting  Costs 
(GAO-HEHS  94  167)  shows  the  cost-effectiveness  of  home  and  community-based 
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long  term  care  programs  implemented  in  Washington,  Oregon  and  Wisconsin.  The 
GAO  study  reports  that  as  a  result  of  their  shift  to  home  and  community-based  care, 
these  states  have  been  able  to  serve  more  beneficiaries  with  the  Medicaid  and  state 
dollars  they  have  available.  The  study  states,  "On  a  per-beneficiary  basis,  home  and 
community-based  care  is  considerably  less  expensive  than  nursing  facility  care."  The 
report  also  states  that  per-user  spending  for  nursing  facility  care  has  been  rising 
faster  than  for  home  and  community-based  care. 

Washington — The  report  found  that  Washington's  average  monthly  expenditure 
per  user  for  nursing  facility  care  for  the  aged  and  disabled  averaged  $2,023  in  1993 
compared  with  $419  for  home  and  community-based  users. 

Wisconsin — Wisconsin  had  a  net  savings  in  per-person  public  expenditures  associ- 
ated with  home  an  community-based  care  of  16  percent. 

Oregon— Oregon  saved  $227  million  between  1981  and  1991  by  using  home  and 
community-based  care  and  reduced  the  number  of  nursing  facility  beds  significantly. 
Oregon's  average  monthly  expenditure  per  user  for  nursing  facility  care  for  the  aged 
and  disabled  averaged  $1,657  in  1993  compared  with  $420  for  home  and  commu- 
nity-based users. 

Other  Reports 

•  New  York's  "Nursing  Home  Without  Walls"  State  Senate  Report  New  York's 

"Nursing  Home  Without  Walls"  program  takes  individuals  who  are  eligible  for 
Medicaid  and  allows  them  to  be  cared  for  at  home  if  the  costs  so  incurred  are 
75  percent  or  less  are  the  cost  of  comparable  nursing  Home  Care.  New  York's 
State  Senate  studies  show  the  state  saved  50%  of  the  cost  for  these  patients 
which  would  have  been  incurred  had  they  been  placed  in  a  nursing  home. 

•  New  Mexico  Waiver  Program  New  Mexico's  waiver  program  for  people  with  AIDS 

estimates  a  savings  of  $1100  a  month  for  patients  who  use  Home  Care  rather 
than  skilled  nursing  facility  care.  The  average  patient  plan  of  care  costs  $1000 
a  month  for  Home  Care  compared  to  $2,100  a  month  for  skilled  nursing  facility 
care.  New  Mexico  reports  that  only  about  47%  of  patients  receiving  waiver  serv- 
ices are  hospitalized  in  a  given  year  compared  to  70%  of  those  not  under  waiver. 

•  National  Governors  Association  1992  Resolution  The  National  Governors  Associa- 

tion's 1992  resolution  recommended  the  elimination  of  the  current  institutional 
bias  in  public  programs  such  as  Medicaid.  The  governors  are  asking  for  more 
flexibility  to  make  greater  use  of  Home  Care  as  the  more  preferred  and  cost- 
effective  method  of  meeting  the  growing  need  for  long-term  care. 

VI.  HIDA  HOME  CARE  RECOMMENDATIONS 

HIDA  Home  Care  has  long  advocated  that  Medicare,  while  a  base  for  coverage 
of  home  health  services,  supplies,  and  equipment,  should  be  revise  to  include  thera- 
pies, treatments,  and  equipment  which  enhance  clinical  outcomes  and  quality  of  life 
for  individuals  with  both  acute  and  long  term  care  needs.  Medicare  DMEPOS  cov- 
erage does  not  cover  many  cost-effective  home  medical  services,  supplies,  and  equip- 
ment which  utilize  cost-effective  technology.  For  example,  the  1965  Medicare  stat- 
ute's restrictive  language  prevents  beneficiaries  from  taking  advantage  of  cost-effec- 
tive home  care,  such  as  home  infusion  therapy. 

HIDA  Home  Care  has  identified  specific  ways  to  improve  access  to  Home  Care. 
These  legislative  initiatives,  which  are  supported  by  the  Home  Care  Coalition,  rec- 
ognize and  support  Home  Care  as  a  cost-effective  and  patient-preferred  alternative 
to  institutional  care.  Legislative  initiatives  to  encourage  Home  Care  that  we  support 
include  patient  choice  of  provider;  caregiver  issues;  coverage  of  home  infusion  ther- 
apy services,  respiratory  therapy  services,  occupational  therapy  services;  reimburse- 
ment issues;  and  quality  assurance  mechanisms  for  the  patient  receiving  Home 
Care  services,  supplies  and  equipment.  Specifically,  HIDA  Home  Care  supports  the 
following  legislative  initiatives: 

Patient  Choice  Issues 

Patient  Choice/Upgrade — Amend  the  Medicare  law  to  authorize  beneficiaries  to 
pay  suppliers  who  agree  to  take  assignment  on  their  claims  the  balance  above  the 
Medicare  allowable  for  the  equipment  which  has  functional  or  other  features  exceed- 
ing those  of  the  item  determined  by  Medicare  to  be  covered.  Further  amend  the 
Medicare  statute  to  clearly  continue  to  allow  a  supplier  to  submit  any  claim  for  pay- 
ment under  assignment  for  an  item  the  beneficiary  chooses  to  upgrade. 

Caregiver  Issues 

Family  Caregiver  Tax  Credit— Would  provide  individuals  who  care  for  a  se- 
verely disabled  parent,  grandparent,  spouse  or  child  in  their  home  a  $500  tax  credit 
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to  use  for  such  things  as  much-needed  respite  care,  basic  medical  expenses,  and  spe- 
cial medical  equipment  to  enhance  the  quality  of  life. 

Caregiver  Safety  and  Weil-Being— Require  Medicare  to  take  into  consideration 
the  safety,  health  and  well-being  of  the  primary  caregiver  when  determining  the 
medical  necessity  of,  and  prescribing,  appropriate  home  health  services  and  home 
medical  equipment.  Authorize  Medicare  to  pay  for  specific  items  and  upgrades  of 
otherwise  medically  necessary  HME  when,  in  the  clear  and  documented  clinical 
judgment  of  the  prescribing  health  care  professional,  the  HME  recommended  will 
significantly  reduce  the  risk  of  injury  to  the  unpaid  primary  caregiver. 

Coverage  &  Reimbursement  Issues 

Medicare  Coverage  for  Limited  Respiratory  therapy  services  under  DME 
and  home  health  care  benefit — Cover  limited  respiratory  therapy  under  Medi- 
care when  the  cost  will  be  less  than  expected  cost  of  hospitalization,  up  to  $900  per 
patient  per  year,  and  in  accordance  with  clinical  practice  guidelines. 

Medicare  Coverage  for  Home  Intravenous  (IV)  Therapy — Cover  home  IV 
drug  therapy  services  under  Medicare. 

Medicare  Coverage  for  Occupational  Therapy  as  Qualifying  Benefit— In- 
clude occupational  therapy  services  as  a  qualifying  benefit  for  home  health  services 
under  Medicare. 

Non-Discrimination  Against  Home  Care — Provision  would  require  Secretary 
to  develop  a  certification  form  to  assist  the  referring  physician  and  the  beneficiary 
in  determining  the  most  appropriate  site  for  the  beneficiary  to  receive  care.  Purpose 
is  to  eliminate  any  financial  or  other  disincentives  for  utilization  of  home  care  under 
Medicare.  (For  example,  requiring  home  care  beneficiaries  to  pay  a  co-payment  for 
care  is  a  disincentive  to  use  home  care  when  there  is  no  co-payment  required  for 
institutional  care.)  There  should  be  no  restriction  or  arbitrary  limits  placed  on  the 
number  of  home  care  visits  based  on  medical  necessity. 

Physician  Reimbursement  for  Home  Care  Visits — Medicare  should  reim- 
burse the  physician  at  a  reasonable  fee  for  medically  necessary  home  care  visits  to 
a  patient  in  the  home  and  consulting  for  home  care  products  or  services. 

Quality  Assurance 

Certification  of  Suppliers;  Quality  Standards — Establish  different  supplier 
standards/criteria  based  on  the  complexity  of  the  service,  provided  for  suppliers  to 
be  able  to  bill  Medicare  for  DMEPOS  services.  For  example,  suppliers  providing  res- 
piratory equipment  and  related  services  would  have  to  meet  more  rigorous  stand- 
ards than  suppliers  providing  only  "traditional"  HME  such  as  hospital  beds  and 
canes.  Further,  suppliers  providing  certain  "life-supporting"  equipment  and  related 
services,  (e.g.  parenteral  nutrition,  IV  drug  therapy)  would  be  required  to  meet  even 
higher  standards. 

Miscellaneous 

Home  Care  Data  System — Would  provide  for  a  series  of  data  management  im- 
provements, including  administrative  simplification,  standard  claims  processing 
forms  (paper  and  electronic)  for  all  public  and  private  papers,  and  standardized 
home  care  data  management  to  facilitate  communications  among  providers,  payers, 
etc.  Would  limit  the  requirement  that  physicians  complete  certificate  of  medical  ne- 
cessity forms  to  abusive  suppliers  and  overutilized  items.  Would  allow  suppliers  who 
take  assignment  on  90  percent  of  their  Medicare  claims  to  qualify  as  "participating 
suppliers"  and  thereby  become  eligible  to  access  HCFA's  insurance  verification  sys- 
tem. Many  suppliers  do  not  take  assignment  on  all  claims  because  some  Medicare 
fee  schedule  amounts  are  too  low. 

Home  Care  Council — Establish  a  national  council  on  home  care  to  make  rec- 
ommendations to  Congress,  and  to  develop  proposed  changes  in  regulations  and  pol- 
icy related  to  the  provision  of  home  care.  The  national  council  would  make  rec- 
ommendations on  simplifying  consumer  understanding  of  home  care  benefits  and 
payments.  The  Council  would  include  consumers,  providers  and  carriers/fiscal 
intermediaries.  The  Council  would  make  recommendations  to  the  Secretary  on 
streamlining  procedures  for  approving  coverage  criteria  and  appropriate  reimburse- 
ment for  new  technology  products. 

GAO  Study  on  Personal  Assistance  Services — Require  the  General  Account- 
ing Office  (GAO)  to  study  existing  state  programs  which  cover  personal  assistance 
services  for  individuals  with  disabilities  to  determine  the  cost  savings  associated 
with  providing  these  services  and  preventing  unnecessary  hospitalization.  The  study 
would  make  recommendations  on  now  Medicare  could  cover  such  services  to  achieve 
program  savings. 
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VII.  FRAUD  AND  ABUSE 

HIDA  has  been  very  much  in  the  forefront  of  industry  efforts  to  curb  heath  care 
fraud  and  abuse.  We  have  been  actively  involved  in  each  stage  of  HCFA's  process 
to  consolidate  from  33  carriers  to  four  durable  medical  equipment  regional  carriers 
(DMERCs)  to  process  Medicare  DME,  prosthetics  orthotics  and  supplies  (DMEPOS) 
claims  exclusively.  The  carrier  consolidation  process  has  been  extremely  successful 
at  reducing  the  opportunity  for  fraud  and  abuse. 

CMNs— For  years,  HIDA  has  advocated  to  HCFA  and  the  Hill  our  recommenda- 
tion that  physicians  be  required  to  complete  certificates  of  medical  necessity  (CMNs) 
only  for  those  items  of  durable  medical  equipment  which  are  overutiiized  and  only 
for  suppliers  who  have  been  as  being  abusive.  In  other  words,  we  recommend  that 
you  create  a  heavy  oversight  burden  in  targeted  problem  areas.  Unfortunately, 
HCFA  has  not  taken  actions  to  adopt  this  simple  recommendation  to  reduce 
overutilization. 

Supplier  Standards — HIDA  has  also  advocated  to  HCFA  and  the  Hill  our  rec- 
ommendation that  the  HHS  Secretary  create  quality  standards  which  durable  medi- 
cal equipment  prosthetics  and  orthotics  (DMEPOS)  suppliers  would  have  to  meet  to 
qualify  to  submit  Medicare  claims  for  payment.  Currently,  suppliers  are  required  to 
comply  only  with  minimal  standards  as  a  prerequisite  to  receive  a  supplier  number 
and  bill  the  Medicare  program  for  DMEPOS  items.  These  include  honoring 
warrantees,  conducting  recalls  of  faulty  equipment,  and  informing  the  beneficiary  of 
both  of  these  requirements.  In  1994  Congress  required  the  Secretary  to  develop  ad- 
ditional supplier  standards;  however,  HCFA  has  narrowly  interpreted  this  mandate  ~~ 
to  include  standards  that  only  pertain  to  requirements  tnat  a  supplier  comply  with 
all  applicable  state  and  federal  licensure  and  regulatory  requirements;  maintain  a 
physical  facility  on  an  appropriate  site;  and  have  proof  of  appropriate  liability  insur- 
ance. 

To  help  rid  the  industry  of  the  few  illegitimate  players  which  tarnish  the  indus- 
try, HIDA  has  urged  HCFA  to  require  all  suppliers  to  comply  with  standards  that 
will  assure  Medicare  beneficiaries  that  they  will  receive  a  consistent  quality  of 
DMEPOS  services — that  is,  standards  most  beneficiaries  currently  receive  today. 
Suppliers  providing  oxygen  or  other  "high  technology"  products  and  services  should 
have  to  meet  more  rigorous  quality  standards,  and  home  infusion  providers  should 
meet  more  rigorous  quality  standards.  For  example,  a  Medicare  beneficiary  receiv- 
ing home  oxygen  therapy  services  should  be  guaranteed  education  and  training  on 
how  to  use  the  equipment,  24  hour  emergency  on-call  service,  and  the  furnishing 
of  supplies.  HIDA  urges  the  Subcommittee  to  seriously  consider  our  certification  of 
suppliers  recommendation  to  improve  accountability  in  the  industry. 

Home  Care  Data  System — In  addition,  HIDA  Home  Care  has  advocated  to  Con- 
gress a  Home  Care  Data  System  to  improve  data  management,  including  adminis- 
trative simplification,  standard  claims  processing  forms  (paper  and  electronic)  for  all 
public  and  private  payers,  and  standardized  Home  Care  data  management  to  facili- 
tate communications  among  providers  and  payers.  These  are  just  some  of  our  pro- 
posals to  improve  Medicare  Part  B  to  prevent  fraud  and  abuse  and  to  improve  qual- 
ity. 

VIII.  CONCLUSION— HOME  CARE  IS  PART  OF  THE  SOLUTION 

As  Congress  looks  to  reform  the  health  care  system,  Home  Care  is  a  critical  fac- 
tor. Rather  than  denounce  Home  Care  for  its  recent  growth,  Congress  should  con- 
sider that  Home  Care  has  saved  the  federal  government  a  tremendous  amount  of 
money  which  would  have  been  spent  had  Medicare  beneficiaries  received  care  in  ~ 
more  expensive  institutional  settings.  HIDA  believes  that  the  answer  to  Medicare 
growth  is  not  to  cut  Medicare  Part  B  by  implementing  a  competitive  bidding  pro- 
gram for  HME  (home  oxygen,  parenteral  and  enteral  nutrition  (PEN)).  Rather,  Con-  " 
gress  should  revise  the  Medicare  statute  to  consider  cost-effective  technologies 
which  Medicare  currently  does  not  cover.  For  example,  the  1965  Medicare  statute's 
restrictive  language  prevents  beneficiaries  from  taking  advantage  of  cost-effective 
Home  Care,  such  as  home  infusion  therapy  and  respiratory  therapy.  These  therapies 
should  be  covered  but  currently  are  not  because  of  the  language  of  the  1965  Medi- 
care statute. 

As  our  population  ages  and  there  is  more  utilization  of  Home  Care  because  pa- 
tients prefer  Home  Care  and  sophisticated  technology  allows  for  Home  Care  treat- 
ment, Medicare  must  accommodate  advances  in  medical  technology  to  continue  the 
cost-effective  use,  of  Home  Care  versus  expensive  care  in  a  hospital  setting.  If  access 
to  more  Home  Care  services  were  provided  to  patients,  hospital  costs  could  be  re- 
duced. There  is  no  question  that  savings  could  be  realized,  provided  that  utilization 
controls  based  on  medical  necessity  were  also  in  place.  HIDA  is  concerned  that  Con- 
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gress  not  seek  to  solve  the  cost  problems  by  simply  limiting  the  benefits  offered  to 
patients  without  a  more  global  consideration  of  the  most  appropriate  and  cost-effec- 
tive site  of  care. 
Thank  you. 


Prepared  Statement  of  the  Health  Industry  Manufacturers  Association 

This  statement  reinforces  the  importance  of  passing  H.R.  1744  'The  Advanced 
Medical  Device  Access  Assurance  Act  of  1995"  and  highlights  the  Health  Industry 
Manufacturers  Association's  (HIMA)  position  on  issues  affecting  home  care  tech- 
nology, competitive  bidding,  and  the  need  for  clarity  in  the  Medicare  health  care 
fraud  and  abuse  statute. 

HIMA  is  a  Washington,  D.C.-based  national  trade  association  representing  more 
than  700  manufacturers  of  medical  devices,  diagnostic  products,  and  health  informa- 
tion systems.  HIMA's  members  manufacture  more  than  90  percent  of  the  nearly  $50 
billion  in  annual  domestic  sales  of  health  care  technology  products. 

Medicare  Coverage  for  Investigational  Devices 

H.R.  1744  addresses  questions  that  have  been  raised  about  Medicare  coverage  for 
medical  device  clinical  trials  by  making  it  clear  that  the  Health  Care  Financing  Ad- 
ministration (HCFA)  has  the  authority  to  pay  for  this  treatment.  If  enacted,  this  bill 
would  help  to  ensure  that  Medicare  patients  have  the  same  access  to  new  tech- 
nologies as  other  patients.  And  it  is  buaget  neutral. 

At  a  time  when  there  are  so  many  important  and  complex  challenges  surrounding 
Medicare,  not  the  least  of  which  is  proper  restructuring,  we  appreciate  the  focus, 
leadership,  and  foresight  Congress  has  Drought  to  this  issue.  Both  H.R.  1744  and 
its  Senate  companion,  S.  955,  enjoy  remarkably  broad  bipartisan  support.  HIMA 
supports  their  immediate  consideration  and  enactment. 

The  Medical  Technology  Industry:  One  of  the  prevalent  myths  about  the  med- 
ical technology  industry  is  tnat  device  manufacturers  are  mainly  large  corporations. 
In  fact,  the  opposite  is  true.  Of  the  1,000  firms  in  the  medical  device  industry,  near- 
ly 80  percent  are  smaller  firms  with  annual  revenues  of  less  than  $20  million  who 
generally  have  fewer  than  50  employees.  Much  of  the  early  stage  research  and  de- 
velopment of  medical  technology  is  conducted  at  thousands  of  small  companies  scat- 
tered across  the  country. 

Medical  device  innovation  is  an  incremental  process  typically  involving  numerous 
successive  generations  of  product  development,  each  requiring  clinical  trials.  The 
cost  of  the  investigational  device  itself,  as  well  as  the  associated  health  care  serv- 
ices, can  be  substantial  for  an  individual  patient.  Recognizing  the  unique  economies 
of  an  industry  of  mostly  small  companies,  the  Food  and  Drug  Administration  (FDA), 
by  regulation,  allows  device  manufacturers  to  "recover  manufacturing,  research,  de- 
velopment, and  handling  costs." 

HCFA's  current  practice  to  deny  Medicare  reimbursement  for  all  investigational 
technologies  (i.e.,  devices  that  have  received  an  Investigational  Device  Exemption 
(IDE)  from  the  FDA)  has  caused  some  of  the  nation's  top  research  centers  to  termi- 
nate studies  using  medical  devices,  thereby  denying  patients'  access,  and  causing  se- 
rious damage  to  this  industry's  competitiveness. 

A  study  released  in  June,  conducted  by  The  Wilkerson  Group,  Inc.,  indicated  that 
patients  over  65  years  of  age  are  currently  being  denied  access  to  new  products  and 
therapies  because  of  HCFA  s  restrictive  payment  policy. 

•  Seventy-one  companies  surveyed  reported  that  clinical  trials  had  been  suspended 
by  hospitals  due  to  Medicare's  refusal  to  reimburse  providers  for  care  when  in- 
vestigational devices  are  used.  Of  these  companies: 

Forty  percent  had  reacted  by  limiting  clinical  trials  to  non-Medicare  patients, 
thereby,  depriving  the  elderly  of  access  to  the  latest  technology. 
Fifty-nine  percent  had  moved  projects  or  clinical  trials  overseas. 
Fifty-seven  percent  said  they  plan  to  move  future  trials  overseas. 
Sixty-seven  percent  of  the  cardiovascular  companies  that  have  had  clinical 
trials  suspended  as  a  result  of  Medicare  practices  said  they  are  moving  research 
projects  or  clinical  trials  overseas  as  a  result  of  these  practices,  since  they  effec- 
tively exclude  people  65  and  over — a  necessary  patient  population — from  compa- 
nies' FDA  data  gathering. 
Clinical  Trials:  Patients  participating  in  clinical  trials  authorized  under  the  Fed- 
eral Food,  Drug  and  Cosmetic  Act  receive  a  very  high  level  of  care  because  human 
treating  protocols  require  that  patients  be  monitored  more  carefully  and  more  fre- 
quently than  those  patients  not  involved  in  clinical  trials.  During  the  entire  process 
from  medical  device  design  through  preclinical  laboratory  testing  to  clinical  testing 
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in  humans,  the  medical  device  manufacturer,  the  clinical  investigators  who  oversee 
the  clinical  trials,  and  the  Institutional  Preview  Boards  (IPBs)  are  subject  to  numer- 
ous regulations  and  procedures  to  assure  patient  safety,  such  as: 

•  Preclinical  testing — Prior  to  receiving  IDE  approval  from  the  FDA,  products  must 

be  rigorously  tested  in  the  laboratory.  This  draws  the  distinction  between  what 
is  investigational  versus  what  is  truly  experimental. 

•  Facility  controls — Approved  IDE  products  must  be  authorized  by  the  hospital's 

IRB,  which  oversees  the  way  in  which  the  device  is  being  used,  with  special  at- 
tention paid  to  controls  on  patient  safety  and  welfare. 

•  Physician  qualifications — Only  certain  physicians  are  authorized  to  use  products 

subject  to  an  approved  IDE  and  then  are  limited  to  specified  protocols. 

•  Informed  consent — Patients  chosen  to  be  diagnosed  or  treated  with  the  investiga- 

tional device  must  give  their  full  consent  to  participate  in  a  clinical  trial. 

All  of  these  protections  are  in  addition  to  Medicare's  requirements  that  ensure 
that  services  are  reasonable  and  necessary. 

Medicare  Coverage:  HCFA  already  nas  the  authority  to  pay  for  services  pro- 
vided as  part  of  a  medical  device  clinical  trial.  The  Medicare  statute  simply  states 
that  no  payment  may  be  made  under  Parts  A  or  B  for  any  expenses  for  items  or 
services  that  are  not  "reasonable  and  necessary"  for  the  diagnosis  or  treatment  of 
illness  or  injury.  There  is  no  statutory  or  regulatory  language  that  impels  HCFA 
to  deny  coverage,  on  a  wholesale  basis,  for  any  procedure  performed  in  any  setting 
solely  because  an  investigational  device  is  used.  In  fact,  HCFA  traditionally  paid  for 
such  services  until  June  of  1994  when  an  HHS  Office  of  Inspector  General  (OIG) 
investigation  drew  attention  to  the  unclear  policy. 

Today  HCFA  denies  payment  for  all  services  solely  on  the  grounds  that  a  device 
under  an  IDE  was  involved.  Even  if  the  patient,  his  or  her  physician,  and  the  medi- 
cal institution  seek  treatment  with  a  device  in  a  clinical  trial,  and  all  the  appro- 
priate FDA  guidelines  are  followed,  Medicare  now  flatly  denies  coverage  without  ex- 
ception. Several  major  research  institutions  decided  to  stop  participating  in  device 
clinical  trials  for  Medicare  patients  with  a  few  stopping  trials  for  all  patients  as  a 
result  of  this  strict  interpretation.  i 

It  is  our  understanding  that  HCFA  is  exploring  ways  to  modify  its  practice.  HIMA 
believes  that  H.R.  1744  and  S.  955  must  be  enacted  so  that  there  is  no  doubt  that 
Congress  expects  HCFA  to  exercise  its  broad  authority  to  pay  for  clinical  trials.  As 
Gail  Wilensky,  chair  of  the  Physician  Payment  Review  Commission  stated  during 
its  June  14  meeting,  this  policy  question  requires  only  a  "relatively  minor  modifica- 
tion" to  fix  Medicare  payment  practices. 

"The  Medical  Device  Access  Assurance  Act  of  1995":  HIMA  enthusiastically 
urges  the  enactment  of  H.R.  1744  during  this  session.  It  would  restore  access  to  im- 
portant new  and  improved  technologies  for  Medicare  patients.  It  would  remove  a 
significant  barrier  to  the  American  medical  device  industry's  ability  to  remain  com- 
petitive. Provider,  patient,  and  industry  groups  all  support  H.R.  1744.  In  its  1995 
Annual  Report  to  Congress,  PPRC  recommended  that  Medicare  should  pay  for  FDA- 
approved  clinical  trials.  It  has  been  scored  budget  neutral  by  the  Congressional 
Budget  Office  (CBO).  It  enjoys  bipartisan  cosponsorship  in  both  the  House  and  Sen- 
ate. 

Home  Care 

Revisions  to  the  Medicare  program  must  recognize  the  cost  effectiveness  of  home 
medical  equipment  and  the  high  degree  of  patient  satisfaction  with  home  care.  The 
following  key  issues  should  be  part  of  Medicare  reform  to  assure  a  strong,  flexible 
home  medical  equipment  (HME)  benefit. 

1.  Definition  of  Home  Medical  Equipment.  The  Medicare  definition  of  durable  . 
medical  equipment  is  no  longer  consistent  with  the  insurance  coverage  of  many 
Americans  and  should  be  brought  up  to  date.  A  modern,  flexible  definition  of  home 
medical  equipment  (HME)  should  be  incorporated  in  statute.  Properly  drawn,  the 
definition  could  address  concerns  that  have  arisen  about  Medicare  s  current  limita- 
tions (attached  to  this  statement  is  a  fact  sheet  regarding  the  proposed  revised  defi- 
nition of  Durable  Medical  Equipment). 

2.  Patient  Choice  of  HME  Products.  Freedom  of  choice  in  medical  care  has  been 
identified  as  a  primary  goal  of  most  Americans  in  health  care  reform.  Current  Medi- 
care policies  on  HME  restrict  patient  choice.  An  amendment  that  allows  individuals 
to  "upgrade"  or  choose  additional  product  features  beyond  the  Medicare  approved 
product  at  his  or  her  own  expense  would  assure  that  patient  choice  remains  part 
of  the  modern  HME  benefit.  Tnis  upgrade  option  exists  only  with  non-assigned  Med- 
icare claims.  It  should  be  expanded  to  include  assigned  claims  so  the  beneficiary  car- 
combine  the  financial  protection  of  assignment  with  the  flexibility  of  greater  product 
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choice.  Enactment  of  H.R.  1754,  introduced  by  Representative  Sherrod  Brown  (D- 
OH),  would  achieve  this  goal. 

3.  Home  Infusion  Therapy  Benefit.  HIMA  supports  the  enactment  of  a  Medicare 
home  infusion  therapy  benefit  because  it  will  enhance  home  care  and  end  the  cur- 
rent confusion  over  Medicare  coverage  of  home  infusion.  Currently,  nutritional 
therapies  are  covered  under  the  prosthetic  device  benefit  and  other  infusion  thera- 
pies are  considered  durable  medical  equipment.  No  professional  services  are  recog- 
nized, even  though  they  are  crucial  to  proper  patient  care  in  the  home.  A  com- 
prehensive benefit  category  should  be  adopted.  Such  a  benefit  would  allow  Medicare 
to  be  a  more  prudent  purchaser  of  infusion  therapy  and  help  maintain  the  quality 
of  services  rendered. 

4.  Presence  of  a  Caregiver  in  the  Home.  Medicare  policy  forbids  consideration  of 
the  presence/absence,  health,  safety  and  well  being  of  a  caregiver  in  the  home.  This 
means  that  all  policy  is  based  on  the  assumed  presence  of  a  capable  caregiver  in 
the  home.  As  a  result,  certain  products,  such  as  electric  beds,  are  not  covered  be- 
cause they  are  not  needed  if  a  competent  caregiver  is  present  in  the  home.  On  the 
other  hand  the  caregiver  may  be  elderly  and  not  fully  able  to  perform  all  mechanical 
functions.  Medicare  law  should  be  changed  to  permit  the  Health  Care  Financing  Ad- 
ministration (HCFA)  to  give  consideration  to  the  home  environment,  including  the 
presence,  or  absence  of,  a  competent  caregiver. 

Competitive  Bidding 

Concern  over  the  burgeoning  federal  deficit  has  prompted  both  the  Administration 
and  Congress  to  seriously  consider  the  implementation  of  competitive  bidding  for 
clinical  laboratory  services,  durable  medical  equipment  (DME),  and  parenteral  and 
enteral  nutrition  (PEN)  under  Medicare.  HIMA  opposes  the  concept  of  competitive 
bidding. 

Competitive  bidding  should  not  be  confused  with  competition  in  the  health  care 
marketplace.  In  fact,  competitive  bidding  destroys  competition  by  allowing  a  winner- 
take-all  situation  and  driving  other  providers  out  of  business,  particularly  small  pro- 
viders. Ultimately,  this  will  drive  up  prices.  True  competition  compares  service  and 
price  while  competitive  bidding  looks  only  for  the  lowest  price  and  does  not  address 
issues  of  service,  choice  or  quality.  HIMA  strongly  believes  in  competition,  but  com- 
petitive bidding  is  not  true  competition.  In  today's  marketplace,  the  diversity  of  pro- 
viders brings  a  wide  variety  of  services  to  patients,  including  those  in  most  rural 
areas.  This  competitive  market  holds  down  prices  and  motivates  companies  to  en- 
hance the  quality  of  their  services. 

Both  the  Administration  and  Congress  endorse  the  expansion  of  managed  care  in 
the  health  care  market.  Competitive  bidding  is  antithetical  to  the  initiatives  to  ex- 
pand managed  care.  The  decision  to  expand  managed  care  options  is  based  on  the 
desire  to  offer  the  lowest  cost  services.  In  addition,  unlike  a  managed  care  group, 
which  has  a  geographically  contiguous  population,  a  clearly  identified  group  of  bene- 
ficiaries, and  a  case  manager  for  each  patient,  Medicare  has  none  of  these  important 
attributes  that  are  essential  to  soliciting  "bids"  for  a  clearly  defined  patient  group. 
Furthermore,  the  lack  of  a  case  manager  for  Medicare  patients  would  preclude  Med- 
icare from  assuring  that  patients  were  getting  the  equipment  and  services  con- 
tracted for  by  the  low  bidder.  The  adoption  of  competitive  bidding  would  be  an  invi- 
tation to  Medicare  to  create  a  new  bureaucratic  oversight  structure,  but  at  great 
cost  for  little  potential  return. 

The  desire  to  implement  competitive  bidding  also  is  based  on  achieving  the  lowest 
cost.  A  structure  that  permits  low  bidders  to  offer  inferior  quality  at  below  market 
prices  will  leave  Medicare  patients  worse  off  and  will  cost  more  in  the  long  run.  No 
competitive  bidding  program  to  date  has  successfully  ensured  the  level  and  quality 
of  support  and  service  essential  to  basic  patient  care. 

We  object  to  the  use  of  competitive  bidding  for  these  purposes  because  of  its  very 
poor  history  under  other  health  plans.  Prior  governmental  experience  with  competi- 
tive bidding  for  lab  testing  has  been  poor.  As  HCFA  noted  in  explaining  its  concerns 
about  competitive  bidding: 

Laboratories  might  knowingly  under  price  the  competition  in  order  to  win 
a  Medicare  contract,  even  if  they  know  they  will  be  unable  to  cover  their 
costs  at  the  bid  price.  This  practice,  known  as  "low  balling,"  has  occurred 
in  even  limited  competitive  contracts  awarded  by  the  Air  Force  and  by  the 
District  of  Columbia. 

Further,  we  are  concerned  that  competitive  bidding  will  not  ensure  quality  home 
medical  equipment  at  reduced  payment  levels.  In  fact,  it  could  curtail  access  to 
home  medical  equipment. 

A  study  by  the  General  Accounting  Office  (GAO)  found  no  administrative  cost  sav- 
ings from  its  studies  of  competitive  bidding  for  carrier  services  in  Medicare  pro- 
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ams.  A  1986  GAO  study  looked  at  seven  Medicare  pilot  projects  and  concluded 
at  four  of  the  seven  lost  more  money  than  they  saved.  GAO  found  that:  1)  competi- 
tive fixed-price  experiments  did  not  demonstrate  any  clear  advantage  over  the  cost 
contracts  already  in  use  to  administer  the  program  and  2)  frequent  use  of  competi- 
tive bidding  in  contracting  could  increase  Medicare  administrative  programs,  and 
would  increase  the  risk  of  poor  contractor  performance. 

In  addition,  competitive  bidding  usually  reduces  competition  by  eliminating  other 
sources  of  supply  over  time.  Competitive  bidding  has  keen  tried  for  home  medical 
equipment  and  subsequently  abandoned  in  a  number  of  states,  in  part  due  to  the 
problem  of  implementation.  The  complexity  of  dividing  the  entire  nation  into  mul- 
tiple and  reasonably  sized  service  areas  is  aaunting.  Additionally,  few  suppliers  pro- 
vide all  possible  services  that  may  be  needed.  Therefore,  special  care  should  be 
taken  to  assure  that  the  full  range  of  services  would  be  provided  by  multiple  bid- 
ders. Rural  communities  might  find  competitive  bidding  particularly  adverse  to  their 
interest. 

There  is  very  little  evidence  to  show  that  competitive  bidding  will  actually  save 
money  when  compared  to  other  reimbursement  tools.  In  fact,  under  the  competitive 
bidding  structure  for  oxygen  equipment  currently  used  by  the  Veterans  Administra- 
tion, there  is  wide  variance  in  equipment  delivery  time  in  order  to  allow  the  contrac- 
tor time  to  service  a  large  geographic  area.  Such  delays  are  expensive  and  burden- 
some to  patients. 

Under  Medicaid  contracts  which  have  used  competitive  bidding,  a  number  of  serv- 
ice-related problems  have  arisen,  including  inadequate  patient  education  and  train- 
ing on  the  equipment,  poor  follow-up  services  to  determine  if  the  patient  is  properly 
using  the  equipment,  irregular  equipment  checks  to  determine  if  the  equipment  is 
still  properly  working,  and  delays  in  repair  or  replacement  of  malfunctioning  equip- 
ment. 

Health  Care  Fraud  and  Abuse 

HIMA  supports  strong  anti-fraud  and  abuse  legislation.  HIMA's  primary  concern 
is  the  need  for  language  that  would  clarify  the  discount  exemption  to  the  anti-kick- 
back laws.  (Attached  to  this  statement  is  a  copy  of  draft  language  supported  by 
pharmaceutical  and  medical  device  manufacturers.)  Discounting,  as  a  legitimate 
marketing  practice,  actually  saves  the  system  money  by  encouraging  competition. 
HIMA,  along  with  other  device  and  pharmaceutical  manufacturers,  endorse  the  at- 
tached amendment  to  clarify  current  law. 

However,  there  is  some  concern  with  expanding  the  current  fraud  and  abuse  stat- 
ute to  private  pay  plans.  The  current  law  is  somewhat  unclear  and  should  be  re- 
vised before  expanded  so  that  legitimate  business  practices  are  not  inadvertently 
prohibited.  A  coalition  known  as  the  Health  Industry  Initiative  (HID  has  provided 
the  committee  with  a  complete  package  of  proposed  improvements  to  the  current 
fraud  and  abuse  statute.  We  hope  that  the  Committee  will  consider  all  of  HII's  sug- 
gested changes  as  it  debates  fraud  and  abuse  legislation. 

Summary 

Thank  you  for  the  opportunity  to  provide  these  written  comments  in  support  of 
H.R.  1744,  "The  Advance  Medical  Device  Access  Assurance  Act  of  1995,"  home  care, 
competitive  bidding,  and  health  care  fraud  and  abuse. 

(Attachments) 

PROPOSED  REVISED  DEFINITION  OF  DURABLE  MEDICAL  EQUIPMENT 

Definition  of  home  medical  equipment:  Home  medical  equipment  includes  medical 
devices,  products,  and  delivery  support  systems  which: 

a)  Can  withstand  repeated  use  by  multiple  users,  multiple  use  by  a  single  user, 
single  use  by  single  user  (where  medically  necessary  to  insure  optimum  therapeutic 
benefit)  and 

b)  Is  primarily  and  customarily  used  to  service  a  medical  purpose  including,  but 
not  limited  to  prevention,  treatment,  recovery  or  rehabilitation  from  an  illness  or 
injury,  and 

c)  Generally  is  not  useful  to  a  person  in  the  absence  of  an  illness,  injury,  or  dis- 
ability arising  from  genetic  or  birth  defects  or  the  effects  of  aging,  and 

d)  Is  appropriate  tor  use  in  a  home  or  other  residential  facility. 

EXPLANATION 

The  definition  is  changed  to  rename  it  from  durable  medical  equipment  to  "home 
medical  equipment"  reflecting  current  usage  within  the  industry.  The  definition 
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should  be  expanded  to  include  the  broad  spectrum  of  devices  used  in  the  home  that 
are  covered  By  Medicare.  The  addition  of  the  words  "medical  devices,  products  and 
delivery  support  systems"  picks  up  items  covered  under  the  medical  device  amend- 
ments, proaucts  such  as  mattresses  and  disposables,  and  the  delivery  support  sys- 
tems which  are  essential  to  the  proper  function  of  a  mechanical  device  such  as  a 
cannula  within  an  oxygen  concentrator. 

Equipment  is  used  in  different  types  of  scenarios.  The  repeated  use  by  multiple 
users  is  illustrated  by  many  beneficiaries  renting  the  same  wheelchair  over  time 
from  a  home  medical  equipment  supplier's  rental  fleet.  The  multiple  use  by  a  single 
user  occurs  when  a  patient  uses  a  wheelchair  or  cane  many  times,  and  the  item  is 
not  subsequently  re-rented.  By  virtue  of  sanitary  requirements,  there  are  products 
such  as  disposable  intravenous  pumps  that  should  be  used  only  once  by  a  single 
user.  Implantable  pumps  are  another  example  of  a  single  use  by  a  single  user. 

The  medical  purpose  is  broadened  to  include  prevention  because  of  the  need  to 
include  products  that  reduce  health  care  costs  by  preventing  illness  and  injury 
among  the  Medicare  population.  For  example,  bathroom  safety  products  and  wound 
care  have  only  limited  coverage  under  Medicare.  Every  year  there  are  250,000  falls 
in  the  bathroom  that  require  Hospitalization.  Most  of  these  people  are  over  the  age 
of  65.  These  falls  can  be  prevented  by  bathroom  safety  products  that  are  signifi- 
cantly less  expensive  than  the  cost  of  a  hip  replacement.  Wound  care  is  another 
area  in  which  prevention  and  early  intervention  of  pressure  ulcers  also  can  save 
money.  Under  the  current  Medicare  law,  preventive  uses  of  these  products  are  not 
covered. 

Birth  and  genetic  defects  and  aging  are  added  to  the  definition  because  Medicare 
currently  doesn't  cover  home  medical  equipment  users  who  are  in  that  situation  be- 
cause of  these  problems.  This  revised  definition  is  patterned  more  after  the  terms 
used  in  the  "Americans  with  Disabilities  Act".  This  revised  definition  will  mean  that 
Medicare  would  reimburse  patients  for  tools  that  allow  them  to  achieve  personal 
dignity  and  be  independent  of  requiring  assistance  with  daily  living  activities. 

Finally,  other  residential  facilities  are  added  to  broaden  the  concept  of  home  be- 
cause these  products  are  appropriately  used  in  these  other  residential  facilities  or 
institutions. 

PROPOSAL  TO  CLARIFY  ANTI-KICKBACK  LAW  PROVISION  FOR  DISCOUNTS 

Legislative  Change 
Amend  42  U.S.C.  Sec.  1320  a-7b(b)(3)(A)  to  read: 
A  discount  or  other  reduction  in  price  (including  reductions  in  price  applied 
to  combinations  of  items  and  lor  services,  and  reductions  made  available  as 
part  of  capitation  risk  sharing,  disease  management  or  similar  programs) 
obtained  by  a  provider  of  services  or  other  entity  under  Medicare  or  a  State 
health  care  program  if  the  reduction  in  price  is  properly  disclosed  and  ap- 
propriately reflected  in  the  costs  claimed  or  charges  made  by  the  provider 
or  entity  under  Medicare  or  a  state  health  care  program.  Provided,  however, 
that  where  an  entity  which  does  not  report  its  costs  on  a  cost  report  sepa- 
rately claims  an  item  or  service  for  payment,  and  payment  by  the  Medicare 
program  or  a  state  health  care  program  is  not  based  on  actual  acquisition 
costs,  then  a  price  reduction  on  the  item  or  service  may  be  properly  disclosed 
and  appropriately  reflected  by  providing  full  and  accurate  information  con- 
cerning the  price  reduction  at  the  time  the  value  of  the  reduction  is  known, 
at  the  request  of  the  Secretary  or  a  State  agency. 

Explanation 

The  Committee  is  concerned  that  the  "discount"  exception  to  the  statute  as  cur- 
rently interpreted,  and  the  "discount"  safe  harbor  regulation,  have  the  potential  to 
impede  implementation  of  commercially  reasonable  and  non-abusive  marketing 
practices.  One  such  practice  is  the  combining  for  discount  purposes  of  various  prod- 
ucts and/or  services  supplied  by  a  company  to  a  provider.  Another  example  is  the 
use  of  disease  state  management  programs,  where  the  manufacturer  or  supplier 
shares  financial  risk  with  the  provider  in  caring  for  the  patient.  A  third  example 
involves  the  provision  of  discounts  based  upon  purchase  volume  during  a  fixed  time 
period.  While  these  arrangements  may  diner  from  pure  time-of-sale  price  discounts 
on  a  single  item  or  service,  they  are  appropriate  in  the  current  health  care  environ- 
ment. Tney  are  marketplace  phenomena  developed  in  response  to  provider  and 
payor  demands  for  more  cost-effective  purchasing  options.  Under  these  cir- 
cumstances, the  manufacturer  or  supplier  is  simply  reducing  price  based  on  sales 
volume,  creating  efficiencies  through  the  breadth  of  its  product  line,  or  developing 
disease  management  guidelines  and  taking  some  risk  for  reducing  health  care  costs 


571 

for  patients  treated  with  its  products.  Similarly,  the  provider  is  prudently  negotiat- 
ing arrangements  which  represent  the  most  cost-effective  means  of  providing  quality 
patient  care.  The  Committee  believes  that  these  arrangements  are  appropriate  and 
create  no  potential  for  abuse  so  long  as  there  is  adequate  disclosure  of  the  financial 
parameters  of  these  arrangements  so  that  the  Medicare  and  State  health  care  pro- 
grams are  able  to  ascertain  cost  data  for  purposes  of  revising  payment  rates  and 
are  able  otherwise  to  evaluate  the  impact  of  these  arrangements.  The  Committee 
believes  the  manufacturer  or  supplier  providing  the  discount  can  meet  its  disclosure 
responsibility  by  informing  the  buyer  of  the  existence  and  actual  amount  of  the  dis- 
count, at  the  time  it  is  know;  similarly,  the  provider  can  meet  its  obligation  by  pro- 
viding this  information,  as  may  be  requested,  to  the  Secretary  or  state  health  care 
agency. 


Prepared  Statement  of  the  National  Alliance  for  Infusion  Therapy 

The  National  Alliance  for  Infusion  Therapy  (NAIT)  submits  this  testimony  to  the 
Commerce  Subcommittee  on  Health  and  the  Environment  for  the  record  of  the  hear- 
ings held  by  the  Subcommittee  on  the  future  of  the  Medicare  program. 

NAIT  is  a  national  association  of  providers  and  manufacturers  who  serve  patients 
in  need  of  home  infusion  therapy  and  other  home  care  services.  Home  infusion  ther- 
apy is  life-sustaining  treatment  for  people  suffering  from  a  variety  of  diseases  and 
conditions,  including  cancer,  AIDS,  infections,  severe  pain,  gastrointestinal  dis- 
orders, and  many  others.  Appropriately  administered,  it  is  far  less  expensive  than 
comparable  care  in  an  inpatient  setting. 

We  are  pleased  to  discuss  Medicare  savings  and  reform  proposals  as  they  pertain- 
to  home  infusion  therapy.  We  believe  that  the  Medicare  system  must  be  reformed 
to  reflect  more  accurately  the  way  health  care  is  delivered  today.  We  further  believe 
that  Medicare's  management  of  home  infusion  therapy  is  an  ideal  example  of  how 
Medicare  has  fallen  tar  behind  the  private  sector,  to  the  detriment  of  its  bene- 
ficiaries. 

There  are  few  areas  that  are  more  illogical  and  self-defeating  than  Medicare's 
policies  toward  infusion  therapy.  Medicare  defines  home  infusion  therapy  wrongly, 
and  as  a  result,  cannot  cover  it  in  a  sensible  manner  or  ensure  that  its  beneficiaries 
are  receiving  quality  care.  We  would  be  thankful  if,  as  a  result  of  this  legislative 
process,  Medicare  is  reformed  so  that  home  infusion  therapy  is  defined  properly.  If 
that  occurs,  the  program  can  ensure  wise  expenditures  for  home  infusion  therapy 
and  quality  care  for  its  beneficiaries. 

To  better  understand  why  Medicare's  coverage  and  payment  policies  for  infusion 
therapy  do  not  work,  it  would  be  helpful  to  explain  briefly  what  infusion  therapy 
is  and  how  it  can  be  dramatically  cost  effective  when  properly  provided. 

Drugs  are  administered  by  infusion  when  other  routes  of  administration  are  not 
possible,  effective,  or  desirable,  or  when  a  sufficiently  rapid  therapeutic  response  is 
not  likely  to  be  achieved.  In  the  case  of  parenteral  and  enteral  nutrition,  nutrient 
solutions  are  administered  by  infusion  when  the  patient  cannot  ingest  enough  nutri- 
ents orally  to  maintain  adequate  weight  and  strength. 

Infusion  therapy  has  been  provided  in  acute  inpatient  settings  for  several  decades. 
The  first  infusion  therapies  introduced  into  the  home  setting  during  the  1970s  were 
nutritional  therapies— parenteral  and  enteral  nutrition.  In  the  mid-1980s,  antibiotic 
therapy,  chemotherapy,  pain  management,  and  other  therapies  were  added  to  the 
spectrum  of  infusion  therapies  that  are  commonly  provided  to  patients  in  their 
homes.  Currently,  there  are  over  20  different  therapies  being  offered  in  the  home 
and  other  outpatient  settings,  and  Attachment  A  provides  a  summary  of  the  most 
common  therapies  and  the  clinical  indications  for  their  use.  Medicare  provides  lim- 
ited coverage  of  infusion  therapy,  and  the  portion  of  Medicare  costs  attributable  to 
home  infusion  therapy  is  actually  small  in  relation  to  total  home  care  expenditures 
and  extremely  small  in  relation  to  the  total  program,  but  we  still  believe  that  it  is 
an  area  that  warrants  serious  change. 

The  use  of  home  infusion  therapy  grew  rapidly  in  the  mid-1980s  with  the  trend 
to  release  patients  from  the  hospital  at  earlier  stages  of  recovery  to  complete  treat- 
ment in  the  home  or  other  outpatient  settings.  In  response  to  this  trend,  a  new  type 
of  home  care  provider  evolved,  one  that  specialized  in  home  infusion  therapy  and 
other  high-tecn  home  care  services.  These  providers  utilized  technological  develop- 
ments and  advancements  in  home  nursing  and  pharmacy  practice  to  create  a  "hos- 
pital without  walls"  concept  of  home  care.  Compared  to  inpatient  care,  home  infu- 
sion therapy  saves  hundreds  of  dollars  per  day  in  hospital  "room  and  board"  costs, 
where  patients  are  properly  selected  for  home  treatment.  For  home  infusion  therapy 
to  be  successful,  however,  nurses  and  pharmacists  must  collaborate  with  the  pa- 
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tient's  physician  to  carry  out  a  patient-specific  plan  of  care.  The  activities  of  these 
professionals  are  described  in  Attachment  B. 

In  many  respects,  home  infusion  therapy  is  a  genuine  success  story,  combining 
the  application  of  clear  incentives  by  the  government  with  the  technological  ad- 
vances of  the  private  sector  to  offer  high-tech  care  to  persons  in  their  homes.  Medi- 
care, however,  does  not  see  it  that  way.  As  far  as  Medicare  is  concerned,  home  infu- 
sion therapy  does  not  really  exist,  at  least  not  as  the  entire  clinical  community  un- 
derstands it.  Rather,  Medicare  persists  in  looking  at  infusion  not  as  the  provision 
of  therapy  but  as  the  delivery  of  products  and  equipment,  without  the  accompani- 
ment of  medically  necessary  professional  services.  The  Health  Care  Financing  Ad- 
ministration (HCFA)  has  strenuously  avoided  all  efforts  to  regulate  home  inmsion 
therapy  in  a  manner  that  would  reflect  accurately  how  it  is  provided.  As  a  result, 
we  believe  that  HCFA  has  missed  opportunities  to  reasonably  control  expenditures 
for  this  benefit  without  reducing  the  quality  of  the  care  provided  to  Medicare  bene- 
ficiaries. 

Instead,  HCFA  has  sought  to  control  infusion  therapy  by  grouping  it  with  the  de- 
livery of  products  with  which  it  has  little  in  common.  Parenteral  and  enteral  nutri- 
tion (PEN)  therapies  are  covered  under  the  prosthetic  device  benefit  of  Medicare 
Part  B,  while  other  infusion  therapies  are  covered  at  carrier  discretion  under  the 
durable  medical  equipment  benefit,  also  under  Part  B.  Neither  benefit  explicitly  rec- 
ognizes the  professional  services  described  earlier.  HCFA  interprets  both  Denefits  as 
only  covering  drugs  or  nutrients,  supplies,  and  equipment  used  in  the  provision  of 
therapy.  Although  it  is  commonly  understood,  even  within  HCFA,  that  it  is  the 
nursing  and  pharmaceutical  services  that  enable  patients  to  receive  care  in  the 
home  at  all,  Medicare's  coverage  criteria  still  do  not  acknowledge  that  those  services 
have  any  role  in  home  infusion  therapy. 

A  natural  question  arises  at  this  point:  What  does  HCFA  gain  by  defining  home 
infusion  therapy  simply  as  the  delivery  of  products?  The  answer  is  simple — short- 
sighted, short-term  cost  savings.  If  HCFA  can  cling  to  a  product-only  definition, 
then  it  can  advocate  for  product-only  reimbursement,  even  when  it  is  clear  that  the 
products  are  only  one  component  of  therapy.  HCFA  can  then  trim  the  current  pay- 
ment so  that  not  one  dollar  of  reimbursement  is  applied  to  the  provision  of  services. 
At  best,  this  position  is  simply  disingenuous,  and:  at  worst,  it  is  dangerous  for  pa- 
tients and  constitutes  a  poor  basis  for  the  creation  of  new  policies  to  guide  the  fu- 
ture. 

This  has  resulted,  year  after  year,  in  a  tug  of  war  between  HCFA  and  home  infu- 
sion therapy  providers  over  HCFA's  proposed  cuts  in  reimbursement.  HCFA's  pro- 
posed cuts  have  varied  over  the  years,  but  they  would  all  accomplish  the  same 
thing,  which  is  to  halt  any  payment  that  may  possibly  reflect  the  provision  of  profes- 
sional services.  Each  time,  we  have  suggested  alternative  cuts  that  we  believe  make 
more  sense  and  do  not  threaten  patients,  and  Congress  has  generally  responded 
well  to  our  suggestions. 

This  year,  HCFA  is  again  suggesting  harmful  cuts  in  the  form  of  competitive  bid- 
ding. HCFA  has  been  testifying  before  Congress  that  it  wants  the  authority  to  com- 
petitively bid  for  certain  services  covered  under  Part  B  of  the  Medicare  program, 
including  parenteral  and  enteral  nutrition.  This  is  a  seriously  flawed  proposal,  and 
we  believe  Congress  should  reject  it. 

It  is  clear  that  HCFA  and  other  advocates  of  Medicare  competitive  bidding  are 
trying  to  convince  Congress  of  its  merits  by  touting  the  "competitive"  nature  of  the 
proposal.  Unfortunately,  the  Medicare  competitive  bidding  proposal  is  nothing  like 
the  competitive  bidding  that  occurs  in  the  private  sector  every  day.  This  is  a  very 
important  point — we  do  not  oppose  competitive  bidding,  as  it  is  a  way  of  life  outside 
of  the  Medicare  program.  What  is  being  proposed  for  Medicare,  however,  will  do  lit- 
tle more  than  drive  many  providers  out  of  business  and  leave  the  market  to  the  pro- 
viders that  do  not  provide  good  quality  services  along  with  the  products  they  deliver. 
That,  we  hope  you  would  agree,  is  not  a  good  result  for  anyone,  including  HCFA. 

In  the  private  sector,  health  plans  that  use  the  competitive  bidding  approach  to 
select  providers  rely  on  one  or  more  of  the  following:  quality  standards  developed 
by  the  health  plan,  or  as  an  alternative,  a  requirement  that  all  eligible  providers 
be  accredited  by  the  Joint  Commission  on  the  Accreditation  of  Healthcare  Organiza- 
tions; a  clear  and  accurate  definition  of  the  therapy(ies)  in  question,  so  that  the  pro- 
viders will  know  precisely  what  is  expected  of  them;  and  some  means  of  measuring 
outcomes,  so  that  the  health  plan  can  track  the  clinical  effectiveness  of  the  partici- 
pating providers. 

None  of  these  mechanisms  would  be  in  place  for  the  Medicare  competitive  bidding 
system.  There  are  no  program  or  quality  standards  for  infusion  therapy,  because 
tnese  are  Part  B  therapies,  and  providers  are  not  subject  to  Medicare  conditions  of 
participation.  As  noted  above,  HCFA  persists  in  wrongly  defining  the  very  therapies 
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it  seeks  competitive  bids  on,  so  that  the  winning  bid  will  be  limited  to  the  items 
HCFA  recognizes  as  covered  under  PEN  therapy,  and  would  exclude  the  profes- 
sional services  that  make  these  therapies  available  in  the  home.  Finally,  there  is 
no  outcomes  measurement  mechanism  at  all  in  place  for  Medicare,  so  there  is  no 
way  for  the  program  to  ascertain  how  its  beneficiaries  are  faring  under  this  new, 
untried  system. 

This  all  adds  up,  in  our  view,  to  a  recipe  for  disaster  for  patients  and  providers 
alike.  One  can  only  imagine  how  poorly  competitive  bidding  would  work  in  other 
areas  if  the  government  purposely  misdefines  what  is  being  bid  on.  For  example, 
if  the  Department  of  Defense  put  out  a  bid  for  a  new  fighter  jet,  and  explicitly  ex- 
cluded the  cost  of  the  engine  from  the  bids  it  was  seeking  so  as  to  appear  to  be  sav- 
ing" money  (at  least  on  paper),  the  Congress  and  the  public  would  oe  rightly  indig- 
nant about  the  behavior  of  the  Defense  Department.  HCFA's  competitive  bidding 
proposal  warrants  the  same  reaction,  for  the  same  reasons.  We  urge  Congress  to  re- 
ject this  ill-considered  policy. 

Recommendations 

We  understand  the  need  to  reform  Medicare  and  find  needed  cost  savings  to  en- 
sure the  solvency  of  the  program.  We  believe  there  is  a  sensible  way  to  achieve  this 
for  home  infusion  therapy  without  undermining  quality  and  competition,  as  HCFA's 
competitive  bidding  proposal  would  do. 

In  short,  our  proposal  is  to  redefine  home  infusion  therapy  under  Medicare  to  in- 
clude professional  services.  We  are  not  seeking  any  reimbursement  increase  to  re- 
flect the  more  accurate  definition.  In  fact,  our  proposal  will  allow  HCFA  to  pay  for 
professional  services  only  when  the  patient  needs  them  and  thus  save  money.  We 
nave  described  the  activities  of  nurses,  pharmacists,  and  other  professionals  in  car- 
ing for  patients.  However,  this  level  of  activity  is  not  the  same  for  every  patient. 
Some  patients  actually  may  not  need  services  from  their  home  infusion  therapy  pro- 
vider, either  because  they  have  access  to  services  through  another  provider  (nursing 
home,  nursing  agency)  or  because  they  have  been  on  therapy  for  a  long  time  and 
have  grown  proficient  in  self-administering  their  treatment.  However,  Medicare  pay- 
ment for  home  infusion  therapy  currently  does  not  vary  according  to  whether  the 
patient  is  receiving  services  or  not. 

This  is  one  of  the  main  differences  between  Medicare  and  the  private  sector  as 
far  as  coverage  and  reimbursement  for  home  infusion  therapy  is  concerned.  Private 
insurers  directly  cover  services,  and  pay  for  them  according  to  the  needs  of  the  pa- 
tient. Medicare  pays  the  same  for  every  patient,  regardless  of  what  the  patient 
needs. 

There  are  several  ways  to  remedy  this  situation.  We  submit  three  options  for  your 
consideration: 

I.  One  option  is  within  the  context  of  the  broad  Medicare  reform  measures  under 
discussion,  where  beneficiaries  would  be  given  a  choice  among  several  alternatives 
for  health  care  coverage,  ranging  from  the  current  Medicare  fee-for-service  system 
to  private  sector  options  such  as  the  use  of  vouchers  and  managed  care.  We  would 
simply  request  that  for  all  beneficiary  options,  there  should  be  a  standard  definition 
of  home  infusion  therapy  that  includes  clinical  services,  drugs  or  nutrients,  equip- 
ment, and  supplies.  We  support  the  idea  of  moving  Medicare  beneficiaries  out  of  the 
fee-for-service  system  into  managed  care.  Even  if  that  happens,  however,  some  will 
choose  to  stay  with  the  current  system.  For  them,  the  definition  of  home  infusion 
therapy  should  be  the  same  as  for  those  who  choose  a  managed  care  option.  This 
will  ensure  equity  for  beneficiaries  who  stay  in  the  fee-for-service  segment  and  will 
give  Medicare  the  same  ability  as  private-sector  insurers  to  control  reimbursement 
and  utilization  of  home  infusion  therapy  services. 

II.  If  there  is  no  broad-based  reform  of  Medicare,  there  are  still  ways  to  improve 
the  current  fee-for-service  system.  A  second  option  is  to  make  a  definition;  a  change 
within  the  existing  coverage  of  home  infusion  therapy.  As  stated  earlier,  home  infu- 
sion therapy  is  covered  under  the  prosthetic  device  and  durable  medical  equipment 
benefits  of  Medicare  Part  B.  Congress  could  leave  infusion  therapy  within  those  cov- 
erage niches  but  expand  the  definition  of  the  therapies  to  accurately  reflect  the  clini- 
cal services  in  addition  to  drugs,  nutrients,  equipment,  and  supplies.  This  would 
allow  the  program  to  develop  payment  rates  that  reflect  varying  levels  of  service  in- 
tensity. 

III.  A  third  option  would  be  to  remove  coverage  of  home  infusion  therapy  from  the 
prosthetic  device  and  durable  medical  equipment  benefits  and  create  a  new  coverage 
"niche"  for  infusion  therapy  that  includes  clinical  services.  Only  those  infusion  thera- 
pies that  are  currently  covered  by  Medicare  would  be  covered,  and,  as  in  the  second 
option,  payment  could  be  structured  so  that  Medicare  only  pays  for  services  when 
patients  need  them. 
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Any  one  of  the  three  options  described  above,  if  properly  implemented,  would  de- 
crease total  Medicare  expenditures  for  home  infusion  therapy  and  bring  Medicare  in 
line  with  private  sector  reimbursement  of  home  infusion  therapy.  By  simply  acknowl- 
edging that  the  services  are  integral  parts  of  infusion  therapy,  HCFA  can  determine 
when  to  pay  for  them  and  when  not  to  pay  for  them  and  thus  control  cost  in  an 
intelligent  manner. 

In  conclusion,  we  ask  that  Congress  reject  ill-conceived  and  anti-competitive  pro- 
posals such  as  HCFA's  competitive  bidding  system  in  favor  of  more  progressive  re- 
forms. For  home  infusion  therapy,  this  means  recognizing  the  therapy  for  what  it 
is:  a  service-driven,  patient-specific  approach  to  home  care.  In  so  doing,  the  Medi- 
care program  can  realize  savings  without  putting  beneficiaries  at  risk  and  doing  ir- 
reparable harm  to  the  market.  We  appreciate  the  opportunity  to  submit  testimony 
to  the  Subcommittee,  and  we  hope  to  work  with  Congress  as  it  undertakes  the  task 
of  reforming  the  Medicare  program.  If  members  of  the  Subcommittee  or  their  staff 
have  any  questions  regarding  this  testimony,  please  contact  Alan  Parver  or  Jana 
Sansbury  at  (202)  347-0066. 

Attachment  A 

TYPES  OF  HOME  INFUSION  THERAPY 

Introduction 

Drugs  are  administered  by  infusion  when  other  routes  of  administration  are  not 
possible,  effective  or  desirable  or  when  a  sufficiently  rapid  therapeutic  response  is 
not  likely  to  be  achieved.  In  the  case  of  parenteral  or  enteral  nutrition,  nutrient  so- 
lutions are  administered  by  infusion  when  the  patient  cannot  ingest  enough  nutri- 
ents orally  to  maintain  adequate  weight  and  strength. 

Clinically  speaking,  drug  administration  by  infusion  has  advantages  and  dis- 
advantages. When  administered  by  infusion,  the  therapeutic  agent  is  completely  and 
reliably  delivered  to  the  bloodstream  and  is  therefore  immediately  available  to  the 
body's  tissues.  In  addition,  large  doses  can  be  administered  continuously,  thus 
avoiding  tissue  damage  from  potentially  irritating  drugs.  On  the  other  hand,  such 
administration  carries  with  it  the  risk  of  systemic  infection  and  venous  irritation. 
Further,  certain  parenteral  drugs  can  cause  a  negative  reaction  if  they  are  incom- 
patible with  the  patient  or  if  they  are  administered  too  rapidly.  In  such  cases,  the 
consequences  may  be  serious  and  even  life-threatening.  For  these  reasons,  patients 
must  be  carefully  screened  for  their  suitability  for  home  infusion  therapy. 

Typically,  most  home  infusion  therapy  is  administered  intravenously  (into  a  vein) 
but  many  other  routes  of  administration  are  feasible,  depending  on  the  therapy  and 
other  clinical  factors.  Whatever  route  is  chosen,  any  infusion  requires  two  basic 
types  of  equipment:  (1)  a  vascular  access  device  (usually  a  catheter)  through  which 
tne  drug  or  solution  enters  the  bloodstream  and  (2)  an  infusion  device  (usually  a 

f)ump  or  a  gravity  drip  system)  to  move  the  solution  from  its  container  into  the  de- 
ivery  system  and  then  into  the  patient.  Technological  advances  in  equipment  over 
the  last  two  decades  have  played  a  major  role  in  making  infusion  therapy  possible 
in  the  home,  and  future  advances  should  continue  to  expand  the  range  of  treatment 
options  in  the  home  setting. 

Clinical  Indications  for  Home  Infusion  Therapy 

Home  infusion  therapy  is  used  to  treat  a  variety  of  medical  conditions.  A  few  of 
the  most  common  are  listed  below: 

•  Infections  of  many  kinds,  including  osteomyelitis,  cellulitis,  endocarditis,  res- 

piratory infections,  urinary  tract  infections,  gynecologic  infections,  post-opera- 
tive infection,  cytomegalovirus  infection,  cystic  fibrosis,  chorioretinitis,  pneu- 
monia and  Lyme  disease.  Such  infections  can  be  treated  with  IV  administration 
of  antibiotics. 

•  Cancer,  including  bronchial/lung,  breast,  prostate,  colon,  recto-sigmoid,  kidney, 

ovarian  and  multiple  myeloma.  Cancer-related  pain  is  often  treated  with  home 
infusion  therapy  as  well.  Infusion  therapy  allows  precise  dosages  of  chemo- 
therapeutic  agents,  which  can  be  quite  toxic  if  administered  too  rapidly. 

•  Nutrition-related  problems,  such  as  Crohn's  Disease  and  enteritis,  hypoglycemia/ 

malnutrition  following  GI  surgery,  intestinal  obstruction,  short-bowel  syndrome, 
smooth  muscle  disorders,  esophageal  cancer,  infantile  cerebral  palsy,  and 
stroke-related  conditions  such  as  dysphagia.  These  patients  require  IV  adminis- 
tration or  tube  feeding  of  nutrient  formulas. 

•  AIDS-related  conditions.  AIDS  patients  suffer  from  a  variety  of  opportunistic  in- 

fections and  conditions  associated  with  immune  deficiency  that  can  be  treated 
with  home  infusion  therapy.  Cytomegalovirus  infection,  chorioretinitis,  pneu- 
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monia,  anemia,  malnutrition  and  severe  pain  are  the  most  common.  Thus,  AIDS 
patients  may  receive  several  infusion  therapies,  including  nutritional  therapy. 

•  High-risk  pregnancy.  Home  infusion  therapy  for  these  patients  usually  involves 

administration  of  tocolytic  drugs  such  as  terbutaline  to  prevent  premature 
labor. 

•  Congestive  heart  failure.  These  patients  benefit  from  IV  administration  of  drugs 

such  as  dobutamine  to  help  strengthen  cardiac  function. 

•  Hemophilia.  Hemophiliacs  need  administration  of  agents  that  promote  blood  clot- 

ting (Factor  VIII,  Anti-Inhibitor  Coagulant,  Factor  IX  Complex). 

•  Thalassemia.  This  condition  is  caused  by  an  excess  of  iron  in  the  system  and  is 

treated  through  infusion  of  drugs  such  as  deferoxamine. 

•  Pituitary  dwarfism  and  other  growth  disorders.  These  patients  require  infusion  of 

human  growth  hormone  to  assist  in  their  growth  and  development. 

Types  of  Home  Infusion  Therapy 

Although  a  variety  of  infusion  therapies  are  currently  rendered  in  the  home,  the 
most  common  are  antibiotic  therapy,  chemotherapy,  pain  management,  parenteral 
nutrition  and  enteral  nutrition.  During  an  episode  of  illness,  most  home  infusion 
therapy  patients  require  periodic  administration  of  a  single  drug  or  nutrient  solu- 
tion. However,  some  patients  require  multiple  drugs  or  therapies  concurrently.  For 
example,  cancer  patients  suffering  from  severe  pain  and  malnutrition  may  need 
both  pain  management  and  parenteral  nutrition;  a  patient  with  a  serious  infection 
from  multiple  organisms  may  need  intravenous  infusion  of  multiple  antibiotics.  Fol- 
lowing is  a  description  of  the  five  major  home  infusion  therapies. 

Antibiotic  Therapy.  Administration  of  antibiotics  to  treat  infections  is  the  infusion 
therapy  most  commonly  administered  in  the  home.  Some  of  the  conditions  treated 
with  home  antibiotic  therapy  are  listed  above.  Treatment  may  last  from  as  little  as 
a  few  days  to  several  months.  Patients  who  are  HIV  positive  and  who  have  devel- 
oped serious  opportunistic  infections  often  require  treatment  for  significantly  longer 
periods  of  time. 

Chemotherapy.  The  parenteral  administration  of  anti-neoplastic  or  anti-cancer 
drugs  is  intended  to  destroy  or  alter  the  growth  pattern  of  malignant  cancer  cells. 
The  type  of  drug,  the  frequency  of  administration  and  the  duration  of  therapy  de- 
pend on  the  type  of  cancer,  the  extent  to  which  it  has  spread  and  the  drug's  action 
and  toxicity.  Some  patients  receive  chemotherapy  once  a  week  for  up  to  six  weeks. 
Others  receive  it  five  to  ten  consecutive  days  each  month.  Still  others  are  treated 
more  frequently  or  for  longer  time  periods.  Because  the  potential  dangers  of  intra- 
venous chemotherapy  include  life-threatening  toxicity,  physicians,  nurses  and  phar- 
macists must  monitor  chemotherapy  patients  closely. 

Pain  Management.  Effective  pain  management  using  narcotics  can  alleviate  se- 
vere pain,  thereby  decreasing  anxiety  and  enhancing  the  quality  of  the  patient's  life. 
Chronic  and  severe  pain  may  be  caused  by  cancer,  neurologic,  orthopedic  or  certain 
AIDS-related  conditions.  Home  pain  management  enables  patients  to  leave  the  hos- 
pital and  receive  therapy  in  the  comfort  of  their  homes.  It  also  enables  terminally 
ill  patients  to  spend  the  last  weeks  of  their  life  in  relative  comfort  in  familiar  sur- 
roundings with  family  and  loved  ones. 

The  frequency  of  administration  and  dosage  depend  on  the  medication  and  the  pa- 
tient's response  to  the  medication.  Because  the  severity  of  pain  typically  fluctuates 
over  the  course  of  a  dav,  pumps  that  allow  for  continuous  infusion  of  pain  medica- 
tion, as  well  as  bolus  rescue  doses  that  the  patient  can  self-administer  up  to  a 
maximum  dosage,  are  often  used. 

Parenteral  Nutrition.  Also  referred  to  as  intravenous  hyperalimentation  or  total 
parenteral  nutrition,  parenteral  nutrition  enables  patients  to  meet  their  daily  needs 
for  carbohydrates,  proteins,  vitamins,  minerals,  trace  elements,  fats  and  other  nutri- 
ents through  a  surgically  inserted  venous  catheter  or  other  vascular  access  device. 
Parenteral  nutrition  is  often  recommended  for  patients  with  malnutrition  resulting 
from  Crohn's  disease,  short-bowel  syndrome,  bowel  obstruction,  severe  burns, 
malabsorption  syndrome,  pancreatitis,  cancer,  ulcerative  colitis,  and  AIDS-related 
malnutrition.  The  common  element  of  these  indications  is  that  the  patient's  diges- 
tive system  does  not  permit  the  patient  to  absorb  nutrients  sufficient  to  maintain 
adequate  weight  and  strength. 

Parenteral  nutrition  formulas  are  designed  to  meet  a  patient's  specific  nutrient 
needs;  the  formulas  specified  in  the  physician's  prescription  are  compounded  by  a 
pharmacist  in  a  special  environment  designed  to  assure  sterility.  Clinical  and  lab- 
oratory tests  are  performed  to  monitor  the  patient's  response  to  therapy.  Parenteral 
nutrition  may  be  administered  continuously  throughout  the  day  or  cycled  over  a  pre- 
scribed number  of  hours  each  day  (usually  overnight).  Since  an  accurate  infusion 
rate  is  essential,  an  infusion  pump  equipped  with  alarms  is  used  for  administration. 
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Enteral  Nutrition.  Enteral  nutrition  involves  tube  feeding  directly  into  the  pa- 
tient's stomach  or  intestine.  Enteral  nutrition  therapy  is  appropriate  for  patients 
whose  lower  gastrointestinal  tract  functions  normally  but  who  are  unable  or  unwill- 
ing to  swallow,  who  have  a  gastric  obstruction  or  wno  cannot  otherwise  ingest  ade- 
quate amounts  of  food  and  fluids  by  mouth.  Likely  causes  include  surgery  of  the 
gastrointestinal  tract,  mechanical  obstruction  or  malfunction  caused  by  a  malignant 
or  non-malignant  disease,  a  comatose  state  or  Alzheimer's  disease. 

Most  enteral  nutrition  patients  are  fed  through  a  nasogastric  or  smaller  feeding 
tube.  The  tube  is  inserted  through  the  nasal  passage  with  the  proximal  end  placed 
into  the  patient's  stomach  or  duodenum  by  a  physician  or  nurse  trained  in  such  in- 
sertions. Often,  enteral  nutrition  patients  needing  long-term  therapy  are  fed 
through  gastrostomy  or  jejunostomy  tubes,  which  are  inserted  through  a  surgical  in- 
cision in  the  abdominal  wall,  with  the  proximal  end  placed  directly  into  the  stomach 
or  jejunum. 

Enteral  nutrition  therapy  formulas  or  solutions  ordinarily  are  premixed  by  the 
manufacturer.  They  may  consist  of  standard  dietary  ingredients  or  may  be  tailored 
to  a  patient's  specific  nutritional  requirements.  A  relatively  simple  pump  is  often 
used  to  ensure  accurate  delivery  of  the  formula. 

Attachment  B 

DESCRIPTION  OF  PROFESSIONAL  SERVICES 

The  process  of  admitting  a  patient  to  home  infusion  therapy  begins  with  a  tele- 
phone call  from  a  physician,  hospital  discharge  planner,  home  health  agency,  case 
manager,  or  payer.  While  office  personnel  or  clinical  staff  can  take  referral  informa- 
tion related  to  demographic  data  and  insurance  information,  only  a  licensed  phar- 
macist or  registered  nurse  can  receive  orders  for  treatments  and  prescriptions. 

A  physician's  treatment  plan  for  the  patient  is  developed;  ideally,  this  should  be 
a  collaborative  effort  between  the  prescribing  physician  and  the  provider's  phar- 
macist and  nurse.  The  treatment  plan  is  patient-specific,  and  sets  forth  the  physi- 
cian's therapeutic  goals  and  desired  regimen  of  care  for  the  particular  patient.  The 
infusion  therapy  provider  develops  a  plan  of  care  to  carry  out  the  physician's  treat- 
ment plan.  Where  patients  require  multiple  therapies,  the  providers  plan  of  care 
can  be  quite  complex  and  time-consuming  to  develop. 

A  clinical  nurse  specialist  conducts  an  initial  patient  assessment  to  determine  the 
patient's  suitability  for  home  infusion  therapy.  Normally,  the  nurse  interviews  the 
patient  in  person  prior  to  discharge  from  the  hospital,  and  visits  the  patient's  home 
as  well.  The  assessment  includes  an  analysis  of  the  home  environment  for  safety 
and  appropriateness  for  care,  delivery,  a  physical  and  psychosocial  assessment,  re- 
view of  the  patient's  medical  condition  and  current  medication,  vascular  access  as- 
sessment, and  a  summary  of  the  patient's  treatment  prior  to  the  home  care  admis- 
sion. 

The  home  infusion  staff  verifies  insurance  benefits,  and  contacts  case  managers 
if  necessary  to  discuss  service  needs  and  payment.  Often,  a  nurse  and/or  pharmacist 
become  involved  in  these  discussions.  Obviously,  the  absence  of  adequate  insurance 
may  cause  the  patient  to  decline  home  infusion  therapy;  likewise,  a  provider  will 
be  reluctant  to  accept  an  uninsured  patient  who  requires  costly  treatment.  However, 
inadequate  or  nonexistent  insurance  does  not  necessarily  preclude  a  patient  from 
eligibility  for  home  infusion  therapy. 

Much  of  the  savings  from  home  infusion  therapy  are  attributable  to  the  fact  that 
the  patient  or  his/her  caregiver  are  trained  to  administer  the  therapy.  Nurses  pro- 
vide most  of  the  patient  training  and  education,  although  sometimes  pharmacists 
participate.  Training  is  often  initiated  while  the  patient  is  hospitalized,  although  it 
can  be  started  after  discharge.  With  some  therapies,  patients  can  learn  the  nec- 
essary procedures  in  one  or  two  training  sessions,  totalling  about  2-4  hours.  On  the 
other  hand,  a  parenteral  nutrition  patient  may  require  several  sessions  totalling  up 
to  10-12  hours  of  training.  Certain  patients  may  have  functional  limitations,  whicn 
diminish  their  ability  to  self-administer  the  therapy  and  to  change  equipment  and 
drug  delivery  systems.  The  training  regimen  depends  on  the  patient's  response  and 
ability  to  learn  what  is  required. 

Once  the  patient  is  trained  and  admitted  into  home  treatment,  the  provider  at- 
tempts to  establish  a  schedule  of  deliveries,  monitoring,  and  treatment.  The  prepa- 
ration of  drugs  and  solutions  is  performed  by  a  pharmacist  (or  a  trained  technician 
working  under  the  supervision  of  a  pharmacist,  if  permitted  under  state  law).  Ster- 
ile admixture  is  performed  under  a  laminar  flow  hood  or  in  a  Class  100  clean  room. 
The  pharmacist  verifies  the  order  received  from  the  physician,  and  the  pharmacist 
is  responsible  for  checking  the  medical  record  for  pertinent  information  before  dis- 
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pensing  the  prescribed  medication.  Information  such  as  previous  allergic  reactions, 
laboratory  tests,  appropriateness  of  the  treatment  for  the  disease  state,  and  poten- 
tial drug  interactions  are  evaluated  prior  to  filling  the  prescription. 

The  patient  is  provided  with  the  equipment  required  to  administer  the  therapy, 
and  a  one-week  allocation  of  supplies,  including  intravenous  catheter  supplies.  Sup- 
plies and  equipment  vary  depending  on  the  therapy  being  provided. 

The  nurse  initiates  the  prescribed  therapy  during  the  initial  visit  to  the  patient's 
home.  The  patient  and/or  caregiver  subsequently  begin  to  administer  the  therapy, 
and  perform  self-monitoring  activities,  at  prescribed  intervals.  In  the  first  week  of 
therapy,  a  nurse  may  visit  the  patient  daily  to  ensure  that  the  therapy  is  being  ad- 
ministered properly  and  to  evaluate  the  patient's  therapeutic  response  to  treatment. 
In  addition,  the  pharmacist  and  nurse  are  available  24  hours  a  day,  7  days  a  week 
to  all  home  infusion  patients  to  respond  to  problems  or  questions  as  they  arise. 

During  visits,  nurses  perform  on-going  assessments  and  technical  procedures  as 
outlined  in  the  plan  of  care.  They  assess  the  patient's  condition,  the  vascular  access 
device,  the  drug  delivery  system,  the  patient's  compliance  and  response  to  therapy, 
their  psycho-social  adaptation  to  home  care  and  their  satisfaction  with  the  services 
they  have  received.  Additionally,  they  perform  various  procedures  related  to  mainte- 
nance of  the  access  device,  conduct  blood  sampling,  insert  I.V.  catheters,  and  provide 
further  training  to  the  patient  and/or  caregiver. 

Even  after  the  number  of  actual  patient  visits  may  decrease,  a  nurse  and/or  phar- 
macist communicates  regularly  with  the  patient  regarding  progress  and  problems. 
During  visits  and  through  other  communications  with  the  patient,  information 
about  the  patient's  clinical  status,  treatments  provided  and  the  patient's  responses 
to  treatment  are  recorded  and  communicated  to  other  practitioners,  providers,  and 
the  primary  physician.  This  information,  along  with  the  results  of  laboratory  tests, 
is  reviewed  with  the  physician  during  periodic  reviews  of  the  plan  of  care  to  deter- 
mine if  the  goals  of  care  are  being  met  and  whether  the  treatment  regimen  contin- 
ues to  be  appropriate.  Typically,  it  is  during  communications  with  the  physician 
that  changes  in  medication  and  treatment  orders  are  received  by  the  provider. 

This  routine  continues  until  the  treatment  goals  are  met  and  the  patient  is  dis- 
charged from  service.  Often,  long-term  patients  become  quite  independent  and  adept 
at  administering  the  therapy,  thus  lessening  the  need  for  a  nurse  to  visit  on  a  regu- 
lar basis.  These  patients  still  communicate  frequently,  however,  with  the  nurse  and 
pharmacist  by  telephone. 
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